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_. America’s New Conception of Thrift 


FOREWORD 


OR many years prior to the Great 
War the term thrift carried to 
the minds of many Americans several 
unfortunate connotations. It was fre- 
quently associated with parsimony, 
niggardliness, miserliness and other 
traits which every liberal and generous- 
hearted American properly thought 
very unbecoming to one who shared 
‘the bounteous resources, the great 
opportunities and freedom of the 
Western World. But the tremendous 
struggle which threatened not only to 
shackle the Old World, but even to rob 
the New World of its cherished liber- 
ties brought home to our people a new 
conception of thrift, in fact, an appre- 
ciation of true thrift and a realization 
- of thesfatal consequences of clinging to 
old misconceptions. 

Many realized for the first time that 
it was a matter of life and death to 
thousands of soldiers and of civilians 
also, whether they wasted or whether 
they conserved food and fuel; whether 
by demanding non-essentials they 
diverted labor, materials and machin- 
ery to making these non-essentials, or 


whether they freed this labor to fight. 


in the trenches or to supply those who 
fought, or to feed and clothe those who 
‘supplied the fighters. We learned of 
our economic unity and interdepen- 
dence as never before, we saw that the 
real army consisted not only of the 
men in uniform, but of the entire peo- 
ple who supported them. Anybody 
who wasted or misdirected the use of 
labor or materials or machinery or 
land or any other productive factor 
was a public enemy for, by so doing, 
he weakened the forces in the front 
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lines or, what was just as important, 
the great civilian army behind the 
trenches. 

Food that went to the garbage pail 
and labor that was idle represented 
only the most obvious kind of waste. 
Brain, brawn, material and equipment 
that were misdirected, that were used 
for second-class purposes when they 
could have been used for first-class 
purposes, were to that extent wasted. 
On the proper use of these capacities 
and resources hung not only the life 
and death of the soldiers and civilians 
but, also, the progress of civilization 
itself. 

Thrift was thus impressively shown 
to Americans in its true light. In- 
stead of suggesting stinginess, it came 
to connote proper use, the use of means 
in such a way as to achieve the greatest 
results. It was closely associated with 
effectiveness, loyalty, patriotism, vic- 
tory. It took a new place, an exalted 
place, its true place in popular esti- 
mation. 

Though the call for thrift, that is, 
the proper use of capacities and re- 
sources, was more dramatic and insis- 
tent during the war than it is in peace 
time, nevertheless, tts importance for 
the long run happiness of the race was 
no greater then than it is now. It is 
true that economies and sacrifices that 
were needed then would not be fusti- 
fiable now. Proper use always implies 
adjustment and adaptation to existing 
circumstances and conditions, and this 
requires that an eye be kept on the 
future all the while. 

Man is so constituted that he has a 
recurring series of wants. Regardless 
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of how much food he may have on 
hand he cannot eat enough today to 
satisfy his hunger for all time. He 


requires a constant stream of income 


in the form of food, clothing and fuel, 
to satisfy his needs. As certain primal 
needs are satisfied, other desires make 
themselves felt and he is stimulated 
to produce more things to satisfy these 
desires also. For all practical pur- 
poses, man’s wants seem capable of 
indefinite expansion. The satisfaction 
of all of them requires an indefinite 
expansion of production, not an indef- 
inite increase in the production of 
bread for any one man, but after suffi- 
cient bread, then better bread, better 
clothes, better houses, automobiles, 
aeroplanes, music, painting, literature, 
leisure to philosophize, to think on 
higher things. 

That individual, that family or that 
nation which consumes daily or yearly 
all that it produces can never progress. 
If it considers today only, if it takes no 
thought of the future, it is doomed to 
stagnation if not to death. But by 
devoting part of current energy to 
producing tools and other equipment, 
the productive capacity of following 
years is increased, and it soon becomes 
possible to satisfy more and more cur- 
rent wants and at the same time to 
devote more energies each year to the 
increase of equipment. This process 
is cumulative. 

The increase of productive ‘capacity 
through the improvement of health, 
technical skill and education is just as 
important as the increase of machine 
equipment or land fertility. In fact, 
the piling up of highly perishable 
goods can not go very far and the 
accumulation of durable consumptibn 
goods like clothing, houses, and even 
machinery, can conceivably be pushed 
beyond practical limits for any given 


set of conditions. We are at present, 
however, far distant from such limits. 
In truth, they are beyond our present 
horizon, so that no one has cause to 
fear that we may beconte over-thrifty. — 
It is true, however, that real thrift 
means devoting more and more atten- 
tion to the development of the capaci- 
ties of the human machine, not only 
its capacities for producing material 
goods but also its capacities for pro- 
ducing and enjoying the highest things 
of life. 

In our careless thought and speech 
much passes for thrift that is not thrift. 
The Italian immigrant who starves his 

° 
wife and takes his fourteen-year old 
boy from school to put him in a factory 
that he may help pay for a new home 
little knows the meaning of thrift. 
The father who sends to college his son 
who does not have the capacity to take 
advantage of his opportunities does 
not practice true thrift. The state 
which has an educational system 
poorly adapted to the needs of its chil- 
dren is not thrifty. The nation or 
society which, through lack of fore- 
sight, allows its governments to spend 
money recklessly, its railroads—the 
arteries of its industrial organization— 
to become almost hopelessly clogged, 
its great mass of working humanity 
and its captains of industry to get at 
such cross purposes that only 50 per 
cent to 75 per cent of possible produc- 
tion is realized while millions want and 
thousands actually starve for the neces- 
sities of life—that nation, society, or 


-world certainly has some lessons to. 


learn about true thrift. 

We are so busy with the day’s work 
tltat we neglect the future. The busi- 
ness man who is most intent upon mak- 
ing money, the banker who is popu- 
larly thought of as being most thrifty, © 
the educator and the so-called states- 
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man who have no real vision are all 
akin to the thriftless. fellow who is 
happy -if.-he has a supper tonight, re- 
gardless of what the morrow may bring. 

In fact, most of us are so absorbed 
with the things immediately before us 
that we do not have time to attend to 
our most important concerns. Every 
two years we elect to Congress and our 
legislatures men nominated by inter- 
ested parties, or hale fellows well met, 
rather than take the time to attend 
the primaries and see that properly 
qualified men are nominated. Our 
civilization with its industrial, political 
and social organization has become so 
complex that our old machinery will 
not function efficiently and we are too 
busy to study the problems seriously 
and too short sighted to put in posi- 
tions of responsibility men who are 
best qualified to guide us. After we 
elect our representatives, we do not 
let them concentrate their energies 
upon matters of moment. We fritter 
away their time by making them petty 
servants to look after pensions, allot- 
ments, appointments, post office build- 
ings, river and harbor improvements 
and other matters of local interest. As 
a result they do not have time to con- 
sider duly how that this legislation or 
that legislation, or the lack of it, will 
stir the nation or the world from its 
foundations. For example, they do 
not see until it is too late, that the easy 
loan policy of financing a war carries 
with it the risk of upsetting standards 
of living, wages, and the whole indus- 
trial organization. The lack of a little 
foresight and judgment may easily 
nullify a generation of thrift education, 


it may even throw the world into 
confusion. 

Little wonder that domestic affairs 
run amuck, that civilization barely 
escapes annihilation. Possibly those 
who profess to be our leaders should 
receive the greatest censure. To them 
we look for guidance, but all of us are 
too much inclined to shift the blame. 
We ourselves are all responsible for 
selecting our leaders and hence for our 
leadership. Because of our lack of 
vision in the past the world has run 
riot. 

But we are awaking to a realization 
of our plight. We are still groping to 
find our way out, but we are getting 
new ideas of industrial and social effi- 
ciency. We are coming to see that for 
a nation to prosper, to thrive in the 
true sense, thrift must mean much 
more to us than it hasin the past. We 
are coming to learn that the essence of 
thrift lies in seeing the present and the 
future in their true relations, and then 
using all available means in such ways 
as to attain the greatest sum total of 
human welfare. This implies fore- 
sight, an appreciation of relative values 
and consequently of things most worth 
while, as well as some conception of 
practical methods of attaining them. 
We are coming to appreciate as never 
before that, “ Where there is no vision 
the people perish.” And so America 
has a new conception of thrift. Her 
people are less concerned about saving 
per se, but they are more concerned 
about conservation and proper utiliza- 
tion as a means to greater service, 
greater welfare and greater happiness. 

Roy G. BLAKEY. 
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The Relation of Thrift to ` Nation PER 
i ' By T. N. CARVER | 


Harvard University | 


HE problem of the efficient use of 

the laborer’s time and working 
energy has not been without interest 
to business managers, and even, to 
statesmen. To find easier and quicker 
ways of doing whatever the laborer 
has to do is to increase the national 
production and prosperity. All this 


is as true of every factor of production — 


as It is of the laborer himself. 


Direction or Propuctive POWER 


It is Just as important that produc- 
tive agents should be doing the right 
things as that they should be doing 
whatever they happen to be doing with 
the utmost speed and facility. To 
misdirect our productive power, caus- 
ing it to produce things of little impor- 
tance, is quite as great a loss, and quite 
as great a hindrance to our prosperity, 
as to allow it to do things in a wasteful 
and slip-shod manner. To direct it 
wisely, so that it is always producing 
the things of greatest permanent value, 
is to Increase and perpetuate our 
national prosperity. 

Important as this problem is, it has 
not yet attracted much of the atten- 
tion of business managers. They are 
generally more intent upon the volume 
of the output than upon the character 
of the things produced. 

One of the most important things 
we can possibly do with our productive 
power is to make it add to itself, so 
that it may grow from year to year. 
- This can only be done by setting a part 
of it at work producing producers’ 
goods, instead of keeping it all at work 
producing consumers’ goods. If very 


little of it is directed toward the making 
of tools, machinery, buildings, fences, 
irrigation ditches, and other forms of 
productive equipment, our means of 
production will increase very slowly or 
not at all. If our means of production 
does not increase, our productive 
power cannot. If, however, a large 
enough share of our productive power 
is engaged in producing producers’ 
goods, we shall, of course, find our- 
selves in possession of more producers’ 
goods, larger and better equipment of 
all kinds, and that, consequently, our 
productive power is increasing from 
year to year, and from decade to 
decade. If, for example, 50 per cent 
of our productive power is engaged in 
making tools, machinery, and equip- 
ment, these things will obviously in- 
crease more rapidly than if only 10 per 
cent of our productive power is so 
engaged while 90 per cent is producing 
things for immediate consumption. 


PRODUCTION ‘AND DEMAND 


In the present state of civilization, 
with our money economy. men gener- 


ally try to produce what people are 


willing to buy. If very few people are 
willing to buy tools, machinery, and 
equipment; or if very little money is 
spent for such things, very few will be 
produced. If much money is spent for 
such things, many will be produced. 
If half the money spent in the country 
were spent for tools, machinery, and 
equipment, approximately half of our 
productive power would ke engaged in 
making such things. If only one tenth 
of the money is spent in purchasing 
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such things, not much if any more than 
one tenth of our productive power 
would be engaged in making them.’ It 
would be a very thrifty nation half of 
whose purchases consisted of instru- 
ments of production; it would be a 
rather thriftless nation one tenth of 
whose purchases consisted of such 
things. The former would advance 
rapidly in productive power, the latter 
slowly. The former would have much 
more to spend from year to year, the 
latter little, if any more. 

It is, therefore, just as important 
that the people of this country spend 
their money wisely, as that they utilize 
their labor power efficiently. To 
throw money away, or dump it into 
the sea, is no great loss to the nation, 
however much of a loss it may be to 
the individual who owns the money. 
The material is lost, and that is all. 

“When it is spent, however, instead of 
being thrown away, it virtually hires 
men to make the things for which it is 
spent. If it is spent wastefully, it 
virtually wastes the working energy of 
the men whom it hires. That wasting 
of man power is a much more serious 
thing than the mere loss of money. 


THe NATURE or THRIFT 


There is a widespread fallacy to the 
effect that extravagance gives employ- 
ment to labor. This fallacy is prob- 
ably due to the opinion that thrift 
consists in hoarding money or hiding it 
away. This, however, is not thrift at 
all. To hide money away, and keep it 
out of use, is a very thriftless thing to 
do. The thrifty person is not a miser. 
He is one who spends money just as 
freely as the extravagant man, but he 
spends it wisely instead of unwisely. 
He spends it for durable things, in- 
stead of for transient things. He 
spends it for things which increase his 
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strength, physically, mentally, morally 
or financially, instead of for things 
which add nothing to his strength in 
any way. 

When we realize that thrift consists 
in spending money wisely, instead of 
unwisely, we shall very easily see that 
the thrifty man spends exactly as much 
money as the thriftless man, provided 
he has as much money to spend. 
Moreover, in the long run, the thrifty 
man will spend more, because he will 
have more t$ spend than the thriftless 
man; and the thrifty community will 
be a community in which more money 
is spent than in the thriftless com- 
munity. If anyone doubts-this state- 
ment, let him ponder the following 
illustration. 

Let us suppose that there are two 
communities which we will call Thrift 


_ Town and Spendthrift Town, and that 


these two communities start even, 
that is, that they have equal numbers, 
equal resources, and equal prosperity 
at the beginning of the comparison. 
Let us suppose that in each community 
there is, this year, a total income of 
$1,000,000. This $1,000,000 repre- 
sents all that the community produces, 
and consequently all that it has to 
spend. Thrift Town finds that it can 
live comfortably and efficiently on nine 
tenths of its income, that is $900,000, 
and decides to spend $100,000 for 
permanent improvements,—improve- 
ments that will add to its productive 
power next year and the year after. 
Spendthrift Town, however, decides 
to spend its whole $1,000,000 oh con- 
sumers’ goods. It will be noticed that 
the same amount of money is spent in 
both towns. The difference is solely 


sin the class of things for which the 


money is spent. Spendthrift Town, 
spends $1,000,000 for consumers’ goods. 
Thrift Town spends $900,000 for con- ` 
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sumers’ goods, and $100,000 for build- 
ings, machinery, tools and live stock, — 
a total of $1,000,000 spent for goods. 
Next year, however, Thrift Town will 
produce more than Spendthrift Town. 
That is, Spendthrift Town will have 
its $1,000,000 worth of product,—its 
people will have $1,000,000 to spend. 
The buildings, tools, machinery, live 
stock, etc., which-Thrift Town added 
to its equipment will add to its pro- 
ductive power and to the income of its 
people during this year. “ff this $100,- 
000 produces an average of 5 per cent 
on the investment, the total income of 
Thrift Town during the second year will 
be $1,005,000. There will be $5,000 
more spent during the second year in 
Thrift Town than in Spendthrift Town. 

If Thrift Town continues living on 
nine tenths of its income, spending the 
other tenth for permanent equipment 
during the third year, there will be a 
still greater difference in the amount 
spent in the two towns. Thrift Town 
will have a little over $1,010,000, 
whereas Spendthrift Town will still 
have its $1,000,000 to spend, and so,on, 
year after year, the difference will grow 
greater and greater. It will not be so 
very many years under this policy 
before the young men and women from 
Spendthrift Town will be leaving that 
town and emigrating to Thrift Town, 
because business is more active and 
there is more employment at better 
wages. 

If the figures for Thrift Town and 
Spendthrift Town are too large for us 
to grAsp easily, we can simplify the 
problem by taking two individuals, A 
and B. Assume that they have equal 
incomes at the beginning, but A is 
thrifty and B is thriftless. Let us 
suppose that this year they have 
“incomes of $2,000 each. A finds that 
he can live comfortably and efficiently 


.money to spend every year. 


on $1,800 and that he can invest $200 
in some productive enterprise. If he 
is & farmer, he can buy an additional 
cow or horse, or some improved tools 
and ` machinery. If he ts a business 
man, he can add somewhat to his stock 
or equipment. If he is a salaried man, 
he can deposit his $200 in a savings 
bank and receive 4 per cent on it. 

The savings bank, however, cannot 
pay interest on this money unless it 
uses the money or lends it to somebody 
who can use it. Suppose it lends $200 
to a farmer or a business man who buys 
additional equipment with it. In this 
case that $200 is spent just as truly as 
it would have been if A had spent it 
directly for luxuries. There are only 
two differences. In the first place, he 
spends it indirectly through the bank 
instead of directly. In the second 


_ place he spends it for producers’ goods 


instead of for consumers’ goods. In 
either case, next year A will have not 
only his $2,000 salary, but $8.00 inter- 
est on his investment, making a total 
of $2,008 to spend, whereas B will have 
only his $2,000 to spend, and so on. 
The difference grows greater every 
year. A will have more and more 
He will 
do more for business and give more 
employment to labor than B will give. 

This difference becomes enormous 
if we multiply the A’s and B’s by a 
hundred million. In other words, if 
our total population is made up of men 
like A, there will be a vast increase 
year by year in the amount of money 
we have to spend. But if our total 
population is like B, there will be no 
such increase in the amount of money 
we have to spend. Business will not 
expand; there will not be additional 
employment, calling for more and more 
men. It is for the average citizen to 
decide which kind of a nation this is to 
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THRIFT AND Nation BUILDING 


be; that is, whether it is to be a nation 
of A’s or a nation of B’s,—whether 
our nation is to be an enlargement 
of Thrift Town or an enlargement of 
Spendthrift Town. 

If, however, the thrifty man were 
sly and unprincipled as well as thrifty, 
he might, consistently with his slyness 
and lack of principle, discourage thrift. 
Being thrifty himself, he is not buying 
consumers’ goods but investing in 
means of production with which to 
supply the demands of others for con- 
sumers’ goods. The fewer there are 
doing as he is doing, the fewer com- 
petitorg he will have. The more there 
are who spend all their money for con- 
sumers’ goods, the more immediate 
customers he would have. Therefore, 
he might very consistently, though 
short-sightedly, argue as follows: 

“There is already capital enough in 
the country (at least there is as much 
as Iewant to compete with my capital 
in my business), what we need is more 
consumers. If all the people of the 
United States should suddenly resolve 
to follow the course you have marked 
out and should carry out their purpose, 
the results would be disastrous in 
the extreme. What is left of the 
liquor business would be wiped out. 
The manufacture and the sale of all 
forms of tobacco would cease. ‘The 
same fate would befall a multitude of 
other Imes of business producing or 
dealing in luxuries or non-essentials of 
various kinds. 

“As a consequence of these first 
effects many others would follow in 
their train. A situation somewhat 
like that which now prevails in this 
country by reason of the cancelldtion 
of government orders and contracts 
and the demobilization of the army,— 
only many times as serious,—would 
speedily develop. Merchants would 
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go into bankruptcy by the thousands, 
manufacturing plants would close and 
millions of employes would be thrown 
out of employment. Of course, it 
would be possible to support the unem- 
ployed by taxing the rest of the com- 
munity or by sale of bonds, using the 
proceeds as a temporary unemploy- 
ment insurance fund. This would be 
a more or less demoralizing process, 
however, and the waste of it would be 
appalling. 

“In the course of time, factories and 
stores could be adjusted to other lines 
of production or use, though the waste 
of specialized construction and equip- 
ment would be enormous. During a 
considerable part of the transition 
period, all the savings effected by the 
changed habits of the people would be 
‘consumed in supporting an idle popu- 
lation and in making necessary changes 
in the production instruments. Even 
when these physical changes had been 
made and opportunities for employ- 
ment had been provided, it would take 
a long time to train the workers to 
their new jobs, if, indeed, many of 
them had not through idleness and 
dependency become unemployable. In 
any case, there would be a tremendous 
loss in the way of acquired skill ren- 
dered useless by the changes in the 
habits of consumers.” 

All this, however, would be obvi- 
ously nonsensical because,,as we have 
already seen, thrift consists in buying 
wisely rather than unwisely, and wise 
buying enables the people to spend 
more money than unwise buying. To 
buy something that does you no real 
good, does not put any more money 
into your pocket next month, next 
“year, or the next generation. To buy 
something that is of permanent bene- 
fit, will give you or your children more 
money to spend in the future and you 
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will spend quite as much now as you 
could possibly spend if you bought 
foolishly. He who spends a dollar 
wisely does just as much for the labor 
and the business of the present moment 
as he who spends a dollar wastefully. 
Next year, however, the man who 
spent his money wisely this year, will 
have more dollars to spend, on the 
average, than the man who spent his 
money wastefully. Therefore, the wise 
spender will do more next year for 
business than the wasterul spender 
and quite as much this year. 

The thrifty man is, in the long run, 
the man who buys and buys largely. 


The thriftless man is the man who 
never: buys very much, because he 
never has very much money with:which 
to buy. The way to insure large 
buying, on an increasing scale from 
year to year, a steady expansion. of 


business, and a continued increase of. 


employment, is to get behind the thrift 
campaign. 

Remember that thrift consists in 
buying, but in buying wisely. 
every one, if you please, to buy and to 
buy now, but URGE HIM TO BUY 
THINGS THAT WILL GIVE HIM 
MORE BUYING POWER NEXT 
YEAR AND EVERY YEAR, 


Urge © 
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Freedom Through Thrift 


By WuıLrum Marsasr Lewis 


Director Savings Division, United States Treasury Department. 


‘HO won the Great War? Think- 
ing men are beginning to 
believe that the real answer to this 
question may not be forthcoming for 
ten or twenty years. They are realiz- 
ing the fact that in the final reckoning 
success in reconstruction is a factor well 
nigh as important as that of success in 
battle. America may yet be the loser 
if she goes not learn from the titanic 
conflict’ lessons that will make all she 
has suffered worth while. 

Where there is no vision the people 
perish. America today faces the might- 
iest problems of her existence. Her 
chances of solving them lie in the power 
of her people to think straight and to 
act avisely and to see clearly through to 
the end. Her destiny lies in her vision. 
Nothing in all our history has revealed 
the American people to themselves as 
did the Great War. Then it was that 
we glimpsed the elements that go to 
make a mighty and enduring nation. 
One of these elements was revealed in 
the achievement of the nation in the 
great conservation movement directed 
by Herbert Hoover. We supplied our 
armies and our suffering allies with 
ample food by diverting to good pur- 
poses material ordinarily wasted or at 
best extravagantly used. 

Again we found another element of 
strength in the popular financing of the 
war by millions of our people, the 
great majority of whom, before they 
patriotically interested themselvés im 
Liberty Bonds, never realized that 
they could set aside any portion of their 
. incomes for investment. 

In the achievements of Herbert 


Hoover and in the success of the Lib- 
erty Loans, we see the sign-posts point- 
ing to established victory, to national 
and individual freedom, and these sign- 
posts are marked TuHrirr. The vast 
majority of the American people have 
not been free; they have been weighed 
down with the shackles which make 
progress toward the goal of success 
painful and slow. Overhanging obli- 
gations, fear of old age, monotonous 
toil: these things have hampered us; 
these things have kept us strangers to 
freedom. Longfellow’s “village black- 
smith ” typifies personal freedom: “He 
looks the whole world .in the face for 
he owes not any man.” 

America, founded on the principle 
of freedom, has never made a concerted 
effort to interpret that word into 
terms of financial Independence. ‘Thus 
it has come about that while our indi- 
vidual earnings have averaged the 
highest of any nation in the world our 
average savings have been proportion- 
ately small. Set down in a land of un- 
equalled natural resources we have, 
because of the ease of production, be- 
come criminally wasteful. Forests 
have been razed and no effort has been 
made to replace them; fields have been 
half cultivated, plows have been left 
to rust in the furrow. Thrift has been 
unpopular because we have felt that 
it was not necessary and because it 
has been confused with stinginess and 
smallness, qualities which our people 


‘hate. But in reality how different it 
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is from the popular conception: thrift. 
is care and prudence in the manage- 
ment of one’s affairs, the foundation 
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upon which every successful and en- 
during business enterprise is based. 
This great principle has, however, 
been nationally ignored, despite the 
fact that a vastly increasing population 


has reduced our national resources to a. 


startling degree. 

During the war we caught the vision 
of the power of thrift. We accustomed 
ourselves to doing without; to buying 
carefully and using economically. To- 
day the reaction, from that policy is 
wide-spread and disturbing. A veri- 
table orgy of extravagant buying is 
going on—reckless spending takes the 
place of saving; waste replaces conser- 
vation; demands for shorter hours and 
greater profits increase; and all this in 
the face of an appalling shortage of 
goods throughout the world. 

One hope of righting these conditions 
lies in adopting the principle of thrift, 
whose value the war impressed upon 
us. Suppose that for a year, the 
American people would insist on get- 
ting a dollar’s worth for every dollar 
they spent; suppose they used the 
material bought with care and intel- 
ligence; suppose that the first dollar 
out of every pay envelope was saved 
instead of being spent in thoughtless 
purchases, what would be the result? 

Production would be given a chance 
to catch up with consumption, the high 
cost of living would be materially re- 
duced, debts would be paid and every 
phase of our economic situation would 


be improved. More than that, we 
would be well on the road to winning ` 
the war by showing a strength and 
stability and intelligence which our 
enemies now believe lacking—-a lack ` 
which they are counting on to enable 
them to win commercial victories over 
us in the markets-of the world. 

The Treasury Department in ad- 
vocating national thrift is doing more 
than bettering individual conditions; , 
it is strengthening thé hands of our 
government—it is going far to complete 
the victory. That man who saves 
must learn to put his money aside in 
safe, productive investments. He 
must learn the principles of finance or 
his saving will profit him little. The 
Treasury Department, through its 
savings stamps and Treasury Certifi- 
cates and Liberty Bonds, offers a 
means of investment sound and sure 
and profitable. More than that, it 
offers a means for every one of oux citi- 
zens to become a stockholder in the 
government. A stockholder will not 
throw a brick through the window of 
his company or apply the torch to the 
warehouse. He will work to strengthen 
and to make it more prosperous. 
National thrift culminating in the 
steady purchase of government securi- 
ties will go far toward answering the 
question, Who won the Great War? 
Tt will also put America well on the 
way to the realization of the finest 
conception of freedom. 


_ Thrift as a Family and Individual Problem 
Some Standard Budgets 


By Brexsgamin R. ANDREWS 


Teachers College, Columbia University; Assistant Director, Savings Division, United States 
Treasury Department. 


HRIFT is a means to the best 
life for individual and family 
as it insures that considered use of 
resources, which will promote well- 
being. There is a current idea that the 
thrifty man is stingy and penurious 
but rightly understood thrift means 
intelligeace, forethought and plan in 
the use of resources, so as to promote 
personal well-being. In practice thrift 
calls for effective functioning on the 
` part of the individual in the following 
economic relations: 

1. As one who earns, by increasing 
skill or output so as to enlarge 
fhoney income or its equivalent. 

. As one who spends, by studying 
one’s present needs so as to secure 
goods and services bringing the 
greatest possible satisfaction at 
the least possible cost. 

. AS one who saves, by examining 
one’s future needs so as to set 
aside funds liberally for all its con- 
tingencies. 


4. As one who invests, by consider- 


ing the placing of savings so that 
they will grow by interest or by 
increase of value and yet so that 
principal and interest will be se- 
cure against loss. 

5. As one who conserves whatever 
he has, by considering its wisest 
use so as to secure the greatest 
possible satisfaction from it, "by 
avoiding waste, and by treating 
what is bought with money as 
though it had money’s value. 
Thus there arises a five-fold 
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thrift problem of the individual , 
and family as regards earning, 
spending, saving, investing and 
conservigg. 


THRIFT AND INCOME 


Thrift. seeks to increase personal and 
family income, which fully considered 
involves several factors. 


Money Income 


Money currently received, whether 
from wages, salary, rentals, interest, or 
profits, is usually the only thing con- 
sidered under the term “income,” and 
these current money receipts are the . 
most important element to consider in 
income. It is these which have atten- 
tion in drafting a budget schedule 
of income and proposed expenditure 
which is, perhaps, the most efficient 
single measure for promoting personal 
thrift. Thrift asks certain questions 
concerning money income such as: 
Am I earning all the money I reason- 
ably can? How can I increase my 
skill or output so as to receive more? 
Is there a possibility of additional 
money income not yet realized by 
members of our family? Ought we to 
be receiving an income on investments? 
Would it be economy to invest capital 
in education or special training to in- 
crease earning power? 


+ 


Real Income 


But “real” income, or the flow of 
satisfaction enjoyed from day to day, 
includes important elements not pur- 
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chased through current expenditure 
and meriting attention in any attempt 
to Increase income. These additional 
factors in income include specifically: 

(a) Use-income, or the equivalent of 
money Income arising from the use of 
permanent consumption goods owned, 
such as the home and its furnishings, 
clothing, and other personal property, 
the pleasure car, etc. Thrift would 
seek to increase our use-income by 
asking and answering sch questions 
as: Can we by directing expenditure 
toward better permanent consumption 
goods increase our real income, through 
all the future? Shall we own our own 
home? Does it require different fur- 
nishings? What do we possess that our 
parents or grandparents by wise pur- 
chase secured as a satisfaction lasting 
for generations? Have we ever bought 
anything that similarly can be happily 
“handed down?” 

(b) Social tncome received by indi- 
vidual and family through the use of 
goods and services furnished by the 
community and state, is another factor 
in “real” income. It includes such 
items as education, public health 
service, public recreation facilities. 
Some of these items are actually bought 
by expenditures in the form of tax pay- 
ments, but many of them have long 
` since been paid for, yet are still yield- 
ing social use-income to the individual 
and family. With regard to this factor 
in income, thrift asks: Do we realize 
the possibilities from available com- 
munity services and goods, making 
them replace in part personal expendi- 
tures, for example, as regards music 
and books? Can the community sup- 
ply us with other goods more cheaply 
than we can do it individually? ° 

(c) Labor income, or the equivalent 
money value of unpaid services ren- 
dered by one’s self and other members 


of one’s family, particularly by the 
housewife, is an important contribu- 
tion to the real income of a family. It 
often increases by 100 per cent or more 
through household processes the value 
of materials bought for household con- 
sumption. A family is supported in 
reality often as much by the unpaid 
useful work of the household as it is 
by the money brought in by the out- 
side wage-earner. ‘Thrift raises such 
questions as these: Have we regarded 
this factor of income at its real value? 
Can its value be increased by better 
housekeeping skill, by an investment 
in better household working equip- 
ment, by training children to codperate 
in the household? Or in families where 
there are no children, is it possible to 
increase the family income by reduc- 
ing or eliminating the contribution 
made by the housewife’s work and 
substituting for it wages which the one 
so employed might secure througħ out- 
side employment? Is it possible to 
increase the income by taking on cer- 
tain productive activities in connec- 
tion with the household, as a garden? 

In short, the principles of thrift ap- 
plied to the problem of income suggest 
a critical examination of all sources of 
income whether in the form of money, 
or of money’s worth. Such an exami- 
nation can best be made by a written 
schedule listing sources of income and 
amounts now received, including not 
alone money income, but also use- 
income, social income and labor in- 
come. Such a complete income sched- 
ule is a useful thrift device, in and of 
itself; the items of money income will, 
of course, be carried over into the 


budget of income and outgo. 


THRIFT AND EXPENDITURE 


In an urban civilization money is 
given in exchange for practically all 
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satisfactions so that rational spending 
méans rational living. Thrift in spend- 
ing seeks to increase the satisfaction 
from the use of money having in view 
all the interests of life and its future as 
well as its present needs. Much spend- 
ing 1s done in a haphazard way on the 
impulse of the moment save as Income 
limits expenditure and the relative 
costs of food, clothing, housing, ete., 
force an adjustment of spending along 
certain lines. Thrift substitutes a plan 
based on foresight and a candid exam- 
ination of needs for an impulsive ill- 
considered spending. 


GENERAL SUGGESTIONS FoR Err 
CIENCY IN SPENDING 


Written Budget Plans.—The study of 
standards of expenditure as found in 
the experience of others is helpful. 
Engel stated certain economic laws of 
consumption, the more important of 
which are that the smaller the income 
the larger the proportion of it which 
must go for food and that as income in- 
creases food expenditure relatively de- 
creases and the allowance for miscel- 
laneous culture wants increases. A 
widely quoted American standard for 
middle class incomes is “the ideal 
budget” of the late Ellen H. Richards 
which allows one-fourth of the income 
for food, one-fifth for rent, one-seventh 
for household operating expenses, one- 
seventh for clothing and one-fourth for 
culture wants or the “higher life.” In 
the appendix are printed certain sug- 
gested standard budgets, but the in- 
dividual must remember that ‘such 
standards are suggestive only and that 
he must work out his own best division 
of income. Written budget plans for 
expenditure are a natural result of 
studying standard allowances. They 
should be based upon all the available 
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in spending, modified by standard bud- 
gets so as to secure better distribution 
then one has been following. 

Written accounts of expenditure, at 
least during periods of readjustment, 
are desirable. Needs for expenditure 
should have critical examination. The 
classical division of wants into neces- 
sities, comforts and luxuries gives a 
starting point. Another useful classi- 
fication divides wants into those of 
self-existence, self-gratification, self- 
improvemert and self-denial, or the 
provision for the future. Thrift would 
provide adequately for self-existence 
but only to a limited extent for self- 
gratification before making provision 
for self-improvement and saving. 
Future needs: project themselves, into 
the present whenever one thoughtfully 
considers the expenditure problem and 
lead to the provision for saving dis- 
cussed below. Needs may well be 
classified also as regards the different 
members of the family group. For ex- 
ample, children need allowances for 
education, recreation, etc., and a nice 
allotment of available funds to meet 
the particular needs of each person in 
the family requires careful balancing 
of the factors involved. 

Intelligent direction of spending will 
increase its efficiency. This function 
naturally centers in the housewife but 
often certain responsibilities may be 
wisely assigned to others. Increased 
special knowledge on the part of the 
spender is now possible when shopping 
information is available in printed form 
and courses in marketing are a part of 
extension teaching for adults. In a 
matter like the purchase of food, cloth- 
ing, shelter and other goods in the 
market with which every individual 
has life-long contacts, it is astonish- 
ing that the general level of intelli* 


facts as to one’s own past experience gence is not higher. 
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Social organization for thrift in ex- 
penditure is always possible and is be- 
ing constantly tried in the form of 
neighborhood marketing clubs, coöp- 
erative stores and similar undertak- 
ings. As agricultural coöperation 
failed until the agricultural colleges 
began to train managers for shipping 
associations and other codperative en- 
terprises, so it is possible that con- 
sumers’ coöperation will meet with 
success when better leadership is af- 
forded. Economic conditions cer- 
tainly favor such enterprises now as 
never before. 


Thrift in Special Objects of Expenditure 


The special objects of expenditure 
may well be examined in terms of the 
usual family budget divisions, food, 
clothing, shelter, household operating 
expenses and culture wants. Under 
each of these headings a few questions 
are given which may bring suggestions 
to the person reviewing his own ex- 
penditures with a desire of securing a 
better distribution of income and in- 
creased saving. Other problems will 
readily occur to such a person. 

In food expenditure, thrift requires 
that the purposes of nutrition be ade- 
quately met, including the growth and 
maintenance of the body and the pro- 
duction of energy, and that this be 
done at a reasonable cost. It asks 
such questions as: Does each growing 
child have a pint or more of milk each 
day? Are necessary mineral constitu- 
ents and growth-promoting vitamens 
provided? Is variety of diet guaran- 
teed by including food from all five 
groups,—grain products, fruits and 
vegetables, meats, sugars and fats? 


Is there an adequate quantity to sup-° 


ply the calories for energy? Is there 


Do finicky food habits add to cost? 
Is food cost reasonable? Is quantity 
buying followed where practicable? 
Are stores selected for economy as well 
as convenience? 

In clothing costs, thrift promotes 
economy by such queries as these: Is 
clothing chosen so as to promote health 
and secure length of service as well as 
“for looks?” Does fashion increase 
clothing costs beyond reason? Have 
you found the economy of choosing 
fabrics of intrinsic quality and stand- 
ard designs and garments made up in a 
moderate mode which permit their use 
through several seasons until their en- 
tire value is secured? 

In housing, thrift stands for ade- 
quate provision as to space, light, air, 
arrangement of rooms for ease in 
house work as well as to meet the per- 
sonal and social needs of the family 
group. It raises such questions as: 
Is there any better investment than 
owning one’s own home? Are we 
spending unnecessarily for display in 
the house? Have the children’s hous- 
ing needs had as full recognition as the 
social standards of the adults? 

In household operating expenses, 
thrift demands adequate heating, light- 
ing, water-supply and housekeeping 
supplies. It justifies hired service 
where the housewife has other useful 
employment or is unable to do all the 
work. It raises such questions as: 
Can supplies be bought cheaper in 
quantity? Is the heating and lighting 
system efficient and economical? Is 
the telephone justified, and if so, is 
postage a cheaper substitute for many 
toll calls? Do the members of the 
housthold codperate fully in reducing 
the burden of daily household tasks 
which come upon the housewife or her 


sanitary care and storage for food? " hired substitute? 


` Are there preventable food wastes? 


In culture wants, thrift emphasizes 
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their importance as compared with 
material wants and asks full provision 
‘for education, for personal develop- 
ment and for health, and reasonable 
provision for physical and mental rec- 
reation, for necessary expenses for per- 
sonal care and for incidental needs. 
But thriftasks: Are large personal in- 
dulgence expenditures justifable? Do 
they not give special treatment for one 
or more members of the family as com- 
pared with others? Is special musical 
or art instruction to an ungifted person 
wise? Should recreation expenditures 
exceed cultural expenditures of the sort 
which, for lack of a better term, are 
called educational and ethical? 


TURIT AND SAVINGS 


Saving may be simply spending in 
the future—setting aside present in- 
come for future concrete needs which 
overshadow lesser present concrete 
needs. Or, saving may accumulate a 
sum such that its income alone may 
be used in the future, or even the in- 
come from savings may itself be saved 
and invested. Individual savings as a 
matter of fact are in large part per- 
manently invested and never spent 
so that savings are a large source of 
the nation’s capital, but in individual 
economy saving is ordinarily abstain- 
ing from expenditure now in order to 
make possible later spending. You 
would rather have an income in old 
age than go to the theatre every night 
now and so potentially recreative ex- 
penditure is transferred to the retire- 
ment fund. 


Demanps Wuicn ENCOURAGE SAVING 


Thrift requires a definite facing ‘of 
the chief future demands for which 
present saving is desirable, a deter- 
mination of the amounts necessary to 
be saved, and definite plans for regular 
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saving. Some of the chief needs for 
saving are the following: 

Family group life brings occasional 
demands which call for previous sav- 
ing, for example: the initial cost of 
setting up housekeeping; the special 
costs connected with children, their 
birth, their up-bringing, their educa- 
tion, launching in life and marriage; 
severe sickness of members of the 
family; care of dependent relatives; 
funeral costs. 

Life in indüstrial society brings cer- 
tain situations that require larger 
funds than current wages will supply 
and hence require saving. Such sit- 
uations are entrance into trade or busi- 
ness; changing one’s employment; 
interruption to earning through finan- 
cial or industrial depression, through 
labor conditions, industrial accidents 
and other causes; the need of capital 
for use in independent enterprise, or 
industrial disability due to old age. 

Saving to pay debts may be necessary: 
debts for past living expenses; mort- 
gage payments on home or other real 
estate; payment of personal loans and 
debts as for education, sickness, ete. 
Debt paying in many cases is the ob- 
verse of saving. In saving we abstain 
from present spending to provide the 
cost of supplying future needs; in 
debt paying, we abstain from spend- 
ing to provide the cost of supplying 
past needs.. Debt paying for which 
one gets a permanent good in return, 
for example, paying a mortgage on real 
estate, is, however, really a form of 
investment. Saving for investment in- 
come may be undertaken for economic 
security, or to improve one’s social con- 
dition by establishing a family fortune. 

‘Expensive consumption goods may 
furnish the goal that stimulates sav- 
ing, for example: buying a watch; 
expensive wearing apparel such as furs 
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or jewelry; special house furnishings, 
such . as furniture of finer quality, 
pianos, phonographs, paintings, etc.; 
articles of recreation, bicycle, motor- 


cycle, auto, horse, boat, guns and 


other sports equipment; special vaca- 
tion expenditure as for travel, the pur- 
chase of the summer cottage; unusual 
gifts or contributions to church or 
philanthropic undertakings. 

A general reserve fund, or saving for 
undesignated emergencies, is univer- 
sally desirable. We have hit this need 
precisely. By the old saw, “Save for a 
rainy day,” and a modern philosopher 
has added, “Save, also, for the sunny 
opportunity.” As a matter of. fact 
everyone needs a reserve fund which is 
not pledged to any single need but is 
ready for any draft made upon it. 
Business men have come to recognize 
the absolute necessity of a reserve fund 
kept outside their regular business 
funds, usually invested in bonds, 
which can be used at once as collateral 
or cashed for funds in an emergency. 
The individual and the family need a 
similar reserve fund for it will con- 
tribute a sense of security and also the 
power to turn about in business affairs 
or in personal matters whenever the 
need may arise. The undesignated 


surplus or reserve should be the firgt . 
great goal in saving. Its importance | 


is not yet recognized by most people, 
but a moment’s reflection shows the 
part it can play in living on a rational 
basis. 

Savings and Insurance.—Some of the 
goals for individual or family saving 
are emergencies which can also be pro- 
vided against by the joint method of 
insurance, for example, meeting the 
expenses due to sickness, ' or death. 
Sickness insurance is available, at 
rather high prices, it is trué, for the 
person of small means; “burial insur- 


"g 


ance”? or industrial insurance at £ 
cents, or 10 cents or more a weėk per 
person is now carried for children anc 
adults alike by large numbers of fami- 
lies in narrow circumstances, and un- 
wisely so, many critics believe: Insur- 
ance, when available, is usually con- 
sidered to be a more economical pro- 
vision than that of saving,—but each 
case merits separate examination; il 
may be cheaper, for example, for the 
wage-earner to carry burial msurance 
on himself alone, and to substitute fo 
insurance on other members of his fam- 
ily a general reserve fund in which he 
makes deposits weekly. Individual! 
saving and individual insurance are 
supplementary protective measures, 
both of which must be applied by the 
individual family to secure adequate 
financial protection and progress. 
Social Insurance-—Compulsory so- 
cial insurance to be' provided at the 
joint cost of employer, employe and 
the state will, we are sometimes told, 
make individual saving unnecessary. 
A comparison of the social “insurance 
program, namely, protection against 
the “four fears,” of accident, sickness, 
unemployment and old age, with the 
partial list of goals for saving given 
above, disproves such an assertion. 


‘The progressive character of human 


wants, which will develop new future 
needs as fast as old ones are provided 
for, gives further fundamental testi- 
mony that individual saving will al 
ways be necessary. 


A Procram OF SAVINGS _ 


A thrift program of savings should 
be drawn up by each individual and 
family, preferable as a written memo- 
randum, in which after honestly facing 
the above and other needs, a decision 
is reached as to amounts which should 
reasonably be saved for such and such 
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purposes to be available at such and 
such times: This should be estimated 
as a certain requirement per week 
or month which should thereupon be 
‘made the first charge upon income 
whenever the pay envelope or salary 
check is received. By establishing 
the habit of saving regularly and of 
setting aside the savings in a bank ac- 
count or elsewhere before one begins 
spending, one can become a successful 
saver. “How much can I save?” 
An answer for incomes of various 
amounts and families of various sizes 
is suggested by the savings allowances 
which appear as the first item in the 
standard budgets given in the appen- 
dix” Saving is a habit easily made 
automatic. The fact that life insur- 
ance premiums are met with compar- 
ative ease by most people because 
they are a regular recurring charge 
points the way to success in saving. 
In family economy thrift in saving as 
in spending can often wisely be made 
a family problem in which all members 
of the family participate in making the 
necessary plans and helping in their 
execution. 


Turirt AND INVESTMENT 


The successful investment of savings 


requires continued attention as well as, 
does the accumulation of savings. A 


few points regarding thrift and invest- 
ment may be suggested here: 

Use local investment institutions 
and opportunities; make your banker 
your adviser; patronize your local 
. building and loan association, and your 
local savings bank; local real estate 
where you Know conditions is a safer 
investment than distant property. If 


you do invest elsewhere use only es- - 


tablished institutions such as invest- 
ment houses which your local banker 
will recommend. 

3 


Plan a progressive investment pro- 
gram. Start savings in government 
savings stamps or in your local savings 
bank. When you have $50 to invest, 
put it in a government bond. When 
you have $500 to place, government 
bonds may still be your best choice, or 
some other safe bond that pays slightly 
more. Stop paying rent and begin 
buying a home, through partial pay- 
ments to a building association, if nec- 
essary, thus capitalizing rent payments 
gradually ifto house ownership. 

If you invest in securities, buy only 
safe investments such as high class 
bonds. The average man should not 
invest in stocks. Be content with a 
lower income from an established safe 
undertaking rather than chance your 
savings in untried enterprises. Gov- 
ernment bonds will be the backlog to 


‘personal investment for the present 


generation. Hold all your own and 
buy more. Do not sell securities be- 
cause of an emergency need for money; 
rather borrow on them as collateral 
and then save and reclaim your securi- 


' ties. 


Do not invest in a friend’s business. 
Friends should find accommodations 
through banks and other established 
channels; you should put out your 
money through similar channels. Do 
not involve your life insurance in busi- 
ness or other investments by borrow- 
ing upon it. By curbing your desire 
to speculate and investing only in safe 
enterprises you can certamly accumu- 
late a competence. If you are not 
willing to take this safe path, adopt the 
safety first principle of keeping 75 per 
cent of your personal capital in safe 
investments and restrict speculative 
investment to the remaining 25 per 
cent of your accumulation. . 

Watch interest returns carefully. 
Do not lose possible interest, for exam- ` 


ple, by withdrawals from a savings 
account before the interest date or by 
delaying deposits beyond that date. 
Redeposit interest as soon as received 
so as to compound it. Determine the 
actual yield upon the proposed invest- 
ment and change investments when 
you can legitimately take advantage 
of an increased yield, but remember 
that a guaranteed average rate as on 
bonds is better than a possibly higher 
rate of interest as on stocks. 

Take care of your securiites. A safe 
deposit box is cheaper than possible 


= loss. A‘ written record of securities 


reviewed occasionally is a stimulus to 
increasing your investment. Follow 
expert advice but do not follow tips. 
Learn to discount fraudulent financial 
advertising. 


THRIFT AND CONSERVATION 


Things bought with money are a 
storehouse of services which they can 
render to their owner. Skill in earn- 
ing, saving, investing and spending, 
does not completely guarantee eco- 
nomic well-being unless there is added 
to it intelligent and thrifty use of 
property owned. Thrift in the use of 
things excludes personal waste in con- 
sumption. War required the conser- 
vation of food and all objects of per- 
sonal use, and such standards widely 
adopted and made permanent are an 
additional basis for individual welfare, 
since everyone wastes enough to pro- 
vide some other thing desired but not 
yet secured. 

_ Thrift demands the application to 


. personal property of business stand- 


ards for repairs and replacements nec- 
essary to maintain efficient service. 


For example, a car well kept up not. 


only renders better service, dollar for 
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dollar, to its owner but maintains its 
investment value. Thrift requires the 
covering of possible loss by insurance 
as fire, burglar, and other types. 
Thrift in conservation emphasizes the 
importance of good quality in mer- 
chandise or other material things ac- 
quired. The cost per unit of service 
secured decreases as length of service 
increases. 


APPENDIX. 


Suggested Standard Budgets for Fami- 
lies and Individuals 


The following standard budgets were 
recently prepared under the general 
direction of the present writer for the 
Savings Division of the United States 
Treasury Department. The chief 
credit for them if*due to Mrs. Alice P. 
Norton, editor of the Journai of Home 
Economics, who was ably assisted by 
Miss S. Maria Elliott of Simmons Col- 
lege. Acknowledgment should alsq be 
given for the advice and suggestions of 


many of the foremost home economists 
“in the United States. 


SUGGESTED FAMILY BUDGETS $1,200 
TO $5,000 A YEAR 


$1,200 a YEar—$100 a MONTH ' 





` Number in tke family 











Two | Three| Four | Five 

Savihgs........-. gio! 871 $51 $3 
Retesni eeN 16 16 16 16 
BOGE. Gta naen 27 34 41 48 
Clothing......... 13 14 15 15 
Housekeeping ex- ; 

penses......-.- 10 9 8 : 
Church, charities. . 6 5 8 1. 
Health, recreation,|. 

education. ..... 10 8 6 5 
Personal, miscel- 

Janepus ........ 8 7 6 5 





—— 


Total for month} $100 | $100 | 8100 | $100 











$1,800 A Yrar—$150 a MONTH 

















Number in the family 

Two | Three} Four | Five 

Savings.......... $27 | $21] $15 | $10 

Rent..... oats We 20 20 22 22 

Food y cs areoraes 37 44 | -51| 58 

Clothing. ........ 20 20 21 29 
Housekeeping ex- 

pemses......... 11 12 12 12 

_ Church, charities.. 10 9 8 7 

Health, recreation, ? 

education....... 12 12 10 10 
Personal, miscel- 

laneous........ 18 12 ll 9 











Total for month! $150 | $150 | $150 | $150 


$2,400 a YEAR—$200 A MONTH 











e Number in the family 
Two | Three, Four | Five 
Savings.......... $48 | $40) $31] $21 
Taxes (Federal in- 
COME) sass &, ee 
Rent. ce ee ec iwna 25 25 27 27 
Fool aeia ee 40 48 56 64 


penses......... 18 20 20 20 
Church, charities. . 15 12 11 11 
Health, recreation, 

education...... 14 14 13 13 
Personal, miscel- 

laneous ........ 16 15 14 14 














Total for month! $200 | $200 | $200 | $200 


$3,000 a Yrar—$250 a MONTH 











Number in the family 
Two | Three| Four | Five 
Savings.......... $65 | $53 $40 | $30 
Taxes (Federal in- 
come) .......-. 5 4 3 2 
RONG idinan 30 30 35 35 
Food. ........... 40 48 56 64 
Clothing......... 30} 33| 36| 39 
Housekeeping ex- ` 
penses......... 25 30 32 32 
Church, charities. 19 17 16 | .16 
Health, recreation, 
education...... 18 18 16 16 
Personal, miscel- 
Janeous ........ 18 17 16 16 











Total for month! $250 | $250 | $250 | $250 


$5,000 aA YEaAr—$416.66 a Mont 








Number in the family 
° Two | Three | Four | Five 
Savings. . .. ./$125.66/$105.66| $90.66] $76.66 
Taxes (Fed- 
eral income)| 15.00} 14.00} 13.00} 12.00 
11 | ees 50.00) 50.00) 60.00; 60.00 
Food....... 45.00} 55.00) 65.00; 75.00 
Clothing....| 45.00) 50.00} 55.00) 60.00 
Housekeeping 
expense.../ 50.00) 60.00) 63.00) 65.00 
Church, char- 
ities... 2... 36.00| 33.00| 27.00; 25.00 
Health, recre- 
ation, edu-| 
cation ....| 25.00] 25.00] 22.00} 22.00 
Personal, mis- 
cellaneous.| 25.00} 24.00| 21.00) 21.00 














Total for 
month . . /$416 . 66/$416. 661$416 . 66/$416 . 66 


SUGGESTED INDIVIDUAL BUDGETS $15 
A WEEK TO $1,800 A YEAR 


$15 a WEEK, on $65 a Monta, or $780 a YEAR 














A week | A year 
Savile os. 05-4 b sa tesa $ 25 $13.60 
Room and board..... 8,00 416.00 
Lunches..............- 1.50 78.00 
Carfare to business...... .60 31.20 
Clothing. ...........0: 3.00 156.00 
laundry. sore ad Seizes AS 23.40 
Church, charities, gifts... 20 10.40 
Health, recreation, educa- 
LGN: é aly eebe eau 75 39.00 
Miscellaneous.......... 25 13.00 
Total eraran aikaa $15.00 $780.00 
$17.30 a WEEK, oR $75 a Monta, oR $900 A 
YEAR 
A week | A year 
Savings., s.a.. panunen $1.00 $52.00 
Room and board........ 8.00 416.00 
Lunches............... 1.50 78.00 
Carfare to business... ... .60 31.20 
Clothing csacvse i ndatos 3.50 182.00 
Laundry............... 50 26.00 
Church, charities, gifts. .. 50 26.00 
Health, recreation, educa- 
Hole aaarnas : 1.00 52.00 
Miscellaneous.......... 70 36.40 
Total oo seb kak bees $17.80 | $899.60 . 
Balance for extra Thrift 
tamips.....e.eeeeeeed aaan 40 


$900.00 
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323.08 a WEEK, or $100 a Monta, or $1,200 a 








YEAR 
Amonth| A year 
j 
Savings... 0... 00.0. vane $12.00) $144.00 
Federal income tax. ..... 1.00 12.00 
Room and board........ 40.00 480.00 
Lunches. .............. 8.00 96.00 
Carfare to business... ... 2.60 31.20 
Clothing............... 16.75] 201.00 
Laundry seseante ia 3.25 39.00 
Church, charities, gifts. . . 4,40 52.80 
Health, recreation, educa- 
TOU 6 coke wv tla Pee ae an 8.00 96.00 
Miscellaneous.......... 4.00 48.00 
M jM 
Total. ...............{ $100.00) $1,200.00 


$34.60 a WEEK, on $150 a Monts, or $1,800 a 





YEAR 
| À month) A year 

PVA OSs ee aie ca reees $30.00 $360.00 
Federal income tax...... 4.00 48 .00 
Room and board........ 45.80 540.00 
Lunches............... 11.06 132.00 
Carfare to busimess...... 2.80 31.20 
Cothi eseese aaas 25.00 300 . 00 
Laundry oceans eena 4.90 48.00 
Church, charities, gifts.. .. 10.90 120.00 

Health, recreation, educa- 
TOT SE EE 12.90 144,00 
Miscellaneous. ......... 6.40 76.80 
Total... c...e. $150.00| $1,800.00 
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The Insurance of Thrift 


By Jonn A. Lapp 
Managing Editor of Modern Medicine; Educational Director, National Catholic War Council 


HERE is probably no one who 
doubts the value of saving 
both for its results in character 
and the material security which it 
brings to the individuals who have 
succeeded in accumulating property. 
The thrifty individual is more likely 
to be a good citizen than the unthriity, 
and he is more likely to be able to 
take caye of himself and his family 
in the ordinary course of life. On the 
other hand, it is equally clear that 
the narrow type of thrift advocated 
by some, does not always make good 
citizens, nor result with certainty in 
the safeguarding of the individual 
and his family particularly in the 
emesgencies of life. 


Tue NATURE or REAL Trrirr 


Thrift which develops selfishness, 
and which sacrifices the physical 
and moral welfare of the individual 
will increase the hazards of life, 
especially those of sickness and de- 
pendent old age, and decrease the 
relative power to overcome them. A 
recent advertisement in one of our 
large cities flared forth the message 
to the working man that the first 
payment from the weekly wage should 
be made to the savings account. This 
statement plainly ignores fundamen- 
tals and gives an erroneous idea of 
what thrift really is. It is axiomatic 
that the worker and his family must 
be sustained in vigorous health as the 
first consideration. If wages are high 
enough to allow savings after the 
needs of the family are met, it is an 
act of thrift to put money into a 


2i 


savings account, otherwise it is the 
negation of thrift. To encourage 
men to save at the expense of milk 
for the babies, or adequate nourish- 
ment for the worker and his family is 
to encourage destructive selfishness 
which should be condemned by those 
who put permanent social interests 
above present pseudo-thrift. 

This observation will help to define 
thrift as used in this article. Mere 
accumulation of property is not 
thrift as here used. A savings ac- 
count or the purchase of a home is not 
necessarily a sign of thrift as here 
understood. If a worker has bor- 
rowed from his fund of physical 
energy to put money in a savings 
account, it is a disastrous form of 
thrift; he has merely taken a part 
of his vital resource and turned it 
into property. If a worker saps his 
physical power for the sake of a 
money savings, he will soon exhaust 
his physical bank account. 

Thrift is broader than mere saving. 
It is to the individual what conser- 
vation is to the nation. It does not 
consist in hoarding resources, but 
rather in their wise use. The‘weekly 
wage properly spent is thrift, even 
though not a penny may have been 
put into’ a savings account or the 
purchase of a home. 

The thrifty person will spend his 
income to meet certain definite needs 
in about the following order: 


First, he will provide for himself 
and his family the necessities of , 
life and such comforts and lux- 
uries as will sustain himself and 
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his family in the best physical 
condition, and will take ad- 
vantage of opportunities which 
will increase his competence. 
Second, he will look after the health 
and moral welfare of himself and 
his family, and expend such sums 
as will safeguard them against 
physical and moral decay. 
Third, he will provide against the 
calamities of life, namely unem- 
ployment, accidents, sickness, old 
age and dependency ‘of his family 
in the case of his death. Then, 
if there is anything left over, It 
may properly be used for what 
is generally denominated as 
thrift, and for such additional 
pleasures as he may choose. 


Absolutely nothing can be spared 
from the first necessity as stated 
above. To sustain the working 
power of the individual and the 
physical welfare of his family are 
paramount to every other considera- 
tion. Scarcely of less importance, 
although materially not so pressing, 
is the safeguarding of the morals of 
the worker and his family. It may 
be said that thrift is specially de- 
signed to meet the third requirement, 
namely protection against the haz- 
ards of life. It will be the purpose of 
this paper to show that thrift by 
itself cannot provide for the rank 
and file of men against these hazards. 


THRIFT AND THE HAZARDS or LIFE 


The advocates of individual saving 
as a means of providing against the 
hazards of life seem to go on the 
theory that these hazards confront 
every one in like degree. They ignore 
the unequal distribution of the bur- 
den which the contingencies of unem- 
ployment, sickness, accident, old age 
and death throw upon certain people. 


They, seem to conceive of life from 
the standpoint of those few individ- 
uals who escape the serious disasters 
which these contingencies of hfe 
bring. ; 

If we could assume that all human 
beings were born with equal physical 
and mental stamina; that they were 
given an adequate preparation for 
life; that they never had to go with- 
out work for a great length of time; 
that they never had sickness of more 
than a few days duration; that they 
could hold their positions as long as 
they lived; that they will not live for 
an extended time beyond the point 
when they are compelled by advanc- 
ing years to quit work; and that 
they will not die at a time when small 
children call for protection, we could 
rely upon individual thrift to provide 
for our wants throughout life. But 
lfe is not lived that way by the ma- 
jority of people. Some are orn 
with physical or mental weaknesses; 
some are handicapped: by accidents 
or diseases in early life; some have 
sickness either of the worker or mem- 


bers of the family lasting months or 


years; in periods of depression some 
may be out of employment for 
months; large numbers live many 
years beyond the time when they can 
earn their living; while thousands 
die in the prime of life, leaving help- 
less dependents. Still others, from 
one calamity or another, such as fire, 
business failures, bank failures, and 
stock swindlers, lose the accumula- 
tion which they may have saved to 
meet life’s contingencies. Mere sav- 
ing by itself cannot provide safe- 
guards against the overwhelming 
character of one of these many 
disasters that may come to the thrifty 
and thriftless alike. Individual 
thrift, as usually understood, cannot 
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provide for these calamities because 
none of these calamities can be 
measured, in the life of an individual. 

No one can tell the extent to which 
one of these calamities may affect 
him. One cannot tell whether he is 
to be sick six days or six months 
during the coming year, or how many 
months unemployment may be forced 
upon him by business depression, or 
know the length of his years beyond 
working life. These are uncertain- 
_ ties which can be measured for a large 
group of people but which cannot 
even be approximated for a single 
individual. 

A man may, by saving, accumulate 
$10,000 and see it all swept away by 
a single prolonged illness. A thrifty 
couple may provide themselves with a 
home, but at sixty-five they cannot 
be assured that it will protect them 
for the three or the thirty years 
whick they may yet live. — 


CAUSES ror Economic 


: DEPENDENCE 


Sickness.—Let us examine some of 
the hazards of life in greater detail. 
Sickness is the most calamitous of 
the hazards of life. A large part of 
our troubles find their roots in sick- 
ness. More people are doomed to 
economic dependence and destitu- 
tion by sickness than by any other 
cause, or in fact by all other causes 
combined. Sickness picks its vic- 
tims at random, sparing neither rich 
nor poor, thrifty nor thriftless. Yet 
the total amount of sickness is easily 
measured. 

We know from innumerable sta- 
tistical data that the average sickness 
for all working people will be about 
nine days every year. Now, if the 
total sickness were distributed evenly, 
nine days to each person, ordinary 


thrift could take care of the prob- 
lem. If each man expects to lose 
nine days by sickness each year, he 
could lay aside a sum equal to nine 
times his daily wage and an equal 
amount to pay for medical care and 
he would thereby have a fund equal to 
the amount which he loses on account 
of sickness. It is absurd, however, 
to talk in terms of average amounts of 
sickness, and draw conclusions there- 
from. Sickness does not distribute 
itself nine Gays to each person. 
Many escape entirely; a large part 
of those who are sick are disabled 
from working for only a few days. 
Some are sick for weeks, others for 
months, while a considerable number 
are disabled for years. 

Instead of being distributed nine 
days to each person, the distribution 
in an ordinary year will be as follows: 
80 per cent of the workers escape 
serious sickness; 20 per cent suffer 
the entire loss in a given year. Of the 
20 per cent who are sick, 65 per cent 
are sick for less than four weeks; 20 
per cent are sick from four weeks to 
eight weeks; 7 per cent are sick from 
eight to twelve weeks; 6 per cent from 
twelve to twenty-seven weeks, 3 per 
cent for more than six months, and 
1.3 per cent for more than a year. 
Applying these figures to the United 
States we find that of the thirty- 
eight million people engaged in gain- 
ful employment, the chief burdens 
of sickness for a year, excluding the 
insane, defective, and institutional 
classes, are borne by 7,600,000 work- 
ers. Of these, 4,940,000 are sick for 
less than four weeks; 1,520,000 are 
sick from four to eight weeks; 532,000 
are sick from eight to twelve weeks; 
456,000 are sick from twelve to twenty- 
six weeks; 228,000 are sick for more 
than six months, while 98,800 are 
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sick for more than a year. The 
existing figures do not show us the 
number who are sick for more than 
two years or who are permanently 
disabled. 

The distribution of medical cost 
tells exactly the same story. The 
bulk of families escape, while the 
burden falls disastrously upon those 
who happen to be sick for the longest 
periods and, of course, it falls at the 
time when the victim is least able to 
bear it. The conclusion from these 
figures is obvious. Ordinary in- 
dividual thrift may provide against 
sickness for those who are disabled 
for short periods. It cannot pro- 
vide against the calamity of a three, 
six, nine, or twelve months’ sickness, 
which the figures indicate is suffered 
by more than three-quarters of a 
million working people every year. 

Unemployment.—The same story 
may be repeated with regard to unem- 
ployment, particularly in the great 
centers of population. Men cannot 
know whether the wheel of fortune is 
going to bring them continuous em- 
ployment or whether they -will be 
compelled to wait for weeks or months 
for the chance to earn a living. Peri- 
ods of depression such as those of the 
winter of 1908 and the years of 1914 
and 1915 compel thousands in indus- 
trial centers to use up the little sav- 
ings which they may have or to de- 
pend upon friends or upon charity. 

The calamity of unemployment is 
not so wide-spread, nor so severe as 
that of sickness. It affects primarily 
the wage earners in the larger centers. 
Rural communities and small towns 
escape acute manifestations. The 
small owner or operator is not immedi- 
ately affected. Moreover the loss is 
merely of wages, whereas in sickness, 
the loss is doubled through the cost 


of medical care. A savings account 
will help in this as in any other 
emergency but it should not. be relied 
upon to meet the uncertainty. 

Accidents.—The calamity. of acci- 
dents falls also at random on the 
workers but the need for the distri- 
bution of the burdens, and the need 
for the distribution of the employer’s 
hability have been so obvious that 
49. states have already passed work- 
men’s compensation laws for indus- 
trial accidents, under which the eco- , 
nomic burden is taken from the backs 
of the injured workers and distributed 
over all of the people. That failed 
to meet the calamity of accident 
because the individual risk was not 
measurable. Insurance was applied 
to measure the risk for the group and 
ease the burden for the unlucky 
individual who was injured. 

Old Age—When we come to the 
discussion of individual thrifts as a 
provision for old age, we consider a 
hazard far more indeterminable for 
the individual than sickness, unem- 
ployment, or accident. The hazard 
of old age really involves all of the 
other hazards. If a man escapes 
serious illness and accident through- 
out life, both of himself and his 
family, and escapes long periods of 
unemployment, and has been thrifty 
and likewise possessed of business 
ability enough to safe-guard his 
thrift, he may have enough to meet 
the hazard of old age whether he lives 
one or thirty years beyond the time 
that failing physical powers compel 
him to quit work. Few, however, 
do escape one or another of the calam- 
ities of life, and the great majority 
approach old age with the necessity 
of relying upon their children or 
upon private or public charity to take 
care of them in their last years. ` 
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When a man has worked. through 
life for meager wages, perhaps 
scarcely sufficient to maintain physi- 
cal vigor, and from these meager 
wages has been compelled to meet 
individually the cost of sickness, 
accidents, and unemployment, he is 
not likely to be possessed of any 
considerable amount when he reaches 
the age of 65, even though he be 
possessed of unusual qualities of 
thrift. The hazards of life prevent 
the majority from remaining inde- 
pendent in old age. Figures gathered 
by the Ohio Health and Old Age 
Insurance Commission indicate that 
among 500 old people in private insti- 
tutions for the aged, 40 per cent were 
there on account of previous sickness; 
19.6 per cent on account of mis- 
fortune; 12 per cent on account of 
intemperance; 11.8 per cent on ac- 
count of low wages; 10 per cent on 
account of improvidence, and 5.8 
per cent unknown. Similar figures 
for 1,600 inmates of county infirmaries 
indicated that 36 per cent were there 
on account of sickness; 11 per cent 
on account of improvidence; 29 per 
cent on account of intemperance; 11. 
per cent on account of low wages, and 
the rest unclassified. _ 

As indicative of the way in which 
people lose money, it was found that 
among 150 former property owners, 
70 had lost their property by business 
failure; 61 by poor investment; 17 
by bad loans; 2 by illness and 9 by im- 
providence. These figures are merely 
illustrative of the hazards which must 
be met before reaching old age. 

If we could assume that many 
people escape all of these hazards, 
and have at 65 years of age a small 
competence, we then come to the 
real hazard of old age. Most of the 
people at 65 are no longer employed. 


They must depend, therefore, upon 
their, savings of former years. A 
few may have small business or farm 
interests which they continue to 
guide; a few skilled and professional 
workers remain in employment be- 
yond this age; unskilled laborers 
and also many skilled laborers have 
practically no employment. Those 
who have a small competence as well 
as those who have not, are faced with 
the problem of providing for an un- 
certain length of years. 

Half of the people 65 years of age 
will live to be 75. Of those who reach 
75, half will live to be 81; and of 
those who reach 81, half will live to 
be 85. Ina group of 10,000 people at 
65 years of age, 5,000 will live to be 
75; 2,500 will live to be 81, and 1,250 
will live to be 85. It will be observed 
that a large number of aged people 
live more than twenty years beyond 
65. A goodly number live beyond 
90 and 95. The small savings at 65 
must be spread over a possible span 
of one to thirty years to take care of 
the aged person. If the savings are 
large enough so that the income will 
provide annually for expenses, he is 
secure for the rest of his life unless 
of course the rising costs of living 
reduce the value of his income. In 
such case, he does not dare use any 
part of his principal because the prin- 
cipal is his safe-guard against de- 
pendency if he happens to live for 
many years. If he uses his principal 
he may later become dependent. If 
he depends upon the income, even 1f 
it is sufficient for the time being, his 
life is one of uncertain, if not pre- 
carious, independence. The logical 
way for him to manage his affairs is 
to combine with his fellows through 
the medium of insurance to buy him- 
self an annuity for as long as he may 
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live. The individual cannot measure 
the hazards of old age for himself, 
but the group can measure the haz- 
ards for the whole because it can be 
figured exactly how much money is 
needed to pay a certain sum to the 
survivors in the group. 


INDIVIDUAL Turirt SUPPORTED BY 
INSURANCE 


We are faced then in the deter- 
mination of thrift with several other 
Important considerations: 

(1) The question of thrift is bound 
up with the question. of wages. 
There can be no real thrift without 
adequate wages. (2) The saving of 
money should not be encouraged to 
the detriment of physical and moral 
stamina. (3) The calamities of life 
for the great majority cannot be 
provided against with certainty by 
individual thrift. (4) The hazards 
of sickness, accidents, unemploy- 
ment, and dependent old age, while 
not measurable for individuals are 
measurable for groups. (5) Indi- 
viduals, by combining together 
through insurance are able to dis- 
tribute the extra burdens of life in 
such a way as to prevent individ- 


ual calamity and thus enable one to‘ 


provide by normal savings against 
abnormal contingencies. 

Individual thrift is building houses 
upon sand unless supported upon the 
foundation of insurance. Individual 
thrift will help in normal contin- 
gencies, but will be of slight assist- 
ance, except in rare instances, in 
those serious calamities which should 
receive most careful consideration. 
. The application of the insurance prin- 


S 


ciple in the safeguarding of thrift 
is the obvious solution of the problem. 
But this cannot be done by relying 
upon private initiative and enter- 
prise. All experience shows that the 
bulk of, the people are not forehanded 
enough to see the necessity for insur- 
ance. The great majority are fatalists 
in such matters as sickness, accident 
and dependent old age. Moreover 
private insurance increases the cost 
abnormally because of the expense of 
securing and maintaining business. 
From 50 per cent to 60 per cent of the 
premiums from casualty insurance go 
to the private owners for mapagement 
and profit, and even greater per cents 
of premiums in burial insurance go 
for the same purpose. Purchasers 
of old age annuities pay large toll to 
private insurance companies. It is 
entirely wrong to attempt to safe- 
guard thrift by compelling thrift to 
pay tribute to private profit. Ħ It is 
plain logic to suggest that thrift be 
safe-guarded by means of public, 
mutual, social insurance. It is the 
practical business-like way. Such 
insurance is collective public thrift. 
Business provides a depreciation fund 
for plant and machinery. Society 
should form a depreciation fund for 
human values. The fact that 
scarcely any of the hazards of old 
age and unemployment, and not two 
per cent of the hazards of sickness are 
provided against by insurance at 
present, indicate that existing insur- 
ance agencies are not solving the 
problem. The example of almost 
universal accident insurance for 
workmen in industries points to the 
proper solution of the problem. 


The Nation’s Call’ for Thrift 


By Frank L. McVey 
President of the University of Kentucky, Lexington, Kentucky 


is the older days of railroading a 

sign stodd guard at every crossing 
on which were the words, “Stop, Look, 
Listen.” Evidently this positive com- 
mand has been forgotten in railroad 
circles, and elsewhere for that matter, 
for the traveller is now informed that 
it is a railroad crossing which he is ap- 
proaching, the “Stop, Look, Listen”’ 
‘being taken for granted as part of 
the functioning of a reasoning human 
being. Pretty much the same attitude 
appears to be the rule in other depart- 
ments of activity. Everywhere are 
advertisements setting forth the at- 
tractiveness of goods and nicknacks as 
the desirable things to exchange for 
money. So the world goes on piling up 
consumption goods and the people buy 
without thought of the future. It is 
in reality high time to put up the sign 
“Stop, Look, Listen” over every door 
in the land. ` 

Perhaps such a statement needs 
explanation. It may even appear 
dogmatic—it probably is—but the 
purpose of an opening paragraph is 
acknowledged if attention has been 
attracted to the real import of the 
statement. In the face of the demand 
for higher wages, more rents, larger 
prices and all the rest of the phe- 
nomena now familiar to the student, 
every citizen is demanding more in 
order that he may meet the cost of 
every day living. This in itself is the 
natural way out of personal difficul- 
ties, but when multiplied by thousands 
of instances, the mass of people are 
no nearer the end of their troubles 
than before. In fact, new demands 
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leave the problem just as unsolvable 
as before. 


PRODUCTION THE Basis OF PROSPERITY 


It hardly seems necessary in the 
Year of Grace 1919, to set forth the 
simple principle that production of 
goods for human needs is the only way 
in which human wants, and as a con- 
sequence, higher wages and better 
living, can be met. Yet all the evi- 
dence points to the conclusion that the 
principle has been forgotten. More 
wages in money will help one person, 
why not the same for all? 

When Robinson Crusoe sat in his 
cave inventorying his possessions, he 
came upon a bag of gold in a great sea 
chest. Looking at the gold sovereigns 
so worth the while in civilized England, 
he gave utterance to the remark, so 
Defoe tells us, “Sorry, worthless stuff.” 
And it was to him. He couldn’t buy 
anything with it; he couldn’t use it in 
any way that he thought worth while; 
there were no human beings who were 
willing to exchange it for goods, be- 
cause other people would take it from 
him for their goods. So it laid in the 
chest forgotten for years. Our civil- 
ized societies are in the reverse condi- 
tions. Men have money, but the 
goods are not there in the quantity 
necessary for the needs of the world. 
Strikes are not likely to produce more 
goods, and extravagance in their con- 
sumption will not bring them into 
existence. Where then are we? 

The agencies of production are labor, 
capital, land and management. No 
prolonged endeavor can go on for any 
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great length of time without all of these 
agencies. Labor must have food, but 
food requires labor, land and capital 
for its production. Only in the last 
100 years has the world accumulated 
any great quantity of capital, and no 
inconsiderable amount of that has been 
wiped out by the Great War. The 
disasters of nature dog the steps of 
man, and place heavy burdens upon 
him. ‘The pests destroy his crops, and 
winds drive his fleets on rocky shores. 
e 

Against all of these, he struggles 
bravely and hopefully. The War, 
however, has swept some countries 
bare; bilions of capital have been 
destroyed, and millions of lives were 
given over to the god of war. The 
impress of all of this has not yet been 
made upon the world. We must come 
to thrift, economy and hard work to 
restore the world to the place where it 
was in the year 1914. 


THe CONSUMPTION OF WEALTH 
Growing Demand for Consumption Goods 


With some danger of repeating what 
has already been said, it is worth while 
to rub the Jesson in. We must grasp 
the idea that man is not free to go on 
indefinitely consuming; he soon en- 
counters powerful influences, which 
work against the increasing of product 
without increased labor, effort, more 
capital, and better organization. “The 
more food and clothing, fuel, and other 
material goods we require, the further 
we have to go for the material, and the 
harder it is to get; we must plow in- 
ferior lands yielding smaller crops, we 
must sink deeper shafts for our coal 
and iron. As our population grows 
ever larger, and this larger number 
wants more and more pieces of the 
earth to feed its machines and turn out 
the increased quantity of goods, the 
drain upon the natural resources is 


constantly increasing. The material 
world is limited; in time, nature will 
become exhausted, and long before this 
happens, the quantity of human labor 
required to raise the increased supply 
of raw material in the teeth of the Law 
of Diminishing Returns will far exceed 
the economies attending large-scale 
production.” 

The population of the United States 
is now more than 100,000,000. From 
the point of view of consumption and 
the supplying of wants, this means a 
great and growing demand for food- 
stuffs, higher land values, smaller ex- 
ports of food products, and larger im- 
ports of materials for manufacturing. 
Progressing at this rate the growth of 
population in the United States will 
necessitate the taking up of the waste 
places and the introduction of an era of 
intensive cultivation with, higher ef- 
ficiency in production. Conservation 
of natural resources also must reach the 
stage of an economic necessity, and 
interest in that subject will no longer 
be deemed a fad as is often the case 
at present. But against this necessity 
of labor is the constant retarding forces 
of nature, and the foolish tendencies of 
men to fritter away their patrimony. 


Consumption by Forces of Nature 


From time to time a vast amount of 
wealth is destroyed by storm, fire, and 
flood. A tornado on the Great Lakes 
and the east coast of the Atlantic not 
long ago drove hundreds of vessels 
ashore, drowned many men and de- 
stroyed valuable cargoes. In 1913 a 
storm on the Japanese coast, accom- 
panied by a voleanic eruption, killed 
thousands of people and destroyed the 
property of many more. The report ° 
of the engineering division of the War 
Department states that the annual loss 
from floods in the United States aver- 
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ages $50,000,000, and in the Ohio flood 
in 1913, the loss to railroads, cities, and 
private individuals amounted to hun- 
dreds of millions. 

Losses ‘by fire add to the appalling 
aggregate of wealth destruction. In the 
year 1916 the fire losses in the United 
States amounted to $168,905,100, 
_ and despite the efforts of the insurance 
companies and other agencies to limit 
the size and frequency of fires, the ab- 
solute amount of waste has declined 
but slightly. The newness of some 
parts of the country, the absence of 
regulations for building in many places 
and the*failure to provide first-class 
protection against fires, gives the 
United States a per capita fire loss 
which is from five to six times as large 
as that of any of the leading European 
countries. 

Irving Fisher, in estimating the cost 
of the annual charge against the coun- 
try for illness, places the figure at 
$1,000,000,000. Probably $660,000,- 
000 of this cost is attributable to tu- 
berculosis alone. Dr. L. O. Howard, 
Chief of the Federal Bureau of Ento- 
mology, says that malaria alone costs 
the country $100,000,000 annually, 
while Dr. George M. Kober of George- 
town University, thinks that $350,000,- 
000 is a conservative estimate of the 
annual loss from typhoid. Diseases 
of plants and animals cause losses of 
millions of dollars every year by de- 
stroying products or impairing their 
value. 


Consumption by Acts of Man 


It is essential that some comment 
be made upon the acts of men them- 
selves which affect the consumption 
of wealth, as distinguished from the 
acts of nature. The European war 
furnishes the most forceful instance in 
all history of the destruction of wealth 


through force. Among the direct costs 
of the war are to be enumerated loss of 
property, cost of the army, seizure of 
raw materials, and other direct losses 
to governments and cities. The in- 
direct costs include losses of agricul- 
tural and industrial production, of 
interest on investments, of earnings 
from shipping and banking and of 
profits of insurance and mercantile 
houses amounting to billions of dollars. 

An economic depression due to the 
destruction of capital and wealth in- 
variably follows war and causes a 
scarcity of food that brings about more 
deaths than the actual fighting. The 
fact is that even in civilized lands the 
resources of many are so scanty that 
an increase in the price of bread falls 
heavily upon the population. 

In direct contrast to the expendi- 
tures for war are the amounts which 
are spent by governments, individuals 
and private associations for social 
amelioration and betterment. These 
comprise two classes; compulsory and 
voluntary expenditures. 

The first class includes the outlay 
for expenses incurred by the different 
divisions of the government for serv- 
ices, such as the salaries of civil serv- 
ants, police, soldiers, and judges and 
those for the general conduct of govern- 
ment. Military and naval defense is 
included in this group. Postoffices, 
telegraph lines and railroads, when 
owned by the government, supposedly 
pay for themselves, since the. users 
return the cost of service. 

Voluntary expenditures include the 
outlay for countless social and philan-- 
thropic agencies, both public and pri- 
vate. At one of the meetings of the 
American Academy of Political and 
Social Science, according to the Ameri- 
can Year Book, for 1913 (p. 46), the 
art of giving was discussed as an exact 
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science. The reader of the paper de- 
clared that in 1912, perhaps the most 
notable year, gifts totaling nearly 
 $267,000,000 were reported by the 
press, and that for the twelve years 


preceding, the annual total of nota-. 


ble gifts had exceeded $100,000,000. 
This statement tells something of 
the extent to which consumption 
for social purposes may be carried 
voluntarily. 

The latest estimates pf the yearly 
consumption of liquors and tobacco 
in the United States reach the enor- 
mous figure of $2,830,000,000. Of this 
sum $1,200,000,000 is spent for tobacco 
and $1,630,000,000 for malt and spirit- 
uous liquors. The total gives anal- 
most incredible per capita figure of 
$28.00. In the fiscal year 1916, there 
were withdrawn for consumption in 
the United States 136,000,000 gallons 
of distilled liquors and a little more 
than two billion gallons of fermented 
liquors. Our consumption of coffee, 
tea and sugar has come to surpass that 
of any other nation, and they have 
been made a part of every family’s 
diet. By unthinking individual con- 
‘sumption the magnitude of the 
social burden is materially increased. 
When a goodly portion of the in- 
dividuals’ consumption is governed 
by habit, the charge becomes prac- 
tically fixed. 

The nation’s drink bill is often com- 
pared with the cost of government, 
but the nation’s tobacco expenditures, 
while not so large as the liquor cost, 
were four times the amount spent on 
‘the Army and Navy before the war, 
and then, too, through the carelessness 
of smokers, thousands of dollars worth 
of property is destroyed each year. 
The amount spent annually for tobacco 
is three times the cost of the Panama 
Canal. 


` 


FACTORS ÅFFECTING [INDIVIDUAL 
EXPENDITURE 


Social Custom—The standard of 
dress affects taste and cost. What is 
termed fashion has come to set stand- 
ards of living in food, clothes, and hous- 
ing. Conformity to these standards is 
looked upon as a test of social stand- 
ing, and thus the modern society is 
bound in many ways by the restric- 
tions and limitations it places upon 


Itself, which in turn affect individual 


expenditure. 

For several years the public prints 
have been filled with comments upon 
the rising cost of living. The®cartoon- 
ists have exercised their skill in depict- 
ing in humorous fashion, the ideas 
in vogue about living and its costs. 
The higher cost of living as compared 
with earlier days is due to a rising 
standard in the common life of the 
people, seen in better housing, more 
attractive clothing, higher qualities of 
food, and in the larger variety of 
amusements demanded by every class 
of the population. 

Pressure of Population on Food 
Supply—In addition to the rise in the 
standard of living, there is another and 
more immediate cause for the increase 
in the cost of living, which is to be 
found in the pressure of the population 
upon food supply. Agricultural prod- 
ucts have not grown in quantity com- 
mensurately with the needs of the 
population. The number of cattle has 
decreased not only in proportion to the 
population, but absolutely; in the past 
five years the increase in tilled acreage 
was 9 per cent and the increase in popu- 
lation 14.5.per cent. The United 
States, once a great wheat exporting 
country, now uses in normal times 
practically all of its grain for home 
consumption. ‘These facts point to a 
rising demand without a corresponding 
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growth in product. The result is, as a 
matter of course, higher prices. 

Change in Value of Money—Besides 
the influence of under-production upon 
supply, there is another, that of the 


money standard, which durin g the past — 


twenty years has been changing in 
value under the influence of increasing 
supplies of gold and securities. In like 
manner an enlarged credit, due to the 
material growth of the basis of credit, 
gold, has had its influence upon the 
purchasing power of the dollar, with 
the result that the dollar is not now 
able to command in return as 
great an amount of commodities as 
formerly. 


THE NEED ror INCREASE IN CAPITAL 


Read in the light of the present, this 
is an overwhelming category of con- 
sumption in a civilized society. It is 
bad enough in normal times. To it 
has been added individual prodigality, 
the refusal of labor to work as of old, 
and the very discouraging burden of 
war expenditures. In a recent speech 
before the House of Commons Lloyd 
George said: “The aggregate direct 
cost of the War was $200,000,000,000. 
If 40,000,000 able-bodied young men 
were to take holiday and be withdrawn 
from the task of production for four 
years, and if during that period £1000 
_ were placed at the disposal of each, you 
would have some sort of notion what a 


war on this gigantic scale means.” 
Dr. Rowe, formerly assistant Secretary 
of Treasury, said: “It is evident to 
every student of the world situation, 
that the sum total of productive goods, 
raw materials, tools, implements, ma- 
chinery, etc., 1s today insufficient to 
meet the pressing needs of mankind. ` 
The amount of available capital at any 
one time is limited, and at no period in 
the life of this generation has it been 
limited as at the present moment.” 
“The fate of Europe is balanced on a 
knife edge, ” wrote Mr. Frank Vanderlip 
recently. There is only one way out, 
and that is saving, and with the capital 
so created, produce, produce, produce. 

The world is poorer, much poorer 
than it was in 1880. The generation 


‘now coming on, faces a less pleasing 


prospect than the one that is passing. 
What is more disturbing is the lack of 
habits in the new generation for hard 
work, and thrift. Faced with the most 
serious problems, the hope of the world 
is to be found in a productive people, 
who know how to produce, who ap- 
preciate the great power of thrift, and 
who are willing to forego the pleasure 
of the present because they know that 
capital is the result of saving, and that 
labor without capital is a blind man 
groping in the dark. The times call 
for all of us to “Stop, Look, Listen,” 
and having done that, to work and 
save. l 


Wealth, Income and Savings 


By Davin FRripAy 
University of Michigan, Ann Arbor, Michigan 


Tur MEASURE or NATIONAL THRIFT 


HE thrift of a nation is measured 

by the excess of its production 

over its consumption. This excess 
constitutes the nation’s savings. In 
arriving at any statistigal measure- 
ment of the ability of the nation to 
save, thestarting point must, therefore, 
be the nation’s product. This is com- 
monly called the national income. It 
consists of all commodities and services 
brought forth within the country 
during the period chosen as the statis- 
tical time unit. The excess of this 
product over the customary minimum 
of living measures the ability to save. 
What we need, then, in arriving at a 
statistical estimate of the saving 
power of a nation is first of all as exact 
a notion as possible concerning the 
size of the national income; and second 


income out of which new capital can be 
accumulated. 


NATIONAL INcoME 


The best evidence as to the amount 
of the national income which can be 
saved without impinging upon our 
standard of living is to be found by 
comparing the amount saved in the 
past with the national income of the 
past, and thus arriving at the normal 
consumption of the people. If there 
were an actual inventory of all the — 
goods and services produced ‘within 
the year and we had definite facts 
showing the disposition of these prod- 
ucts through consumption or addi- 
tion to our industrial equipment, then 
it would be possible to state the excess 
of production over consumption and 


-the use of the amount saved. Or if 


a comparison of our present national . 


Income with that of the past. 


NATIONAL WEALTH 


Unfortunately, at least from our 
point of view, much greater attention 
has been given to statistics of wealth 
than to those of income. The figures 
of national wealth are by no means as 
important for the purpose in hand as 
are the figures of national income. 
They are of some importance, however, 
as bearing upon the nation’s productive 
capacity. -The’ wealth of the nation 
consists largely’ of its technological 
equipment—of the things, that is, 
which assist the people in bringing 
forth the national income. Other 
things being equal, the larger this 
equipment the greater will be the 
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we had an inventory of all goods in 
existence within the nation at the end 
of each year which we could compare 
with a similar inventory, at the begin-: 
ning of the same period, we could 
calculate the excess of production over 
consumption from the increase in 
physical wealth. 

To the increase as shown by such 
inventories it would be necessary to 
add the amount of goods loaned to 
foreign nations and those used in pay- 
ing off our foreign indebtedness. We 
should then have to deduct thé goods 
in the' inventory which represented 
loans to us by foreign nations or repay- 
ments byl. them of debts which they 
had formerly owed in this country. 
Such statistics manifestly could not be 
obtained except by taking a census on 


WEALTH, INCOME AND SAVINGS 


practically the same scale as the 
‘national decennial census. Since 
there are no statistics compiled for 
this express purpose, it is necessary 
to utilize data which have been gath- 
ered for other purposes by various 
public and private agencies, ‘and: to 
interpret them in such manner as to 
throw light upon the problem here 
under investigation. 

' We have an index of the savings of 
the past in the statistics of wealth at 
various times. The best evidence of 
thrift- is to be found in the capital 
actually accumulated. By comparing 
produced wealth in existence within 
a county at various dates we can 
arrive with a fair degree of accuracy at 
the’savings of the people during the 
period -which intervenes between the 
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two summations of wealth. If we can 
‘arrive at the growth of wealth which 
was effected through savings in the 
pre-war period and at the national 
income then and now we will be in 
position to judge of the possible accu- 
mulation of capital at the present 
time. 


INCREASE IN VALUE or NATIONAL 
WEALTH 


The fountain head of practically all 
information en the subject of our 
national wealth is the Census Bureau 
at Washington. In its volume 
entitled “Wealth, Debt, and Taxa- 
tion” (1913). it shows the comparative 
wealth for 1912, 1904, and 1900. 
Table I is compiled from the data 
which that volume contains. 


Tas I 
Estimates of Capital Wealth in the United States, 1912, 1904 and 1900 


1912 


Item 
Real estate. ...........-. $110,676,3338,071 
Live stock, farm imple- 
MONS 665 enue a eso 7,606,613,533 
Manufacturing tools, ma- 
chinery, etc.,.......... 6,091,451,274 
Gold and silver coin and , 
buon crocs eee cations 2,616,642,732 
Railroads. and their equip- 
MON ees dag. cues aces 16,148,532,502 
_ Street railways and other f 
public utilities., . z.....! 10,265,207,821 
All other, not including per- 
sonal clothing, furniture, 
E E AE A EE E OE EA 21,576,065,840 
DOWD errena naea $174,980,846,273 
$64,804,513,202 


Total other than real estate 


From tbis table it appears that the 
wealth of this country, other than real 
estate and personal belongings used 
for current consumption,. increased 
by '$28,009,000,000 during the period 
- 1904 to 1912, or an average of $3,- 
4 


$36,512,719,783| $29,108,878,551 


Increase 


1904 1904-1912 


1900 


$062,341,472,627] $52,587,628,980| $48,834,860,444 


4,918,781,599 4,056,249, 246 2,687 ,831,934 
8,297,754,180 2,541,046,639 2,793,697,094 
1,998,603,303 1,677,379,825 618,039,429 
11,244,752,000 9,035,732,000 4,903,780,502 
4,840,546,909 3,495,228,299 §,424,660,412 
10,212,281,792 8,293,242,540! 11,363,784,048 
$98,854,192,410) $81,636,507,481| $76,126,653,863 


$27,791,792,419 


500,000,000 per annum. Real estate 
increased $48,000,000,000, or about 
$6,000,000,000 per annum. ‘The total 
increase was, therefore, at the average 
rate of $9,500,000,000 per annum. 
Bút by no means all of this was the 


™ 
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result of capital accumulation. Mauch 
of this increase in the value of our 
national wealth was the result of 
price changes of things in existence at 
both dates. 


Factors rs Affecting Increase in Total 
Value 


Increase in Land Values.—Real 
estate consists of land and improve- 
ments. Only the improvements, such 
as new buildings, draining, clearing, 
fence and road building, ànd the plant- 
ing and cultivation of orchards, are 
the result of production and savings. 
It is necessary, therefore, to eliminate 
from the $6,000,000,000 per annum 
Increase in real estate, that portion 
which represents merely increase in 


value of land as distinguished from 


improvements. 

Change in Price Level —In the valua- 
tion of, the improvements, also, the 
change in the price level manifests 
itself in a higher valuation in the latter 
years. 
this element. The same is true of 
many of the items other than real 
estate, especially those which were 
Valued by a process of applying prices 
to inventories rather than by taking 
ther cost of construction. 


Causes for Increase in Land Value 


Improvements.—The whole increase 
in the value of land, considered as an 
economic category, must be eliminated. 
Unfortunately we have no index num- 
ber of land values in the United States. 
The most practicable method of, pro- 
cedure is, therefore, to estimate as best 
we can the percentage of the total 
value of real estate which consists of 
land as distinguished from improve- 
‘ ments at each date. An examination 
of thereal estate assessments of twenty- 
four states which separate improve- 


A correction must be made for. 


ments from land values shows that 
approximately 40 per cent of the total 
real estate values are to be credited 
to improvements. The communities 
which make up this group are of a 
widely diverse nature, including as 
they do Arizona and Idaho on the one 
hand and Greater New York on the 
other. They may, therefore, safely be 
taken as representative of the general 
situation in the United States. The 
dates of the valuations are.all much 
nearer to the year 1912 than to 1904, 
however; in fact, the mean date of all 
the assessments would be 1912. It is 
quite possible that the ratio in 1904 
may have been somewhat Gifferent. 
But it seems unlikely that this differ- 
ence was very great. . 

Growth of Population—The general 
profitableness of the farming industry 
and the growth of population in our 
industrial centers have no doubt led 
to a very rapid rate of increase in the 
value of real estate during this period. 
But it is equally true that there has 
never been in all our naticnal history 
such a rapid investment in buildings of 
all kinds as during the decade 1904- 
1914. Indeed the absorption of capi- 
tal by building operations was one of 
the chief sources of the inzreased de- 
mand for capital and the rise in interest 
rates which has characterized this 
period. 


Increase in Capital Accumulations 


We cannot be seriously in error, then, 
if we take the value of improvements 
in 1904 at 40 per cent of total real 
estate values. This gives an average 
annual increase in the value of real 


‘ estate improvements of $2,400,000,000 


during the period 1904-1912. This 
added to the $3,500,000,000 increase 
per annim in other wealth gives 
$5,900,000,000 as the total increase in 
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wealth other than personal clothing, 


furniture, etc., during this period. A 


portion of this increase, however, is 
due to a rise in the price level and not 
to additional production and. savings. 
. Some of the items like street railways 
and other public utilities, which are 
included on the basis of their cost, and 
like gold and silver bullion, call for no 
adjustment. 

According to the Bureau of Labor 
wholesale price index number, the 
price level rose 17 per cent for all com- 
modities between 1904 and 1912. The 
prices of metals and lumber rose 18 per 
cent. ‘Raking all the items of capital 
wealth together, a 10 per cent allowance. 
. for increases in values must probably 
be made in the 1912 valuation. If the 
latter be adjusted for this price change, 
we find that the average addition to 
the wealth of the nation through 
capital accumulation and investment 
was Approximately $5,000,000,000 per 
annum, exclusive of clothing, furniture, 
etc. But the accumulation of capital 
in the latter part of this period and in 
-the years just before the outbreak of 
the European war was. undoubtedly 
more rapid; and reached a figure some- 
what over $6,000,000,000. 

This amount is less than the figure 
of $7,500,000,000 arrived at by George 
E. Roberts of the National City Bank 
of New York? Mr. Roberts uses 
practically the same method as the one 
employed here. He, however, makes 
no deduction for the increase in the 
price level from 1904 to 1912. It is 
also slightly lower than Sir George 


Paish’s estimate published in the Lon- . 


don Statist, May 24, 1913. He places 
the annual growth of wealth in the 
United States at $1,400,000,000. 


“1 Annals of the American Academy, Novem- 


ber, 1916, p. 287. ; 


. physical terms. 


Amount of National Income 


` What was the size of the national 
income out of which this capital was 
accumulated? The best estimate of 
income during the pre-war period is 
that of Professor W. I. King in his 
book entitled The Wealth and Income 
of the People of the United States. He 
places the total income in .1910 at 
$30,500;000,000. ‘This figure may be 
brought forward to 1918 by taking the 
growth in railvay gross revenues as the 
best available index of the increase in 
national product. These revenues in 
1913 were 114 per cent of those of 1910. 
A. proportionate increase would make 
the total income in 1914 $34,700,000,- 
000. If the national savings be taken 
at $6,500,000,000 they constitute ap- 


‘proximately 19 per cent of the national 


income. The consumption of the 
people for the year 1913, was, on the 
basis of these figures, slightly in 
excess of $28,000,000,000. 

After we had recovered from the -> 
depression into which industry and 
finance were thrown by the outbreak 
of the European war, our national 
income grewrapidly. During the lattet 
part of 1915 and throughout 1916 and 
1917 there was a steady increase in 
the output of goods as measured in 
This acceleration of 
productive activity probably reached 
its height sometime in the autumn of 
1917. Thereafter the rigor of the 
winter of 1917 and 1918, with its coal 
shortage and the withdrawal of men 
from industry through the selective 
draft prevented a further increase in 
productive output. The extent of this 
increase in production has been va- 
riously estimated, but an increase of. 
20 per cent expresses the fact within 
narrow limits of error. ° 


“ik g « 


s 


Increase in Money Value of National 
Income > 


This increase of output-coupled with 
the increasing prices in which that 
output was measured increased the 
money value of our national income at 
an amazing rate. Thus the total per- 
sonal and corporate income reported 
to the Commissioner of Internal Reve- 
nue in 1913 amounted to $8,614,000,- 


000,000. In 1916 it amounted to 
$15,066,000,000, and ‘in 1917 to 
*$24,382,000,000: It is true that in 


1917 over 3,000,000 persons reported 
who had made-no reports of personal 
income in the previous years, but even 
after these are eliminated the corpo- 
rate and personal incomes remaining 
amount to $17,700,000,000. 

The following table (Table IT), show- 


ing the number of income tax returns - 


by persons with incomes of $3,000 and 
over, shows the effect upon personal 
incomes: P 


t 
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Number of Personal Income Tax’ Returns for the 
United States, 1914 and 1917 





Income class 1914 1917 








3,000 to $149,279; $560,763 


§,000........ 

5,000 to 10,000........ 127,448! 270,666 
10,000 to 25,000........ 58,603, 112,562 
25,000°to 50,000........ 14,676 30,391 
50,000 to 100,000........ 5,161 12,439 

160,000 to 150,000........ 1,189 3,302 
150,000 to 300,000........ 769 2,347 
300,000 to 500,000........ 216 559 
500,000 and over......... 174: 456 

Totals o:3405ees0% bans : 857,515) 993,425 


NATIONAL Incomn ror 1917 
J 
The value of farm products increased 


~ from $9,849,512,511 in1913 to $19,443,- 


849,381 in 1917. These figures fur- 
nish striking evidence of what hap- 
pened to national income during this 
period. In another place? I have esti- 
mated that the national income for 
1917 totaled $65,515,000,000, divided 
as follows: 


Taste Ili 


Total National Produci for 1917, by Industries 


Extractive, manufacturing, ahd public utilities: 


Farmers and farm laborers, including the members of their 


aeS Soa sia Uae see nee cw nea 
Manufacturers and manufacturing laborers. . 
Mine operators and miners............... 
Steam railroads and their employes... . - gare 
Public utilities and their employes......... 


SUD LOCAL ya bons hack EEA keate acne bows 


Mercantile and professional activities: 


Wholesale merchandisers....../:.......... 
Retail dealers. ............ 000 -ce eee eee 4 


_ Total national income............ 


Since that estimate was made the 
‘Commissioner of Internal Revenue has 
published his Statistics of Income for 
1917. The analysis of income from 
business (personal returns) on page 16 
of that volume and of corporate returns 


a 
s. es ewe ew eae neve 


s.n asn» aasroer n 


een ev ewe a eevee 


Cr ee ee 


ee ee 


Cr ee ee 


$14,500,000,000 
25,800,000,000 
3,675,000,000 
3,040,000,000 
2,750,000,000 


$49,765,000,000 


$2,250,000,000 
2,000,000,000 
2,500,000,000 
9,000,000,000 
$15,750,000,000 


$65,515,000,000 


on page 19 convinces me that the esti- 


mate presented above is somewhat 
excessive for manufactures and manu- 
H 


2 The Taxable Income of the United States, 


* Journal of Political Economy, December, 1918, 


p. 954. : 


é ; =) é 
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facturing laborers and for mine oper- 
ators and miners; but that’ it is very 
much understated for wholesale and 
retail dealers. The total of $65,515,- 
000,000 is pretty well supported, how- 
ever, by the Statistics of Income. The 
personal services rendered by people 
other than those engaged in extractive, 
‘manufacturing, transportation, public 
‘utility and trading industries still re- 
main the doubtful element in the esti- 
mate. But this is also the element in 
the national income which is of least 
importance in capital formation. Cap- 
ital consists of produced goods and 
not of services rendered. 

This estimate, while made entirely 
independently of Professor King’s com- 
putation of national income, neverthe- 
less confirms it. This is shown in the 
estimate of B. M. Anderson, Jr., of the 
National Bank of Commerce of New 
York City, who places the national 
income for 1917 at $68;000,000,000 in 
an article in the New York Times 
Annalist, January, 1918. Dr. Ander- 
son arrives at this figure by taking as 
a point of departure King’s estimate 
for 1910 and increasing it by a factor 
which expresses the increase in the 
quantity of physical product multiplied 
by the rise in the general price level as 
shown by Dun’s index number. 


INCREASE In NATIONAL SAVINGS 
During 1917 


This increase in national income 
presented the possibility of largely 
increased savings. Thus if the na- 
tional income increased 20 per cent 
through - higher productive activity, 
it amounted to $41,400,000,000 in 
1917 even when measured in terms of 
the price level of 1913. If the 28,000,- 
000,000 units of consumption of 1913 
mereased by 10 per cent, then the 
nation’s consumption, as measured in 
1913 prices, would have been 30,800,- 


000,000 units. The excess of pro- 
duction over consumption in 1917 as 
measured in the 1913 price level would 
then have been “10, 600, 000,000 units, 
an increase of over 60 per cent in capi- 
tal accumulation measured in physical 
terms. Measured in terms of money, 
the increase would of course have been 
much greater. 

The level of wholesale prices, as 
shown by.the Bureau of Labor Statis- 
tics index, by® Bradstreet’s index, and 
by the unusually comprehensive index 
number of the Price Section of the War 
Industries Board, was 175 in 1917, as 
against 100 in the period immediately 
preceding the war. If our 10,600,- 
000,000 units of savings be translated 
into 1917 dollars, our annual savings in 
that year stood at $18,550,000,000. 
The increase in production made it 
possible to raise the percentage of 
savings from 19 per cent in 1913 to 28 
per cent in 1917 in the face of an abso- 
lute increase in consumption. The 
volume of savings was maintained dur- 
ing 1918 and was probably somewhat 
increased through the constant pres- 
sure brought upon all classes to de- 
crease consumption in the interest of 
war finance. 

These figures show that, given an 
increase of 20 per cent in productive 
output, it was possible to Increase sav- 
ings enormously without any increase 
in felt abstinence. The figures of 
savings here presented for 1917 are so 
stupendous and the assumptions of 
fact employed in reaching them are so 
broad that they must be testéd by 
more direct and dependable evidence 
before any reliance can be placed in 
them. i 


Tora, Votoms or Savines 


All wealth produced and not con- 
sumed is disposed of in one of three 
ways. It has been paid to the govern- 
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ment in taxes, it has been reinvested in 
additional plant, working capital, or 
some form of physical property by the 
individual or business organization 
which saved it, or it has been brought 
to some investment market. In the 
latter case evidences of proprietorship 
or indebtedness in the form of secu- 
‘rities of corporations or bonds of state 
and municipal governments or of the 
federal government are issued in re- 
turn. An estimate of #he growth in 
government taxes, reinvested surplus 
and new securities issued will give a 
reasonably accurate picture of the 
total volume of savings. 


The Investment Market 


‘Table IV sets forth the statistics 
which are available for the years 1913- 
1918 concerning securities marketed, 
together with gold and securities re- 
purchased from abroad. ‘The figures 
here given for industrial and railroad 
securities are those listed by the Jour- 
nal of Commerce; there are no pub- 
lished figures for other securities. 
These are considerable in volume, as is 
shown by a comparison of the figures 
given by the Journal of Commerce with 
the actual increase in capital stock 


and bonded and other indebtedness 
available in the reports of the Com- 
missioner of Internal Revenue for the 
years 1909-1913. 

During this period the Journal of 
Commerce reports the new securities 
issued as $7,157,084,000, while the 
actual increase for all corporations 
reporting to the Bureau of Internal 
Revenue was $17,501,954,000. Even 
allowing for the refundings in the 
Journal. of Commerce figures and for 
discounts in the Internal Revenue 
figures, it is reasonable to put the vol- 
ume of other corporate securities 
issued at a minimum of $1,000,000,000 
per annum for ordinary years. In 
1916 the volume of corporate financing 
was far in excess of the ordinary year, 
and no doubt ran as high as $1,500,- 
000,000 in excess of the Journal of 
Commerce figures. In 1918 the needs 
of war finance absorbed nearly all the 
available funds, and the issue of secu- 
rities was materially reduced. When 
we add these estimates of additional 
securities issued, to the subtotal, which 
includes ‘only the published figures, 
we arrive at a grand total of $3,053,- 
000,000 for 1913; $7,563,000,000 for 
1916; and $14,510,000,000 for 1918. 


TABLE IV 


Capital Increase Shown by Investments During 1918 and 1915-1918 
(in Millions of Dollars) 


Item 


Industrial and railroad securities*............... 


Government securities 


POLIO ia caarcson E E EE aks 
United States............. Peace eid A ote 
State and municipal bondsTt.................... 
Gold and securities repurchased from abroad..... 


BUDGE cua tea hou eae en wet nE 
Other securities, less deductions for reftmding and 
for discount........... sie edie Say atte ary thca ate a 


* Reported in the Journal of Commerce. 
f Reported in the Bond Buyer. 

















1913 1915 1916 1917 1918 

$1,645| $1,435} $2,186] $1,529] $1,845 

O|) 1,275] 1,881 805| 640 

0 0 Ol 5,838! 11,760 

408 493 496 445 265 

0| 1,800! 2,000 700 0 

$2,053] $4,503) $6,063] $9,312] .$14,010 

1,000} , 1,000; 1,500} 1,000 500 
83,053| $5,503 | 


$7,563] $10,312) $14,510 
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This table shows that a very sub- 
stantial amount of savings came to the 
investment market in. 1913; that this 
amount had trebled by 1917; and had 
more than quadrupled in 1918. But 


it does not express the total volume of 


capital accumulation in the United 
States in the respective years. In a 
normal pre-war year less than two- 
thirds of our capital accumulation 
came to the market. 


Industrial and Agricultural Profits 


Two of the principal sources of 
capital accumulation in America which 
do not appear on the Investment mar- 
ket are industrial and agricultural 
profits. One of the reasons why the 
rate of mterest fluctuates so little under 
the stimulus of the demand for capital 
in times of prosperity and high profits 
is that in such times the supply of capi- 
tal accumulated out of these profits is 
unusually large. To a considerable 
degree the industries supply their 
needs for capital out of their “own 
profits. The failure to realize this 
fact has led to an underestimation of 
the volume of capital accumulation in 
this country, and is in no small meas- 
ure responsible for the derogation in 
which we have held ourselves in this 
matter of thrift. In addition to this 
lack of attention given to certain 
sources of accumulation, there has 
been a rather common failure to dis- 
tinguish between accumulation and 
investment. 


Capital Accumulations in Industry 


Ih a country like France, for example, 
which is less industrialized’ than the 
United States, where the corporate 
form of organization is less common 
and where there are fewer opportu- 
nities withm the country calling for 


capital, a much larger part of the 
annual accumulation of capital comes 
to the investment market. Savings 
there are largely in the form of invest- 
ment in securities, often of foreign 
securities. Savings of this character . 
become evident and are easily meas- 
ured in statistical terms. In France 
we have nothing which corresponds to 
the great mass ‘of corporate savings 
which are accumulated in the United 
States. These do not usually come to 
the investment market, and, therefore, , 
attract little attention, but they are 
none the less real, and must be taken . 
into consideration in any comparison 
between the United States and other 
eountries. The railroads and indus- 
trial concerns in the United States 
have grown very rapidly, and m recent 
years they have added largely to the 
capital accumulations of the country 
through their additions to surplus. 
Practically all of this surplus was 
reinvested in extensions to plant and 
working capital made necessary by the 
large expansion of industry during 
these years. Table V shows this 
increase in surplus during the years 
1911-1918 for all corporations in the 
United States. 


TABLE V 
Corporate Income, Dividends, and Surplus, 
1913-1918 i 
(in Millions of Dollars) 
l act Surplus 
Net Divi- 
Year , before 
mcome dends later 
1911........ $3,213 $2,225 $988 
1912..,..... 3,832 2,498 1,834 
1913........ 4,340 2,871 1,469 
1914........ 3,711 2,667 | 1,044 
Eee Er 5% 5,184 9,766 2,418 
1916... 02... 8,766 3,784 4,982 
1917.....,... 19,730 4,651 6,079 
1918........ 9,500* 4,100 5,400 
* Estimated, 
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” 


The method of ‘arriving at these 


figures I have set forth ‘in an earlier 


paper.* It is not necessary to repeat 
the details here. One sample will 
suffice to show the striking nature of 
thé statistics. An examination of the ` 
published reports of mining, manufac- 
turing and mercantile corporations 
shows that their net earnings, after 
interest and taxes, amiounted to $900,- 
000,000 in 1915, of which they retained 
$49'7,000,000, or 55 per cent as surplus. 
Their earnings in 1916 ‘had increased 
to $1,883,000,000 of which they re- 


- tained $1,219,000,000, or 65 per cent, 


assurplus. In 1917 these 363 corpora- 
tions earned $2,316,000,000, and their 
surplus for the year, before deduct- 
ing Income and excess profits taxes 
amounted to $1,585,000,000. The 
reports of only 224 of these corpora- 
tions are available for the period since 
1911. : 

Figures showing their earnings 
and surplus, which are set forth in 
Table VI, show that in the -earlier 
years, 1911 to 1914, they retained 
only 33 per cent of a much smaller 
Income. 


3 War and Supply of Capital, Proceedings 
American Economic Association, 1918, p. 85. 
j 
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Statistics of Income, Dividends, and Surplus for 
224 Corporations -> 





(in Millions of Dollars) 

7 5 Per cent 

et ivi- surplus 

Year - | incorre | dends | S¥"Plus to net 
income 
1911...,.. $431 $287 | $144 $33.3 
1919 844% 487 299 188 89.1 
1913..... 507 $28 179 35.3 
1914...... 881 995 86 22.2 
1915...... 664, 327 337 50.9 
1916...... 1,364 526 838 61.4 
1917.2... 1,750 600 | 1,150 65.7 


Corporate Savings and Taxes 


It must be evident, therefore, that 
no accurate comparison can be made 
of the volume of savings in the differ- 
ent years without including corporate 
surplus. In 1917 and 1918, a large 
part of corporate savings was paid as 
taxes to the government; the same is. 
true of a portion of individual savings. 
It is, therefore, necessary to add war 
taxes paid or reserved in order to make _ 
a complete summary of the savings of 
these latter years. Table VII sets forth 
a more complete statement of savings 
for the various years than was given 
in the table of investments given above. 











$12,545 


, i l » Taste VOI : 
, Capital Increase Shown by Investments, Surplus and War Tas Reserves During 1913 and 1915-1918 
(in Millions of Dollars) l 
Item | 1918 | 1915 | 1916 | 1917 | 1918. 
Industrial and railroad securities. ............. 3 $1,645 | $1,435 | $2,186 | $1,529 | $1,345 
Other securities, less deductions for refunding and 
FOF discount Sah. NORE EUA DEEE 000 1,000 1,500 1,000 500 . 
Government securities ' 
Foreign...... dud endo heiteniResea eee eae E 1,275 1,381 805 640 
United States. ........nnasonssssssreenreo aes pares Beds 53833 | 11,760 
State and municipal bonds................-. slg 408 498 496° 445 265 
Corporate surplus after taxes........-.......4.-. 1,469 2,418 4,982 | 4,500 2,000 
Gold and securities repurchased from abroad..... oe 1,300 | 2,000 700 we 
War taxes paid or reseftved............000-000- whe ohn NON 3,000 | 5,000 
E Koi A? cient E A E $4,522 | $7,921 


$17,812 | $21,510 
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The figures in this table are a pretty 
accurate index of the capital accumu~ 
lation from these sources during 1915 
and 1916, But for 1917 and 1918 they 
overstate the matter for two reasons. 
After the United States entered the 
war, considerable portions of corporate 
surplus were invested in government 
securities. Since this table includes 
both of these items, there is some 
double counting. Then, too, we must 
take account of the fact that corporate 
savings are here expressed in terms of 
money, and in times of rising prices 
and increased inventories the surplus 
does not represent a commensurate 
excess of physical production over 
consumption. a 

Furthermore, there was a very 
corisiderable purchasing of securities 
with bank loans. These must be de- 
ducted from the evidences of capital 
investment above in arriving at the 
savings of the people. The total of 


such loans on December 31, 1918, to- ` 


gether with the investments of the 
banks themselves in war obligations 
and war paper, amounted to $4,300,- 
000,000 for the members of the Federal 
Reserve System. These items for all 
banks in the United States were, there- 
fore, not far from $6,000,000,000. 
The three items may amount to as 
much as eight billion dollars in 1917 
and 1918. If we deduct four billion 
dollars from the figures for each of 
these years, the remaining totals will 
be as follows: 


Taste VILE 
iLa P Sa EE $4,522,000,000 
1) Er E E E ETT 7,921,000,000 
TONG EE E E EE 12,545,000,000 
1 Ly AE R a a ge 13,812,000,000 
TOG cic E ce E 17,510,000,000 


_ This table includes nothing for the 
‘reinvested savings of enterprises not 
under the corporate form of organiza- 


tion. Most mining and manufactur- 
ing is carried on' by corporations, but 
the great mass of mercantile and 
professional activity is still under the 
private or ecopartnership form of 
organization. The savings of these 
establishments are large’ and no 
doubt increase in somewhat the same 
ratio as do those of corporations. 


Savings of Farmers 


The other smportant omission from 
the table is the savings of farmers. 
These no doubt increased enormously 
in 1917 and 1918. In the former year 
only a small part of these were brought 
to the investment market by the farm-. 
ers themselves.. Agricultural savings 
were invested, as they normally are, 
in the extension and improvement of 
farm machinery and farm buildings 
and in the increase of live stock; or 
in the payment of indebtness such as 
mortgages, bank loans and notes to 
manufacturers of farm ‘machinery. 
The farmer’s capital accumulation- 


depends more largely upon his product 
‘than upon any other single factor. 


The expenditures of his family are 
rather constant, and increases in the 
value of his product constitute in 
large part, a savings fund. The 
increased value of farm products in the 
United States during the war made it 
easy for the farmers to save without 
any additional abstinence. The 
Department of Agriculture gives the 
following figures for value of farm 
products, 1911-1918, based on prices 
at the farm. (See Table IX.) 

| Previous to the war farm savings as 
evidenced by the increase in agricul- 
tural wealth were at the rate of $1,200,- 
000,000 per annum. The best esti- 
mate I have been able to make is that 
these savings rose to over $4,000,000,- 
000 in 1917, while in 1918 they 
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Taste IX 
Value of Farm Products, 1911-1 918. 
(in Millions of Dollars) 
TOL PE E E EET $8,819 
DOS AEE A E ANE EE 9,343 
Dig are a ee ae er re eee 9,849 
OIA Ghee Cue te ba ewe arn eens eee 9,895 
ROE PEENE EEE Mee eee Eee 10,775. 
nia Ei EPEA AE EL EEO EEE eee 13,406 
POE ESA O E EIA NE 25 eee ewes 19,331 
EE a Ee EE E E bud inne eose 21,386 


exceeded $5,000,000,000. During this 
period farmers were paying off their 
mortgages and other indebtedness at a 
rapid rate. A large volume of these 
real estate mortgages had been held by 
life insurance companies which brought 
. the funds to the general investment 
market when the farmer extinguished 
his indebtedness. A portion of the 
farmer’s savings, therefore, came to the 
general investment market in 1915, 
1916 and 1917, This movement of 
‘funds was in part responsible for the 
abundant volume of capital available 
in the investment centers for the 
repurchase of American securities from 
abroad and for the absorption of 
government issues. Insofar as the 
farmers’ savings found their way to 
the investment market they have 
already been included in our estimate 
of savings. But the greater portion 
of these savings of 1915 to 1917 went 
into farm improvements, and must 
therefore be added to the figures of 
savings already given. 


CAPITAL ACCUMULATYONS 1913 
ro 1918 


When agricultural savings reinvested 
in farms are taken into consideration, 
and when due allowance is made for 
the reinvested earnings of individuals 
and partnerships, the capital accumu- 
lation for the years 1913 to 1918 may 
be conservatively put as follows: 


TABLE X 

DEE e PE E E E $6,500,000,000 .- 
MOT a A EI E E Bie’ 9,000,000,000 
1916, roriocane aned eaea 14,500,000,000 
TIIT eae ee ee era eee er ee 18,000,000,000 

| Eta > eee a oe te 22,000,000,000 


The savings of 1918 were made out 
of a national income which in physical 


. terms was barely maintained at the 


1917 level. The price level was, how- 
ever, higher. The Bureau of Labor 
Statistics index shows the relative 
prices of 1918 as 197 per cent as 
against 175 for 1917; this was an 
advance of 12.6 per cent. The general 
publicity campaign which had for its 
object the reduction of consumption 
as a war measure resulted in increasing 
savings expressed in monev terms over 
20 per cent. In 1918 approximately 
30 per cent of our national income 
appears to have been saved. 


FACTORS IN CAPITAL ACCUMULA- 
TION i 


Several important generalizations 
concerning the factors which determine 
capital accumulation can be drawn 
from our experience during. the last 
five years. The volume of capital 
accumulation is affected first and 
foremost by the volume of productive 
output. Every increase in production 
leads quite directly to an increase 
in capital accumulation. ‘Conversely 
every fall in productive output will 
reduce it. Second, other things being 
equal, capital accumulation is likely to 
be largest when the share which goes 
to profits is large. The organization 
of our industry under the corporate . 
form and the principles of financial © 
management which dominate the cor- 
porate institution inevitably work to- 
thatend. Third, it is possible to stim- 
ulate thrift by popular education. 
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VOLUME or SAVINGS FOR 1919 


In 1919 the volume of capital 
accumulation will be decidedly less 
than in previous years, even when 
reckoned in terms of money. This is 
true despite a further increase in prices. 
The level of wholesale prices for the 
. year 1919 will average at least 210. 
But production has fallen off by more 
than 10 per cent, and with the con- 
tinuation of the coal shortage may be 
as much as 15 per cent below that of 
1917. This decrease in output would 
naturally lead to a serious curtailment 
of savings as compared with the high 
point reached during the war. With 
-the higher standards of consumption 
to which the great mass of our people 
have become habituated, and with the 
smaller profits and larger dividends 
of our corporations, the volume of 
savings measured in physical quanti- 
ties will fall to the pre-war level. 


- 


` 


The farmers of the country are 
enjoying unprecendented prosperity, 
and sre probably contributing as much 
to ‘our supply of capital as they did 
during the war. But we cannot hope 
to maintain the rate of capital accumu- 
lation of the last four years in the face 
of falling production. ‘The one practi- 
cal method of increasing it is by the 


encouragement of thrift. The ideal 


method of increasing it would be 
through the maintenance of that high 
level of prodifctive output of which we 
found ourselves capable during the 
war. But with capital and labor in 
their present moods and with a woeful 
lack of statistical and other informa- 
tion necessary for the proper coördina- 
tion of production and demand, the 
admonition to increase production is a 
counsel of perfection. ‘The encourage- 
ment of thrift remains, then, the one 
practical method for increasing the 
supply of capital at this time. 


Thrift and Labor 
By Arvin H. Hansen, Px.D. 


Associate Professor of Economics, University. of Minnesota 


To central problem. of the present 
discussion may be stated as 
follows: Is a nation with a high 
standard of living, or in other words a 
nation that spends freely, more or less 
prosperous than a nation which re- 
stricts consumption, livés simply and 
saves thriftily? . 


Banxine THrory vs. Business 
THEORY > 


This question at once raises an 
antagonism between bankers on the 
one hand and business men on the 
other. Bankers are always busily 
engaged preaching the homely virtue 
of thrift. To them the volume of 
savings accounts is the prime index of 
the prosperity of a community. Busi- 
ness men on the other hand are con- 
_stantly engaged in a huge propaganda 
to make spenders of us all. It is prob- 


able that not far from a billion dollars , 


are spent annually in the United 
States for advertising. The business 
man does not want us to save; he 
wants us to spend. He measures 
prosperity not by the average family 
savings but by the average family 
scale of expenditure. 


Tse Turr SCHOOL vs. THE SPEND- 
ING SCHOOL 


The labor movement is a record of 
a similar antagonism. The Schulze- 
Delitzsch and Raiffeisen Credit Socie- 
ties, the Rochdale Consumers’ Co- 
öperative Societies, now constituting 
nearly one quarter. of the consumers of 
England, Russia, Belgium, Germany, 
Austria and Denmark,! find the solu- 

1 See Monthly Labor Review, March, 1919. 


‘ 


tion of ‘the labor problem essentially 
in saving. Through saving and the 
petty accumulation of property on the 
part of large masses of people not only 
does the individual prepare the way for 
an enlarged future income and pro- 
vision for old age, but the working class 
as a whole prepares the way for the 
codperative ownership of the whole 
means of production, and the complete 
elimination of the profit system. This 
working class movement thus moves 
forward in the firm belief that it is 
gradually staking out for itself the 
codperative commonwealth through 
the program of collective saving. The 
social revolution will be accomplished 
not through violence and class struggle 
but through the homely virtue of per- 
sistent and constant saving. This 
may be called the thrift school of social 
reform. 

On thè other hand is the spending 
school. Beginning with Sismondi, and 
running through the writings of Rod- 
bertus, Ira Steward and John A. Hob- 
son (to mention only one representa- 
tive from each of the four great modern 
nations) we have a group of thinkers 
who contend that labor must find the 
solution of its problems not in saving 


' butin spending. The underpaid work- 
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ing man barely living from hand to 
mouth will not find the way out of his 
difficulty in a thrift policy which com- 
pels him to tighten his own belt, to send 
his children off to school il-nourished 
and unfit for study, and finally to set 
them to work in the factory at the 
earliest possible age handicapped in 
their equipment for life. Rather he 
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will fnd the solution in the struggle for 
a larger share of the product, shorter 
hours, more leisure, a higher standard 
of living, better education, better hous- 
ing, better food, better clothes, more 
comforts and luxuries. Ira Steward, 
constant exponent of this theory, 
even looked forward to the ultimate 
elimination of both interest and profits 
through the gradual acquisition on the 
part of labor of a larger and larger 
share of. the product of industry. 
Shorter hours, more leisure, higher 
standards of living, the demand for a 
larger life and the constant struggle to 
attain it, would ultimately make every- 
one at once both worker and capitalist. 
The codperative commonwealth would 
be reached not through saving but 
through spending. 


Harmony or Inrerust TREORY 


But the argument for spending does 
mot always or necessarily extend to the 
extreme of the ultimate elimination of 
interest, profits and the. capitalist 
system. George Gunton, disciple and 
literary heir of Ira Steward, sought to 


establish the principle that capital ` 


itself would be benefited by the en- 
larged spending of the masses. If the 
masses live high and spend freely, the 
great demand for consumption goods 
gives rise to remunerative employment 
for capital goods. Hence business 1 is 
prosperous, profits are good, large sur- 
pluses are retained in businesses in 


order to’ expand the equipment, and 


wealthy people are induced to enlarge 
their fortunes through saving because 
of thè profitable rate obtaining in the 
employment of capital. Thus a har- 
mony of interest theory is developed. 
Spending on the part ‘of the general 
masses becomes an advantage for those 
who are in a position to save large 
fortunes. On the other hand saving 
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on the part of the wealthy becomes a 
benefit to the spending multitudes in 
that it supplies them with the equip- 
ment requisite for wide-spread employ- 
ment, and the satisfaction of their 
high standard wants. A division of 
labor is thus effected which is mutually 
advantageous. 

If the masses did not spend there 
would be no profitable employment 
for capital, and if the wealthy did not 
save there would be no equipment? 
with which “to obtain employment, 
incomes and want-satisfying ` things. 
Thus the thriftlessness of the masses 
makes possible the accumulation of 
huge fortunes. 
Moulton: “If everybody attempts to 
make adequate provision for old age 
through saving and investment there 


- is certain to follow in good time a cur- 
_tailment of production that results in 


unemployment and part-time work, 
and this not only prevents the masses 
from making adequate provision for 


‘the future, but leads to reduced con- 


sumption and often to real privation.’’ 
Speaking of the extravagance of Amer- 


'icans, their high standard of living, 


and the rapid expansion of American 
industry he says further: “Perhaps 
most significant of all, it has intensified 
the concentration of ownership and the 
development of an aristocracy of 
wealth. The enormous expansion of 
capitalistic industry was profitable 
only so long as consumption continued 
high. The thriftlessness of the masses 
of American people gave the impetus 
to an ever expanding capitalistic pro- 
duction while more thrift on 
the part of the masses would have re- 


2 Tt should be ‘noted that Professor Moulton 


finds another source of capital equipment in the 
expansion of bank credit. See J. of Pol. Econ. 
for May, June, July and November, 1918. 

3 J. of Pol. Econ., Nov., 1918, p. 880: 


Says Professor H. G. ` 
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tarded the rate of capital formation as 
compared with the rate we have had 
under the impetus of high consump- 
tion. This large consumption 
on the part of the masses has made it 
profitable for corporate industry con- 
tinually te expand through the process 
of putting funds directly back into the 
business; it has thus given us vast 
fortunes for the relatively few and 
little if any provision for old age for the 


many.” ~ 
® 


Tre RELATION OF SAVING AND SPEND- 
ING TO THE CYCLE OF PROSPERITY 
AND DEPRESSION ` 


But this alleged harmony of interest 
does notrun a uniformly smooth course. 
Modern business is always being dis- 
turbed by the wave-like cycles of pros- 
perity and depression. Why does not 
this mutually satisfactory spending 
and saving work out, in continuous 
prosperity? The reason, we are told 
by John A. Hobson, is that the rich 
` save too much and the masses spend 
too little. The fundamental cause of 
depression may be found in the exist- 
ence of surplus incomes. Wealthy- 
people desire to increase their fortunes. 
They do so by saving instead of spend- 
ing. These fresh savings are rapidly 
translated into additional capital equip- 
ment. ‘This extension of capital equip- 
ment soon results in an enlarged output 
of consumers’ goods. The masses of 
people with their limited incomes are 
unable to purchase this enlarged out- 
pouring of consumers’ good;. The 
recipients of surplus incomes have am- 
ple purchasing power to take off this 
surplis of production but they are 
unwilling: to spend enough of their 
incomes to prevent the over-production 
of consumers’ goods. No matter how 
much production is directed toward 


4J. of Pol. Econ., Nov., 1918, p. 874. 
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the things that would appeal to the 


rich, even their ostentatious wants are 
so amply provided for that they always 
will desire, in periods of prosperity, to 
invest and save too large a proportion 
of their incomes. 

Since they are themselves unwilling 
to spend the proper proportion of their 
incomes on consumers’ goods the new 
investment must necessarily produce 
goods intended for the masses. Be- 
cause of the limited incomes of the 
masses and their inability to purchase 
this new outpouring of goods the in- 
evitable result is a congested market, 
depression, lower prices, smaller profits 
and smaller incomes for the rich. 
Since the wealthy class would be un- 
willing to have their established scale 
of expenditure reduced they will con- 
tinue to maintain the same standard, 
despite the reduction of incomes. The 
result is that less is saved and invested 
in capital equipment. Thus consump- 
tion is given a chance to catch up with 
the capacity of the industrial equip- 
ment, surplus goods are worked off and 
prices again rise. | 

With the return of- higher prices, 


profits are increased, incomes are, 


greater, a larger and larger proportion 
of the surplus incomes are invested in 
capital equipment, and production 
again outruns consumption. 

Surplus incomes, therefore, produce 
excessive saving and result in an inces- 
sant attempt to employ capital in ex- 
cess of the demand of the ultimate con- 
sumer. Thus Hobson explains the 
ever recurring cycle of depression. 
Surplus incomes must be reduced by 
taxation, spending must be increased 
by raising wages, shortening the work 
day, and increasing the general stand- 
ard of expenditure. 

Such a solution of the problem of 
depression appears to the writer to be 


~ 
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not only chimerical, but to be based 
on a completely erroneous analysis of 
the cycle of prosperity and depression. 
The writer hopes to publish elsewhere 
a detailed study of business cycles 
based on monthly data for Great 
Britain, Germany and the United 
States. While it is impossible to go 
into detailed arguments in this paper 
it is his conclusion that neither under- 
consumption or over-production pro- 
duce the economic cycle. In brief the: 
solution of the problem of the business 
cycle must be found in the movements 
of money, credit, prices and profits. 
Leading exponents of this View, it will 
be at once recognized, are Fisher, 
Veblen and Mitchell, there being, how- 
ever, wide differences in their theories 
particularly as to the number of factors 
involved. 

The various financial and industrial 
indices relating to the business cycle 
fall itto three groups in point of syn- 
chronous movement. The first may 
be called the Banking Group, including 
such indices as bank reserves, bank 
deposits, bank loans and discount rates. 
The second may be called the Invest- 
ment : Group, which includes stock 
prices, shares traded on the stock 
exchange, liabilities of business failures 
and bank clearings. ‘The third may be 
called the Industrial Group. This 
group Includes wholesale prices, pro- 
duction of pig iron, railroad gross 
- earnings, imports, unemployment and. 
immigration. The series in each group 
are almost completely synchronous. 
The Banking Group precedes the In- 
vestment Group in point of time by 
two or three months, while the Invest- 
ment Group precedes the Industrial 
Group by from six to twelve months. 
Substantially similar results were 
found for Great Britain, Germany and 
the United States, the movements 
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being practically synchronous in all 


‘three countries. 


‘The casual relation runs through the 
sequence of bank reserves, discount 
rates, bank credit, issue of securities, 
purchasing power of business indus- 
tries, prices, production and profits. 
The movement of the Banking Group 
presently affects the Investment 
Group, and the combined influence of 
these two work out in due time their 
influence on jndustry, prices, produc- 
tion and profits. The inevitable in- 
ability of the banking credit, of all the 
advanced nations combined, to expand 
indefinitely puts a halt to the period of 
prosperity. : Ensuing depression re- 
leases the strain on banking credit, and 
the freshly accumulated reserves soon 
give rise to another period of expansion 
and prosperity. 

The evidence for the support of the 
above more or less dogmatic state- 
ments cannot’ here be presented, but 
it is believed that there is ample justi- 
fication for the statement that under- 
spending and over-saving are not 
among the forces that produce the 
cycle of prosperity and depression. 
Enlarged spending is not the solution 
for this modern evil which so vitally 
affects labor. 


Hiecs CONSUMPTION AND THRIFT 
ReconcrEp 


But the position taken by Professor 
Moulton in his recent articles on Com- 
mercial Banking and Capital Forma- 
tion in support of high consumption 
has nothing inherently to do with the 
fluctuating business cycle. May it not 
be that a nation, which spends freely 
and indulges in high consumption, 
will have always, both in prosperity 
and depression, more employment, 
larger production, higher well-being 
and a greater supply of capital equip- 
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ment than a nation closely parsi- 


_ monious and thrifty? This ig an. 


entirely different matter. We are 
again faced ‘squarely with the question 
as to which policy will bring the great- 
est wealth and. well-béing to a nation, 
the policy of universal thrift or the 
policy of high consumption and free 
spending. | 

= With regard to this question the 
writer is in agreement with Professor 
Moulton. Entirely apart from the 


surface waves of the business cycle, / 


universal high consumption makes for! 
. a deeper, more permanent body of 
prosperity, larger production, more 
capital equipment and greater wealth 
and well-being. 

But it must be noted that high con- 
sumption does not mean wasteful con- 
sumption. Thrift and a high scale of 
living are by no means antithetical. 
Thrift and saving do not necessarily 
result in capital formation, or in an 
addition to the industrial equipment. 
Thrift and saving may just as’ likely 
result in: an enlarged stock of durable 
enjoyment goods. Herein lies in part 
the reconciliation between spending 
and saving. A thrifty workman by 
means of a niggardly scale of living is 
accumulating a good sized savings 
account. The bank invests his sav- 
ings in railroad securities from the 


proceeds of which the railroad en-. 


largesitsequipment. Another equally 
thrifty workman; but with a more 
generous scale of living is making grad- 
ual payments on his house until he be- 
comes the full-fledged owner of a com- 
fortable home. Thrift in the first case 
results in capital formation. In the 
latter case it results in an addition to 
the stock of durable enjoyment goods. 
One type of thrift involves a low scale 
of lrving, while the other implies a high 
standard of living. In the one case 
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thrift adds to the supply of industrial 
equipment; in the other it increases 
the demand. Effective demand is 
fundamental as a.basis for national 
prosperity. 

France is an excellent example of a 
universally thrifty nation. But she 
has not been a model of prosperity. 
Would not the French nation have 
been more prosperous if her people had 
invested less of their income in the 
securities of Russian and Balkan rail- 
road, mining and industrial concerns, 
and had spent more of their income on 
a higher standard of. efficiency, better 
homes, education, comfomts, etc.? 


The result would have been a tre- . 


mendous boom for her industries, 
more employment for her working 
class, and a richer life for her now too 
niggardly peasants. 


A THRIFT Pacciias AND AN een ee 
STANDARD OF LIVING , 


A universal national thrift policy 
which results in large overseas invest- 
ments and financial imperialism is not 
the sort of thrift which will be of 
benefit to labor. Neither is a thrift 
program desirable which results in an 
un-American standard of consumption, 
We would not be pleased if American 
labor generally should adopt that sort 
of thrift practiced by certain low stand- 
ard immigrants who live on a miserable 
scale while accumulating: a small for- 
tune to carry back to their own country. - 
Such a thrift policy not only makes life 
miserable for the individual family and 
lowers the nation’s standard of living, 


` but at the same time brings stagnation | 


to industry and forces the investment 
of surplus savings abroad. 
But there is a national thrift policy 
which would be of benefit to labor. It ` 
must not be a thrift policy which leads 
to financial imperialism, industrial - 


stagnation and niggardly consumption 
standards. It must be a thrift pro- 
gram which results in generous but 
judicious expenditure, high standards 
of living, large production and general 
industrial prosperity. 


- The codperative movement is a thrift | 


producing movement. But-it should 
be noted that it does not inculcate the 
kind of thrift which results in low 
standards of living and reduced con- 
sumption. A Scottish codperator us- 
ing the dividends received on his wife’s 
purchases at the codperative store to 
meet payments on his house laughingly 
complais that his wife does not spend 
enough, for. ‘the more she spends the 
sooner will the house be paid for! The 
coöperative movement as a thrift 
movement does not merely result in the 


accumulation of considerable capital in . 


the form of retail stores, wholesale 
houses, manufacturing plants, stocks 
of godds, etc., but it uses its credit and 
its profits as a means whereby con- 
sumers with small incomes may come 
to possess durable enjoyment goods 
and thus raise their standard of living. 

The codperative movement recon- 
ciles saving and thrift with high con- 
sumption in another fashion. On the 
continent of Europe, particularly in 
Belgium, it has been made a device for 
codperative saving by means of which 
provision is made for sickness, unem- 
ployment, invalidity and old age. 
Here again is an agency for thrift 
which does not unduly depress con- 
sumption during the saving period, 
and which protects the standard of 
consumption throughout the vicissi- 
tudes of life. Individual saving on a 
scale sufficiently large to protect the 
family against the contingencies named 
is not only exceedingly wasteful, but 
requires of necessity a niggardly and 
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narrow scale 6f consumption and a low 
standard of life. Such thrift and sav-, 
ing not only doom the individual fam- 
ily to fearful sacrifices, but if carried on 
universally would deprive the nation 
of that general- industrial prosperity 
that goes with high consumption: 

= But a national program of thrift 
which is not to sacrifice high consump- 
tion cannot rely on or wait for a volun- 
tary codperative movement, especially 
in America where it has made such 
meager headway. There should'be a - 
national program of thrift which does 
for its citizens what the codperative 
movement does for its membership. 
Social insurance in all its aspects—ac- 
cident, sickness, invalidity, old age and 
unemployment—is clearly a part of an 
economical, worth-while thrift program. 
Above all a thrift program should in 
some way seek to increase home owner- 
ship. The Federal Farm Loan Act 
makes provision for the utilization of 
the codperative credit of the nation 
for the laudable purpose of helping 
farmers to become land owners. Why 
should not the nation’s credit be mobi- 
lized in some similar fashion for the 
purpose of assisting our citizens to be- 
come home owners. President Emeri- 
tus Eliot: of Harvard University con- 
tends that two of the reforms most 
urgently needed in America lie in the 
fields of housing and public health. A 
national home loan measure would 
stimulate state activity along the same 
line, as has been ‘true in the case of the 
Federal Farm Loan Act. A national 
housing program would stimulate 
thrift, that kind of thrift which does 
not lower consumption, which raises 
the standard of living, and -which 
makes for employment, productive 


activity and industrial prosperity. 


Organized Labor’s Attitude Toward the National 
Thrift Movement 


By Frank E. WOLFE 
Of the American Alliance for Labor and Democracy 


URING the past year hundreds 
of thousands of workers who 
have spent a large portion of their 
years working for others have suddenly 
become employers. They have made 
a discovery and it is bringing results. 
They have employed their dollars, 
their savings, and put them to work 
earning an income. It has become a 
fixed habit with these thousands of 
workers, men and women, to devote a 
part of each week’s wages to a certain 
stipulated saving and to put it where 
it makes a certain and safe investment. 
The second discovery made by 
these workers was that as their savings 
grow, the dollars, their first saved 
dollars, earned in their work were 
in turn immediately employed—that 
their accrued interest, the wages their 
working dollars were earning, was 
willing to work for them and to their 
continued and growing benefit. 

To many of the workers their newly 
acquired knowledge was such a won- 
derful thing that they wanted others 
to know the wonder of it. Out of this 
‘has grown savings clubs among labor 
groups and it has always made smooth 
the way for resolutions endorsing war 
savings and thrift stamps. 

To most of these workers the dis- 
covery came by reading in the labor 
press something about war savings 
stamps. Many times this came 
through resolutions passed by the 
convention of his or some other union 
wherein there was the heartiest- and 
most wholesouled endorsement of 
thrift stamps 
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The great benefit to labor, through 
regular purchase of war savings stamps, 
was early apparent to leaders of 
organized labor in America. Samuel 
Gompers, president of the American 
Federation of Labor, early recognized 
the value of war savings stamps and he 
expressed this in a statement, issued to 
be sent broadcast through fhe labor 
press, in which he said: 


Let not the great issues and events of today 
take our thoughts wholly away from those 
small and quiet duties without the perfor- 
mance of which the larger sckeme of things 
may be endangered. 

The great wheels often must be turned by a 
silent power that exerts its force where there 
is no limelight and no great acclaim. But the 
great wheels must be turned. 

The sale of war savings and thrift stamps 
helps to keep the great wheels of the American 
government turning at their proper speed. 
With the high pitch of war excitement almost 
gone, this work is one of perseverance in the 
line of duty. The men and women who sell 
end the men and women who buy are doing 
a work no less worthy than it was when our 
troops went charging over the Hindenburg 
line. It is no Jess worthy now than it was 
when the drums were beating. And it is no 
less needed. 

To the 165,000 secretaries of war savings 
societies may I say that theirs is a fine work, 
a necessary work and one to which every 
thoughtful person will wish to bring them 
help. ` i 

But there is another side to the sale of these 
little stamps. While it helps our government, 
it also helps those who buy. It helps them to 
be careful of their money. It helps them to 
lay by a little whick will stand to their credit 
as a resource. This is surely a worth while 
thing to do. 

And so the work of selling war savings 
stamps does two things: 
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it helps get money for our government at a 
time when it needs money. : 

It helps the purchaser‘of stamps to accumu- 
late a little money that he may need at a later 
time. 

It is good work. A grateful Republic 
cannot fail appreciation of the toil and sacri- 
fice of every person who has a part in this 
wonderful process of gathering in the mites of 
the people until they bulk large in great totals 
that go to keep the machinery of democracy 
in order. 

Later the American Federation: of 
Labor, at the annual convention at 
Atlantic City in 1919, passed a resolu- 
tion warmly supporting the National 
Thrift Movement, which, 
strong preamble, resolved, “that this 
convention do approve of the contmu- 
ation and extension of the war savings 
and thrift stamp institution as a neces- 
sary peace time institution or the 
substitution of a national savings 
Institution akm im character and 
method which shall prove helpful to 
safeguard the earnings of the toiling 
masses of our country.” This act of 
unqualified approval of the chosen rep- 
resentatives of nearly four millions of 
organized workers greatly stimulated 
interest ini war savings stamps as a 


safe and wise investment for organized: 


labor, either as individuals or through 
their organizations. 

Frank Morrison, Secretary of the 
American Federation of Labor, who 


has always shown a deep interest in’ 


after a` 


war savings, wrote to the director of 
the Savings Division of the Treasury 
Department transmitting the Atlantic 
City resolution and added: 

This campaign, the outgrowth of a pro- 
gram of war finance, we believe to be essential 
as a permanent peacetime institution. I am 
confident that the officers and members of the 

` unions affiliated with the American Federa- 
tion of Labor will codperate in the movement. 
The government savings securities are safe 
and profitable and may be converted into 
cash at a profit on short notice. 


Many other labor organizations, 
local, state and international, at their 
conventions passed strong resolutions 
advocating the investment in war 
savings stamps as an excellent thing 
for the members of their organization. 
Labor ` recognized in war savings 
stamps an opportunity to extend and 
strengthen its power by’ making each 
worker more independent, more self 
reliant, dependable and safe in any 
emergency. 

Any financial secretary will unhesi- 
tatingly say that the man who buys 
war savings stamps regularly is the 
surest one to come up promptly and 
pay his dues. These secretaries have 
become strong advocates of systematic 
purchase of thrift stamps. They know 
that the worker. who has his dollars 
working for him has made a dis- 
covery that leads on to security and 
reliability. 


Thrift and Business 


By Grorce W. Dowrir 
Dean of the School of Business, University of Minnesota 


Post-War CONDITIONS: 


- the feeling of “letting dowr” after the 


IGURES for the first nine months} 


of 1919 show the smallest num- 
ber of mercantile and industrial failures 
for any like period since 1881. A very 
large volume of trade is being handled 
at satisfactory rates of profit. The 
present volume of sales of any given 
retail or wholesale establishment seems 
to depend quite largely upon its ability 
to secure an adequate supply of goods 
from wholesalers or jobbers and manu- 
facturers respectively. The manu- 
facturer in his turn is limited by his 
success in obtaining raw materials from 
an under-supplied market. If one is to 
judge by the usual indicia such as bank 
clearings, volume of trade, demand for 
loanable funds and for labor, we are 
enjoying a period of great prosperity 
in spite of the almost universal pre- 
diction. to the effect that a period of 
depression would set in immediately 
after the cessation of hostilities. 

In spite of the fact that the most 
optimistic entrepreneurs expect the 
usual post-war decline in ‘prices, this 
- decline-has not set in to any marked 


deprivations of the war period. After 
two years of restricted ‘consumption, 
either voluntary or imposed by the 
government, the natural reaction is in 
the opposite direction. 

Notwithstanding the fact that the 
business outlook continues good, save 
for labor troubles in certain industries, 
a period of falling prices, contraction of 
credit and general economie readjust- 
ment is bound to come. It is the pur- 
pose of this discussion of thrift and 
business, therefore, to point out some 
tendencies which have been developing 
during this abnormal period and which 
should be eradicated from our economic 
life if they are not to prove a decided 
menace in the period which is likely to 
follow. | 


TERET IN THE Process oF SAVING 


True Savng.—The industrial sys- 
tem, in order to function in a proper 
manner, should furnish the maximum 


‘amount of satisfaction to society. 


degree, in fact, the prices of many com- . 


modities have continued to rise. A 
heavy demand for every sort of com- 
modity continues and, In some cases, 
unheard of prices are being asked and 
obtained. The high price level has 
- compelled constant increases in wages, 
which seeming additions to his well- 
being have in many cases resulted in a 
falling off m the worker’s efficiency as 
a producer and a greater liberality in 
his scale of expenditures. This latter 
has been considerably accentuated by 


Such a result can be attained only by 
certain lines of conduct on the part of 
both consumers and producers. On 
the consumer’s side, a highly efficient 
productive system—efficient in .the 
sense of achieving the highest amount 
of satisfaction of wants—cannot be at- - 
tained unless his consumption is prop- 
erly ordered. This involves habits of 
thrift not onlywith regard to abstain- 
ing from spending but with respect to 
the spending process itself. “Spend- 
ing makes business good” can be ac- 
cepted only with the most careful 
qualifications. Mere abstinence-from 
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spending, of course, is not good for 
business. The miser who hoards his 
surplus in a hiding place is making 
no contribution toward a Sar, 
economic order. 

On the other hand, the individual 
who “wastes his substance in.riotous 
living” has done no better. Our pres- 
ent roundabout method of production 
involves large advances of spendable 
funds on the part of a thrift practising 
public. If we are to substitute for 
simple direct methods of production 
the far more effective but time con- 
suming process of “making a machine 
to make a machine to make a machine” 
to turn ott a given consumable com- 
modity, abstinence must be practiced 
by large numbers of individuals. If 
they were to spend all of their respect- 


ive incomes for consumptive goods like 


shelter, clothing, food and amusements, 
the provision of capital goods like fac- 
tories, railroads and mines would be 
cut off and mankind would have to 
revert to primitive methods of satis- 
fying its wants. Not only, then, must 
there be abstinence, ‘but the. resulting 
surplus must be placed at the disposal 
of business directly or through com- 
monly established media like savings 
banks and investment companies. If 
this supply. of liquid capital for the 
replacement of and additions to the 
stock of capital goods is not forthcom- 
ing, the productive mechanism: is 
seriously hampered and the consuming 
public, in as much as it is deprived of 
an adequate supply of goods and serv- 
ices, is the real sufferer. 

Personal Thrift-—The present period 
has not been characterized by habits of 
personal thrift on the part of the Amer- 
ican public. Enormous sums invested 
in government securities of various 
sorts under the stress of war have been 
squandered subsequently by their ex- 


v 


change for high-priced luxuries or for 


. the more or less worthless securities of 


speculative enterprises. Savings de- 
posits have increased but not m pro- 
portion to the general increase in the 
prices of the things which form the 
usual objective of saving. A consid- 
erable part of the government’s war 


issues are still in the hands of the banks, 


having never been absorbed by the 
investing public. Here, they have 
aggravated living costs by their use as 
collateral for aelvances for loans at the , 
Federal Reserve Banks, the proceeds | 
of which were used for speculation. 

_ Relation of Savings to’ Business.—Xi 
business is to be adequately financed, 
there must be, therefore, a constantly 
dependable flow of new capital from 
the savings of the public. Systematic 
habits of thrift must be inculcated 
throughout all classes of the people. 
The’ well-to-do class, in spite of its 
relatively large earnings, is an entirely 
inadequate source of supply of new 
capital. The great masses must be 
depended upon on the strength of the 
old saying that “‘many a mickle makes - 
a muckle.” It is not the province of 
this article to make a disquisition upon 
the direct benefits of or, better, the 


necessity of “rainy-day” saving. We 


are here concerned with the relation of 
the saving: process to the conduct of 
business. ‘The two go hand in hand, 
however, for the man who invests his 
surplus earnings in an enterprise whose 


product makes for the real welfare of 


the consuming public does much more 
than add to his yearly income in the 
way of interest or dividends and creates 
a permanent principal as a guaranty 
against an impecunious old age. He 
is also benefiting himself and his fel- 
lows indirectly by contributing a neces- 
sary factor to the mdustrial process 
which is providing for their well-being. 
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As was pointed out earlier, not only 
must there be a properly directed 
abstinence from spending but -there 
must be a properly directed spending 
as well. The maximum degree of 
‘satisfaction, which is the goal of a 
properly conceived economic system, 
cannot be attained without intelligent 
expenditure. A properly nourished, 
well-housed and adequately trained 
citizenry cannot be realized unless 
expenditures are directed along lines 
which are capable of *achieving this 
end. The demand for goods and 
services is the motivating factor in 
industrial activity. Consequently, 
where this demand consists largely’ of 
luxuries, to that extent the economic 
process is perverted and to that extent 
our summum bonum cannot be ob- 
tained. The thriftless spender, there- 
fore, injures business in two ways: 
first, by his failure to aid in providing 
adequate working capital for business 
activity, and second, by his unwise 
demands being responsible for the 
diversion of business activity into 
lines which will not result im- the 
achievement of a maximum of social 
satisfaction. 

A, nation-wide thrift policy both as 


regards saving ‘and spending would. 


undoubtedly result in great immediate 
hardship to many businesses which 
cater to the harmful or at least less 
justifiable desires of human beings. 


Processes which involve considerable . 


economic readjustment are always 
painful and somewhat costly, but 
society will be incalculably better off 
in the long run. | 


Tarr in Conpucr or BUSINESS 


' On the side of thrift in the conduct of 
business itself, quite as much needs to 
be said. Granted that the individual 
‘consumer did his part in devoting a 
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portion of his income for furthering 
production, and that his demands were 
such as to insure the best use of the 
productive mechanism, still, if this 
mechanism were not operating on a 
high plane of economy and efficiency 
his efforts would to that extent be lost. 
We have undoubtedly inherited from 


_ the war period some industrial and 


business standards and conditions 
which are not consistent with the 
highest thrift in the conduct of an 
enterprise. 

Necessities of war simpai the 
sacrifice of economy and efficiency to 
quantity and speed. Cantonments, 
ship yards, ships,’ munition plants, 
warehouses and an endless variety of 
other structures had to be rushed to 
completion at the earliest possible date. 
The farm resources of the country had 
to be pushed to new limits if we were to 
feed our own people and have an ade- 
quate surplus to send to our, allies. 
The output of mines and forests had to 
be increased to the highest possible 
point in order that the various agencies 
concerned in winning the war should 
not be hampered by a lack of materials. 
Resort was had to methods which 
ordinarily would be condemned as 
wickedly extravagant in order to speed 
up the production of food and raw 
material and the completion of neces- 
sary construction work and manu- 
factured articles. 

It is estimated that in one way or 
another we succeeded in increasing the 
output of our industries by at least a 
fourth over that period preceding the 
war. But this result was achieved at 
a great sacrifice in money and stand- 
ards of business efficiency. Prices of 
essential commodities like wheat, iron 
and copper were fixed at so high a price 
that the maximum supply would be 
forthcoming. As a result a large 
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number of establishments which were 
formerly conceded to be submarginal 
because of their prohibitive operating 
costs were enabled to operate and add 
their contribution to that of their more 
fortunate rivals. Although the war 
has been over for a whole year and the 
justification for uneconomical methods 
no longer exists we are still far short of 
our pre-war standards of economy and 
efficiency so far as the conduct of our 
business activities is concerned. 

With the signing of the armistice 
and the withdrawal of artificial stimuli, 
the unprecedented volume of produc- 
tion began to fall off. For the time 
being the decline has been checked by 
the fact that the advent of peace has 
been attended by a period of unnatural 
prosperity due to the vicious circle in 
which high prices are followed by 
higher wages which in turn result in 
higher costs of production and a larger 
dematd for goods, which in their turn 
result in still higher prices, and so on 
until a crisis is reached. The crest 
has not yet been attained but it is 
quite universally agreed that it is 
close at hand. l 

When the reaction sets in it is bound 
to be attended by a curtailment of 
production and industrial disorders 
much more serious than is usually the 
case, unless our productive efficiency 
is enhanced. The wasteful business 
methods justified by the haste and size 
of war preparations must now be elim- 
inated. They have left behind them 
in the case of both employers and 
employees a certain highly undesirable 
influence. The sort of “easy money” 
atmosphere which has pervaded all 


lines of business and resulted in excess-- 


ive profits in the case of one group and 
unheard of rates of wages in the other is 
proving to be detrimental to the main- 
tenance of high standards in industry 


_ rising prices. 


and commerce. Its existence is bound 
to make the suffering in the period of 
readjustment much more acute. Fur- 
thermore, the high standard of living 
which American workmen have been 
able to maintain during the war in 
spite of high living costs will be seri- 
ously impaired by a decided deéline in 
production and a consequent sharp 
reduction in wages, or worse, by actual 
unemployment. 

The world ig being stirred at present, 
as never before, by serious economic 
and social unrest. When. prices go 
down, industrial activity is severely 
curtailed and labor’s standard of living 
impaired, we may expect to see the ` 
present unrest turn into an irresistible . 
demand for the overthrow of the pres- 
ent economic order, unless the loss in 
productivity of labor can be success- 
fully offset. If the present prevailing 
methods of wage payment do not stim- 
ulate in the worker an interest in his 
job and, therefore, do not result in the 
maximum of product consistent with 
good workmanship and a proper regard 
for his well bemg, methods will have to 
be devised ‘to secure this result. No 
economic system can survive if the 
tens of millions of individuals ‘who 
are chiefly responsible for its func- 
tioning are mere “servants of the 
fee.” 

On his side, the entrepreneur can do 
much to increase the efficiency and, 
therefore, the productivity of his busi- 
ness. During these days of lavish 
spending and high-speed production 
he has reaped large profits in spite of a 
pretty general neglect of certain “loose 
ends.” It is comparatively easy to 
make money in a régime of rapidly 
Farmers, merchants and 
manufacturers whose methods are no- 
toriously unbusinesslike will have what 
normally would be a deficit offset by 
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unexpectedly large receipts due to 
‘higher prices. . 
Inadequate financing of enterprises, 
unwisely directed purchases of equip- 
ment, raw material, or merchandise, 
wasteful marketing methods, and inef- 
ficient direction of the labor force are a 


burden upon the consumer and unless’ 


. artificially bolstered by rising prices 
sooner or later come to an untimely end. 
The gospel of better business methods, 


ought to be preached as we near 
the end of such a period as the present. 
Business can endure the burden of 
carrying dlong the inefficient enterprise 
when times are prosperous, but this is 
a load, which the consuming public 
ought not to bear. Inefficiency ought 
to be eliminated by means more lasting 
and less cruel than the collapse of the . 
unfit establishment in times of financial 
stress. 


Thrift and the Financial Situation 
By A. C. MILLER 
Federal Reserve Board, Washington, D. C. 


HAT is the financial situation MAGNITUDE or War EXPENDITURES 


of the United States? More 
particularly, what does our financial 
situation disclose that makes the prac- 
tice of thrift and saving a matter of 
very great national urgency at the 
present time? The great outstanding 
facts in a summary view of our finan- 
cial situation, which are pertinent to 
this inquiry, are: l 


1. The prodigious scale of our pub- 
lic expenditures; 
2, The unprecedented weight of our 
direct tax levies; 
' 8. Phe excessive volume of our gov- 
ernmental borrowing. 


Extraordinary expenditures occa- 
sioned by the war thus far amount to 
over thirty billions of dollars with the 
prospect that the figure will-be raised 
to thirty-five billions by the end of the 
current fiscal year. Direct tax levies 
on individual incomes and the earn- 
ings of industry are running at the 
rate of about six billion dollars a year. 
The money borrowed by the Treasury 
to finance the publie requirements, 
since the beginning of the war, amounts 
to twenty-five billions of dollars. 

These are stupendous figures. 
Events and conditions since the armis- 
tice are beginning to bring home to 
many of us for the first time the eco- 
nomic meaning to the nation and to 
the life of the average citizen of the 
financial situation thus developed by 
the war and left after its close. 
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Levy on Capital Accumulations 


Expenditures of the magnitude of 
those incurred by the United States 
for the war unquestionably mean 
some considerable impairment of the 
rate of the nation’s capital accumula- 
tions during the past two and one-half 
years.' No country is rich enough to 
stand such a drain upon its economic 
resources as the United States has been 
subjected to during this period without 
suffering an appreciable impairment of 
its capital account. ‘The extent to 
which the huge expenditures of the 
government have cut into the capital 
accumulations of the country can not 
be determined, but common observa- 
tion and complaint bear evidence that 
it constitutes a very important item 
in the economic cost of the war. The 
circumstance that, during the war the 
whole thought and energy of the na- 
tion was concentrated on the problem 
of increasing production facilities for 
the production of war supplies, re- 
sulted in less that the normal provision 
being made for the upkeep and exten- 
sion of such of the country’s industrial 
equipment as was not primarily needed — 
in war-time, however important it 
might be in peace-time. 

Deferred Capital Replacements 

The run-down condition of the 

transportation system of the, country, 


particularly the street-car service, and 
the great shortage of dwelling house 
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accommodations are striking examples 
coming within the experience of most 
people of the way in which the war and 
the insistent and voracious demand it 
made for first call upon the productive 
capacity and resources of the country, 
-interrupted the up-keep of many of the 
productive facilities of the country not 
clearly essential to the prosecution of 
the war. There are many other evi- 
dences here, there and elsewhere 
throughout the country, of the fact 
that the war has left the capital equip- 
ment of the nation—that is, buildings, 
tools, machinery, ete.—in many im- 
portant fields of industry in such a con- 
dition that much must be done to 
bring it up to a normal state of ade- 
quacy and efficiency. More buildings, 
more machinery, more trackage, etc. 
must be built. These things are a part 
of the industrial equipment of the 
community—they are its capital. On 
them depends’ the productivity of 
American industry and American labor. 
Impairment in the rate of growth of 
capital means impairment of our in- 
dustrial capacity. The productivity 
of American industry and labor de- 
pends, more than can be said of any 
other community in-the world, upon 
the character and the extent of the 
industrial equipment with which they 
are provided. Our rapid industrial 
progress in the past, it has long been 
recognized, was due largely to the fact 
that abundant provision was always 
made out of the product of industry for 
its further extension and development 
and improvement. ) 

Before the war about one-sixth of 
our productive power, as nearly as can 
be estimated; was devoted annually to 
the improvement and extension of the 
industrial equipment and plant facili- 
ties of the country, to the development 


f 


- 


THE ANNALS OF THE AMERICAN ACADEMY 


and exploitation of its natural re- 
sources, to the building of roads and 
houses, and to many other things, 
which added much every year to the 
capital resources and productive capa- 
bilities of the country. In brief, before 
the war about one-sixth of the wealth, 
which we ‘annually produced, was 
saved and practically all accrued to the 
nation’s industrial- and financial-capi- 
tal account. 

During the war much, if not most, 
of our customary industrial expansion 
was suspended, despite the fact that 
there was a notable increase in the in- 
dividual savings of the American peo- 
ple. All of the new savings and most 
of the normal savings during the period 
of the war were absorbed by the gov- 
ernment and were used directly or 
indirectly in furtherance of war produc- 
tion. No doubt much of the new in- 
dustrial equipment called forth by war 
production will, also, be found.useful 
for peace-time production and, to that 
extent, will not be lost altogether to 
the capital account of the country. 
Nevertheless, most of the savings ap- 
propriated for public use in the time 
of our war emergency represent some- 
thing which, from the point of view of 
the nation’s peace-time economy, must 
be regarded as unproductive expendi- 
ture and economic waste. ‘There is, 
therefore, a shortage in the capital 
equipment of the country due to the 
diversion of the bulk of the country’s 
savings during the war from the pro- 
duction of peace-time facilities to war- 
time facilities, which must somehow 
or other be made good if American in- 
dustry is to maintain its normal pro- 
ductivity. There is but one known 
economic method by which this result 
can be accomplished and that is the 
method of saving. 
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CAPITAL REPLACEMENTS MADE 
THrovucH Savine 


How is saving related to the all- 
important matter of restoring and im- 
proving and increasing the industrial 
equipment or capital of the country? 

To most people saving is thought of 
as laying aside money, or as giving up 
something which has customarily been 
consumed or which might be con- 
sumed. This is, however, merely the 
first stép of the saving process, as a 
brief ‘illustration will disclose. Per- 
haps I am on the point of buying an 
automobile. Heeding the injunction 
to save, f decide to give up my pur- 
chase of an automobile, at any rate for 
the present, and until the present na- 
tional and world emergency is meas- 
urably over. What does my action in 
foregoing the purchase and use of an 
automobile do to help industry? Spe- 
cifically, how does it result in an 
addition to the industrial capital of the 
country and thus help to make indus- 


try more productive? So far as I can 


trace my action all that I save is the 
dollars which the automobile would 
have cost and which the gasoline, tires 
and other requisities for the operation 
of the automobile would have cost. 
What do my saved: dollars do to im- 
prove the economic situation—to re- 
pair or build factories and otherwise 
expand production facilities? I can 
see what my saved dollars do to give 
‘me dollars against the contingencies of 
a rainy day ‘sometime in the future by 
assuring me of something in the bank 
with which to buy food and clothing, 
but I have still to be shown how my 
refraining now, for example from the 
purchase of an automobile, increases 
the productivity of industry, makes 
goods more abundant, and thus helps 
to bring down prices and improve the 
. financial situation generally. 


When you save dollars, Mr. Reader, 
you save what dollars will buy. In the 
case in question, your going without 
an automobile either saves that auto- . 
mobile for some more important use 
than your pleasure or, what is more 
likely, supposing that others are doing 
as you are doing, it saves industry the 
necessity of devoting as much labor 
and material and machinery’ to the 
production of automobiles as would 
otherwise be necessary and thus re- 
leases that labor and material and 
machinery for something else, which, 
in the existing circumstances of the 
country and the world, is more nec- 
essary. In brief, when you save money 
by cutting down your current con- 
sumption, you save more than dol- 
lars and you save more than the 
goods that you go without. You save 
the labor that it costs to produce 
those goods and you liberate the labor 
and productive power thus saved for 
the production of other things—such 
as, machinery, buildings and other 
much needed requisites of production 
-~—which it is most urgent the country 
and the world should have more of at 
the present time. * 


Drrect Taxes AND CAPITAL Accu- 
MULATION 


Diversion of Capital from Channels 
of Industry —The need of a great in- 
crease in individual savings, in order 
to provide the requisite capital for 
expansion of our industries, gets much 
additional emphasis from the circum- 
stance that a large part of the tax 
revenues, now being collected by the 
government under the new methods 
and the high levels of taxation which 
were developed with the war, are un- 
doubtedly eating into the current sav- 
ings and, therefore, the current capital- 
accumulations of a very important 
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section of the nation’s saving class. 
~The tax revenues, which it is esti- 
mated will be collected by the govern- 
ment for the fiscal year 1920, aggre- 
gate six and a half billions of dollars. 
The great bulk of this revenue comes 
from surtaxes on the higher grades of 
income and from excess profits taxes 
on business. Large incomes and the 
earnings of business are, also, the 
source from which has hitherto come a 
principal, if not: the “principal, part 
‘of the savings of the country and 
the new capital, which from year to 
year became available for the use of 
industry. . 

Receivers of large incomes for, the 
most part do not spend all their income 
for current consumption but invest a 
considerable proportion, probably the 
greatest portion, in industrial under- 
takings. The stream of saved income 
that flowed from this source into in- 
dustry, supplying it with new capital, 
now flows, to a large extent, into the 
public treasury, supplying it with the 
means of meeting its current disburse- 
ments. The current expenditures of 
the government are not to any ap- 
preciable extent to be regarded as 
economic expenditures. It is only 
indirectly, as the income of the govern- 
ment is used in liquidating war con- 
tracts, ete., and thus flows back into 
the channels of business, that any con- 
siderable portion of it will be saved and 
accrue to the capital account of the 
country. 

While it is impossible to estimate 
the extent to which the diminution in 


the flow of savings from the incomes of | 


those who bear the main burden of 
high taxation is thus offset, it does not 
seem likely to be sufficient to invalidate 
the proposition that the extremely 
high direct taxes, which. are being 
levied by the government of the United 


ditions, 
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States, are eating into the current capi- 
tal accumulations of the country to a 
degree that is considerable. The ef- 
fects will be serious unless the loss 
thus arising is made good by increased 
saving’ on the part of all those in the 
community whose ability to save has 
not been impaired as a result of the 
financial situation occasioned by war. 
This means, to put the matter briefly, 
that the increased savings of the many 
must make up for the diminished sav- 
ings of the few, so long as the financial 
needs of the government, or other con- 
or considerations of social 
policy, make it necessary to Keep direct 
taxes at their present high levels. 
Affect of Taxes on Production.— 
Questions of direct taxation are com- 
monly regarded only from the points 
of view of fiscal expendiency and dis- 


tributive justice. In ordinary circum- 


stances these points of view may suf- 
fice, but in the present extraordinary 
circumstances of our country and the 
whole world, a more fundamental point 
of view must be taken. With the cap- 
ital account of all the leading countries 
of the Western World seriously de- 
pleted, as a consequence of the great 
war, and with the burden of . direct 
taxation reaching ‘a point never before 
thought possible, the effects of taxa- 
tion upon the productive economy of 
the several countries must be given 
thoughtful study. The war and every 


experience, which has followed since: 


the armistice, has taught us to think 
in terms of production. A considera- 
ble section of the population of Europe 
—the most highly organized part of 
the world——is and has been in a state 
of want with destitution and, in some 
parts, starvation threatening, because 
of insufficient production. Production, 
more production, more efficient pro- 
duction, is an urgent need of the world 
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in the throes of this, the most severe 
after-war crisis ever experienced. 
Saving and Production—in these 
circumstances fiscal and financial ques- 
tions must be looked at from the point 
of view of national economic interest, 
as well as from the point of view of 
social justice. Looking at the scale of 
our present direct taxation from the 
economic «point of view, it does not 


admit of question that the rate of. 


growth of capital in'the United States 
will be seriously affected unless, to re- 


peat the statement, the savings of the ` 


many make up for the decrease in 
-the saving’ of the few. Dependent as 
the growth of industry and production 
is upon the stream of capital with which 
it is fed, saving is the urgent need of 
the hour. Saving is producing. More 
of us must make our dollars produce. 
Things, which are now scarce and dear 
because production is inadequate, will 
then become more abundant and prices 
fall. 

- Saving and the Price Level_—But 
saving will do more than this to im- 


prove the financial situation. Saving 


will not only bring down prices by in- 
creasing the production and supply of 
goods but will bring down prices by 
reducing the supply of money. The 
most troublesome feature of our finan- 
cial situation is the high and rising 
level of prices. Recent events are 
showing that high and rising prices 
present more than a financial difficulty. 
They are the cause of our acute cost of 
living problem and the industrial un- 
rest and general unsettlement of mind 
and the financial instability which in- 
variably attend great price disturb- 
ances. Reasonable stability of value 
in the monetary standard is necessary 
to a good state of mind in a highly 
organized industrial community.. In- 


stability inevitably breeds unrest and 
unsettlement. 
Until the upward movement of 


_ prices is arrested and the dollar begins 


to recover its lost value, we may ex- 
pect to have an unsatisfactory and 
troublesome financial situation with 
the evil economic and social conse- 
quences, which such a situation inva- 
riably entails. To correct the existing 
financial and price. situation is, there- 
fore, tantamoufit to taking the most 
important step toward .the correction 
of our current social and industrial 
unrest. People are everywhere uneasy 
and apprehensive because of the de- 
clining value of the dollar. To restore 
the dollar to something more nearly 
approaching its normal value and to 
reduce prices may, therefore, be said 
to be the most important financial 
problem before the country. 

Factors Controlling Price Level.— 
That there is no way of. handling the 
problem that does not involve the 
practice of thrift and saving by all 
sections and classes of the country 
upon an intensive scale becomes clear 
on examination of the financial factors 
that have helped to bring prices to 
their present levels. 

Increased Currency and Underpro- 
duction Speaking in broad terms, 
changes i in prices proceed from changes 
in the relation of the volume of pur- 
chasing media (what, in common 
speech, is called money) to the vol- 
ume of goods offered for sale. When, 
people, generally, have more money 
in their pockets,.or more credit at their 
banks, with which to buy, than there 
are goods on the shelves of shop- 
keepers, which can be bought, goods — 
get dear.and money gets cheap. In 
other words, when there is more money 
seeking to buy goods than there are. 


- bonds. 
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goods seeking to buy money, prices 
rise and their rise will go on as long as 
the increase in the supply of purchas- 
ing media or money proceeds at a 
faster rate than the increase in the 
supply of purchasable goods. 


GOVERNMENTAL BORROWING 


That excessive supply of credit and 

currency has been one of the principal 
influences in putting ‘up and keeping 
up prices in the United States is in- 
contestable. That excessive borrow- 
ing by the government has been the 
main occasion of the excessive in- 
crease in the volume of purchasing 
media seems pretty clear, if, by ex- 
' cessive borrowing be understood, not 
borrowing in excess of what the gov- 
ernment has required to defray its ex- 
- penditures, but borrowing in excess of 
the current savings of the country. 
- Extent of Government Borrowing.— 
The Treasury of the United States has 
borrowed, during the past two years 
and a half, over $25,000,000,000. Of 
this amount about $21,500,000,000 
have been borrowed by the issue of 
The remaining three and a 
half billions have been borrowed by the 
issue of short-dated certificates of in- 
debtedness. Twenty-five billions in 
the course of two years and a half is an 
extraordinary amount of money to 
raise, even for a country as rich as the 
United States. It averages about 
$1,250 for every American family. It 
is an average of $500 per year for each 
such family. That such an amount 
could be taken out of the average in- 
come of the American people, except 
as they greatly reduced consumption 
and greatly increased savings, needs 
no demonstration. 

Extent of Loans from Savings.—Peo- 
ple of moderate means who did their 
full duty in subscribing to the loans of 


the government by actually cutting 
down their current expenditures and 
paying for their bonds in dollars actu- 
ally saved out of their incomes know 
from their own experience that there 
is no method by which such vast loans 
can be taken up and paid for except by 
the practice of severe economy. It was 
because all of the people did not prac- 
tice economy to the requisite degree 
that the savings of the country were 
not adequate to take up the securities 
issued by the Treasury as genuine 
“savings loans.” To the extent that 
the borrowings of the government were 
in excess of what were phid for by 
savings, the loans became “credit 
loans” and, as such, resulted in a great 
increase in the volume of the country’s 
circulating credit and its currency. 

Expansion of Banking Credit.—The 
following table shows for selected dates, 
under the heading of “Deposits,” the 
increase which has taken placè in the 
volume of credit extended by the banks 
(national and state banks and trust 
companies) and, under the headings 
“Loans and Discounts” and “Invest; 
ments,” the operations against which 
the newly created credit was extended. 
The dates selected are: (1) the eve of 
our entry into the war; (2) the armis- 
tice; and, (3) the most recent date for 
which data are available: 


Leans and 
D:scounts 


Invest- 
ments 


Gross 


Date Deposits 











(In millions of dollars) 


March, 1917.....| 24,863 | 17,020 4,955 
November 1, 1918 | 28,862 | 19,792 8,909 - 
October, 1919....| 33,159 | 22,275 9,751 


The above figures, which are partly 
official and partly estimated, show 
that, between March, 1917, and No- 
vember I, 1918, 3,999 millions of 
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new banking credit in the shape of 
so-called deposits were created—an in- 
crease of 16.1 per cent, Similar com- 
parison for the item “Loans and Dis- 
counts” shows that between the same 
two dates there was an increase of 
2,772 millions—an increase of 16.8 per 
cent; and that, for the item “Invest- 
ments” for the same dates, there was 
an increase of 3,954 millions—or 79.8 
per cent. ’ 

It will be noted that the most strik- 
ing increase of percentage is found in 
the item ‘“‘Investments” between the 
dates March, 1917, and November, 
1918, when an increase of close to four 
billions of dollars is shown in the in- 
vestment holdings of the banks. This 
was the period when the government’s 
great bond-issuing operations were at 
their height: The banks were under 
pressure to make heavy investments of 
their credit in subscribing for govern- 
ment loans; they were also extending 
credit accommodation on liberal terms 
to their customers for the like purpose. 
This was also the period when the total 
currency in circulation was increasing 
most rapidly—the increase between 
Mareh, 1917, and November, 1918, 
amounting to over one billion and a 
quarter. 

But the expansion of banking credit 


did not come to a stop with the armis-. 


tice. Figures given in the table above 
show that expansion has continued at 
an alarming rate since then. And the 
end.is not yet assuredly in sight. Be- 
tween the dates November 1, 1918, 
and October, 1919, 4,297 millions of 
dollars of new credit have been created; 
loans have increased 2,483 millions of 
dollars; and investments 842 millions 
of dollars. 

It thus appears that for the whole 
period, March, 1917, to October, 1919, 
8,296 millions .of dollars of new bank- 


Ñ 


ing credit have been created, most of 
which was undoubtedly occasioned by 
the exfgencies of government financing. 

It has recently been estimated (Fed- 


eral Reserve Bulletin for October, 1919, 


page 942) that the banks of the coun- 
try hold among their investments over 
four billions of dollars of government 
war securities (Liberty Bonds, Victory 
Notes or Certificates of Indebtedness) 
and, among their loans and discounts, 
two and a half billions or more repre- 
senting loans Made to customers se- 
cured by government obligations and 
made, presumably, for the most part, 
in aid of customers’ subscriptions to 
government loans. Altogether then, it 
appears that the banks are carrying, 
directly or indirectly, between six arid 
seven billions of government war obli- 
gations against which has been ex- 
tended newly created credit in the 
form of deposits or currency. 

Influence of Bank Credit on Prices. — 
This newly created credit, like the new 
currency, constitutes an addition to 
the supply of the country’s purchasing 
media. It is for all practical purposes 


‘ to be regarded as money. Itis accepta- 


ble as a means of purchase and pay- 
ment. It acts on prices substantially 
the same as money. It is the new and 
large addition to the country’s circu- 
lating media, resulting from the place- 
ment of so large a portion of the Gov- 
ernment’s loans in the form of “credit 
loans ”—that is, in excess of what the 
current savings of the people would 
support—that is largely responsible 
for that feature of our financial situa- 
tion which has resulted in the continu- 
ing high prices, of which there is so 
much complaint. . 

The best way to improve our price 
situation is to improve our credit sit- 
uation. Indeed, no great .improve- 
ment in the price situation need be 
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_ looked for until the credit situation is 
materially improved. The banking 
‘and credit situation will improve as 
the large amount of war loan paper 
and investments now carried by the 
banks is liquidated. ‘There is only one 
way to liquidate them and that is out 
of the proceeds of savings. Those who 
are debtor to. the banks for credit ac- 
commodation in aid of subscriptions to 
government loans must be made to 
take up their obligations to the banks 
out of their individua savings, if it is 
at all possible for them to do so. If 
they can not do it, or, rather, to the 
extent that they can not do it, others 
must in effect do it for them; others 
must save and out of their savings buy 
Liberty Bonds in the market. Thus 
‘will the market for government bonds 
_ be improved and thus will it be made 
‘possible for the banks to liquidate by 
selling in the market bonds, which they 
have bought on credit, and their cus- 
tomers, the bonds which the banks 
are holding as collateral. Such liquid- 
ation will at once reduce the loan and 
investment accounts of the banks on 


the one side and their deposit liabilities 


on the ‘other; and it will, in addition, 
bring a return flow of currency to the 
‘banks. It is thus that there will result 
from the process of saving, reduction 
in the volume of purchasing media and 
decline of prices. 

Reduction: of Inflation by Saving.— 
If everyone had done his full duty dur- 
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ing the war by voluntarily rationing 
himself and saving to the requisite de- 
gree, most of the expansion of credit 
and currency and inflation of prices, 
from which we are suffering, would 
have been «avoided. Because there 
were financial slackers who did not do 
their duty, expansion of credit and 
currency was carried to the point of 
inflation. The evils of inflation, of 
which the President warned the nation 
in his War Message of April 2, 1917, 
are now upon us in the shape of high 
cost of living, profiteering, speculation, 
reckless extravagance and industrial 
unrest and strife. These evils are to 
be teckoned as a part of thé cost of the 
war. They are the cost of inflation. 
That cost must now be met. Until it 
is met, those evils will remain to plague 
us. Indeed, there is danger that they 
will grow worse through:postponement 
or through national self-delusion that 
they can be escaped. Recent months 
have given dramatic evidence that the 
appetite for inflation, like most other 
appetites, grows by what it feeds upon. 
Inflation is breeding inflation. A halt. 
must be called. Saving must again 
become the order of the day. We have 
too much credit and too much money 
outstanding in the United States— 
above all, too much unproductive 


credit. Its volume must be reduced. 


There is but one sure method: that is 
saving. | 
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Governmental Thrift Through a National Budget 


By CumarLEes WALLACE COLLINS 
Author of National Budget System and American Finance 


HE American government: is the 
greatest spender in the world. 

In the past, before the war, expenditure 
of public money attracted little or no 
attention in this country. Our vast 
sources of national wealth had hardly 
been touched. The money for the 
running of the government was raised 
largely by indirect. taxation and the 
people did not feel that they were really 
supporting the government. Many 
times in the quarter century preceding 
the late war the treasury received more 
money than was necessary to meet 
appropriations by Congress. In other 
words we were often embarrassed by a 
surplus in the treasury. This situa- 
tion was due largely to a tariff policy 
which was formulated and put into 
effect not primarily with the idea of 
supporting the government but for 
other reasons ordinarily described 
under the term “protection.” The 


' revenue side of financial administra- 


tion was not directly related to the 
expenditure side. a 

During this period there was no de- 
mand for economy in the administra- 
tion of the government made by the 


‘people.. The question of financial pol- 


icy from the standpoint of government 
economy never entered into political 
discussions either in the congressional 
or presidential elections. No empha- 
sis was laid on the method of procedure 
in arriving at the financial needs of the 
government or on the method of pro- 
cedure of Congress in granting funds 
for this purpose. We felt that we were 
too rich to bother about these matters. 
The expenditure of a few hundred 
i 


million dollars or even a billion dollars 
appeared of no great consequence to a 
strong young nation in possession of 
the richest country in the world. 

Thus grew up without studied adap- 
tation a system of financial procedure 
which is pecular to this government. 
It was not based upon a scientific 
study of the problem of budgetary pro- 
cedure but represents accidental acere- 
tions and circumstantial adjustments 
from time to time without coördina- 
tion. The method has never at any 
time proven satisfactory to either the 
executive or to Congress but neyerthe- 


‘less, being a practical people, we were 
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abletomakeitwork. We even financed 
the war under it without plunging the 
government into bankruptcy, but 
surely no other nation could have 
stood the strain. 


NATIONAL FINANCING IN THE Past 


A brief description of this system, or 
lack of system, may be in point. In 
the first place the bureau chiefs, orsuch 
other heads of the various organization 
units which have disbursing officers 
who spend the money appropriated out 
of the public treasury, make estimates 
embodying their requests for the ex- 
penditure of money for the coming 
fiscal year. These estimates are drawn 
up in the early fall and are required to 
be transmitted to the Treasury Depart- 
ment by October the fifteenth. They 
represent the plans and ambitions of 
the bureau chief. He is, if he is a good 
official, naturally interested in the ex- 
pansion and development of the service 
under his jurisdiction. The greater 
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his service the more honor to him. He 
does not make his estimates with a 
view to the total expenditure of the 
government. He is interested in his 
own bureau. According to the prac- 
tice of Congressional committees there 
is a strong likelihood that some reduc- 
tion will be made in his estimates. In 
anticipation of this the practice has 
grown up of estimating rather liberally 
so that if cuts are made ample funds 
may be left to carry out the plans of 
the bureau. 

The heads of the ee have 
the legal authority to revise the esti- 
mates of the various bureaus under 
them. In fact it is the assumption of 
the law that these bureau estimates are 
really the estimates of the head of the 
department. But the head of the de- 
partment has no special organization 
to enable him to make this revision and 
he certainly has no time to do it him- 
self. In some cases he may order cer- 
tain reductions in the estimates of a 
bureau but this is exceptional. There 
is no systematic attempt to supervise 
and restrict the demands of these vari- 
ous bureaus for money out of the 
Treasury. 

According to law these estimates for 
all of the departments and establish- 
ments of the government are sent in to 
the Secretary of the Treasury. He is 
required to classify them and have 
them printed in what is known as the 
Book of Estimates. The Secretary of 
the Treasury has no power to review 
the estimates nor can he make or sug- 
gest reductions. His relationship to 
them is mechanical and formal. 

The Secretary of the Treasury trans- 
mits the Book of Estimates to the 
House of Representatives. He does 
not include in it an estimate of the 
revenues and suggestions for new taxa- 
tion if necessary. When the estimates 
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reach the House they are parcelled 
out to a number of independent appro- 
priating committees. These commit- 
tees hold hearings on the estimates 
relating to the particular services over 
which they have jurisdiction. They 
call before them the various officers of 
the government responsible -for the 
preparation of the estimates in the 
first instance. They are submitted to 
a rather lively examination the pur- 
pose of which is to discover the facts 
upon which such estimates are based. 
It is customary at these hearings for a 
contest to arise between the bureau 
chief and the committee—the bureau 
chief,on the one hand, trying to sustain 
his position in order to secure the 
amount estimated and the committee, 
on the other hand, trying to find the 
weak spots in the position of the bu- 
reau chief. The bureau chief has the 
advantage, in that he alone is in pos- 
session of the intimate knowledge of 
the operations of his bureau upon which 
knowledge alone a correct basis for an 
intelligent estimate can be found. It 
sometimes happens that committees, 
in utter despair of getting at the real 
situation, will make arbitrary cuts 
in the estimates in order to reduce 
expenditures. 

' Each of these appropriating com- 
mittees of the House, after the close of 
the hearings, reports out one or more 
appropriation bills; and these, fourteen 
in number followed by one or more 
deficiency bills later in the year, make 
up the sum total of the appropriations 
out of the public treasury for the 
annual support of the government. 
These committees do not consult with 
each other in the course of their work 
nor do any of them attempt to gain 
a view of the finances of the govern- 
ment as a whole. When the House has 
passed an appropriation bill it goes 
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to the Senate where the same process 
is followed as to the hearings and 
reports. 

The defects in this system of finance 
are readily seen. The observer is 
struck with the astonishing lack of 
control both in the executive depart- 
ments and in Congress. At no stage, 
from the preparation of the estimates 
to the final passage of appropriation 
bills, is there any fixing of definite re- 
sponsibility or any view of the total 
demands which are being made upon 
the national treasury. There is no 
plan and no real financial policy. No 
one knows until near or after the close 
of a sesfion of Congress how much 
money must be raised in taxation from 
the people to meet the needs of the 
government. 


WuHeErRE tHE Favur Limes 


Who is to blame for this state of af- 
fairs? It has become popular of late 
to criticize Congress for our system 
of finance. Many writers are indulg- 
ing in wild statements about the 
extravagance of Congress and the 
supposed orgy of “pork-barrel” and 
“log-rolling” legislation. Someof these 
writers are even attempting to dis- 
credit Congress before the American 
public. This crusade against Congress 
is based upon a misconception of the 
real facts of the situation. Congress- 
men are not reformers. There are, 
indeed, always a few reformers in Con- 
gress but that is not their business. 
The American congressman is elected 
by a local constituency and he is sent 
to Washington to represent primarily 
the interests of his district. He is, 
it is true, a national legislator and the 
opinion of Congress as a whole will al- 
ways conform very closely to the pub- 
lic opinion of the American people. 
But if he fails to represent the local 
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interests of his district another man 
will be elected who will do so. 
Congress is to blame for not provid- 
ing a modern and business-like budget 
system for the administration of na- 
tional finance only in the sense that 
Congress alone can change and correct 
the existing system,—and who can say 
that there has been a nation-wide de- 
mand for such a reform? Out in the 
various congressional districts there has 
not been in the past any considerable 
agitation overethe necessity for a bud- 
get system. The demand for action 
along these lines has come chiefly from 
academic sources, from writers inter- 
ested in the science of public finance, 
and from certain highly organized com- 
mercial organizations in the eastern 
part of the United States. 
Furthermore it seems not to be gen- 
erally understood that Congress, under 
the present system, is the only branch 
of the government which has consist- 
ently fought for economy in the ad- 
ministration of the government. It 
has always cut the estimates turned in 
by the executive branch of the govern- 
ment. There has not been a single 
year within our recent history in which 
the appropriations made by Congress 


were not less by several millions than 


the executive estimates for the support 
of the government. ` 

:- Great emphasis has been laid on the 
extravagance and wastefulness of Con- 
gress through “pork-barrel” and “‘log- 
rolling” methods of appropriating 
money for public buildings and river 
and harbor improvements. The fact 
is, that appropriations for these pur- 
poses amount to a very small per cent 
of the total appropriations,—probably 
not more than 1 or 2 per cent in the 
past and for the future they will be 
perhaps less than 1 percent. But even 
these appropriations are not made 
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without official estimates in each case. 

Criticisms could be directed at the 
executive branch of the government 
with: better grace. The executive 
bureaus are constantly reaching out 
for more money and sending estimates 
in to Congress for greater and greater 
demands upon the public treasury. 
There has been no really concerted 
effort on the part of the executive 
branch for economy in expenditures. 
It is nobody’s business there to take 
this point of view and ¢he tendency, 
therefore, of the executive departments 
is wholly towards greater expansion 
and greater demands for money. 


WAR AND NATIONAL FINANCE 


Our entry into the war has com- 
pletely changed the financial situation. 
We have emerged from: the conflict 
with a public debt of about $26,000,- 
000,000 calling for an annual expendi- 
ture for interest, of more than $1,000,- 
000,000. We are further faced with a 
‘vastly increased current annual ex- 
penditure and it is doubtful if our 
total appropriations for the support of 
the government will be less than $5,- 
000,000,000 for several years to come. 
This means for the American people a 
continuation of high taxes in order to 
furnish the necessary revenue and the 
cohtinuation to a considerable extent 
of the high cost of living. 

For the first time in our history the 
people are interested in financial policy 
and financial reform. There is an in- 
creasingly strong demand for economy 
in financial administration in order to 
protect the Treasury. The people are 
realizing as never before that it is they 
who are supporting the government. 
The idea of a budget system is begin- 

_ning to gain wide prevalence. The 
Sixty-Sixth Congress almost immedi- 
ately upon convening began to take ac- 
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tion looking toward the reorganization 
of our financial system. The House 
and the Senate each appointed a select 
committee to devise a budget plan and 


the plan reported out by the House 


committee was adopted by the House 
October 22,1919. This plan is embod- 
ied in the so-called “Good Bill” intro- 
duced by Chairman Good in May, 
1919. Chairman McCormick of the 
Senate committee has also introduced 
into the Senate a budget bill similar to 
the plan introduced by him into the 
House in 1918. 


PLANS ror BUDGETARY REFORM 


Both of the plans embody’ the gen- 
eral principles of budgetary reform as 
advocated by economists and students 
of finance for many years past. ` They 
include the installation of machinery 
insuring centralization of executive 
responsibility and control. The Presi- 
dent is to submit to Congress at the be- 
ginning of each session a national bud- 
get which shall contain on the one hand 
a revised and coérdinated statement of . 
the financial needs of the government 
in the form of estimates of expenditure, 
and on the other hand an estimate of 
the revenues of the government with 
recommendations for new taxation 
when the estimated revenues appear 
insufficient to meet the estimated ex- 
penditures. ‘The detailed work of the 
revision and the codrdination of the 
estimates will be done through abudget 
bureau situated either in the office of 
the President or in the Treasury De- 
partment. This bureau is to have a 
permanent personnel of highly trained 
financial experts and ‘economists who 
will be protected in their positions by 
the civil service rules. 

These plans provide also for an inde- 
pendent audit of the government ac- 
counts which is to be accomplished by 
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consolidating the existing audit forces 
which are now under the executive and 
putting them under an independent 
establishment at whose head shall be a 
Controller-Auditor General. The pur- 
pose of this is to furnish an independent 
instrument of criticism of the executive 
expenditures and a report upon them 
to Congress. 

Such in brief, is the kind of budget 
- system which is likely to be adopted in 
the near future for the federal govern- 
ment. Its beneficial effects can be 
readily seen. It will abolish nearly all 
of the vicious practices so loudly com- 
plained of at the present time. It 
would be a Step of the greatest impor- 
tance in the direction of national thrift. 
The bureau estimates would be scru- 
tinized and controlled at their source. 
They would be made with reference to 
the needs of the bureau in its relation 
to the needs of the government as a 
whole. When the estimates reached 
Congress in the form of a business-like 
financial program,—that is a budget,— 


they would have already been reduced 


to the bona fide needs of the govern- 
ment. They would not be as now a 
conglomeration of unrevised depart- 
mental requests but would be a scien- 
tific presentation of a well thought out 
plan embodying in one single, simple 
and intelligible statement the financial 
policy for which the President is willing 
to assume responsibility before the 
American people. The treatment of 
this budget by Congress in the same 
centralized way insures here also a 
definite fixing of responsibility and a 
unity of legislative action. 

The independent audit completes the 
circle of control by providing a con- 
stant and alert critical organization 
which will report to Congress and to 
the public any deviation by the execu- 
tive spending officers from the letter 


or the spirit of the appropriation laws. 

The taxpayer may rest assured that 
in the near future there will be in vogue 
in the federal government a system of 
financial administration, known as the 
budget system, which will, as near 
as system can guarantee that no 
money shall be taken from the people 
except that it be to meet a real need 
of their government. The stream of 
revenue which must be poured into the 
national treasury, in many cases at a 
sacrifice by th@ taxpayer, for many 
years to come, will be protected from 
wild and extravagant demands of over- 
reaching executive bureaus. 


LIMITATIONS or A BupGcrr SYSTEM 


No system, however, no matter how 
well thought out will produce in itself 
absolutely satisfactory results. It will 
be necessary for the American people 
to lend their strong moral support to 
Congress in the working out of this 
great reform. They must abandon 
whatever is left of their local point of 
view of spending money out of the na- 
tional treasury. A national financial 
policy looked at from the point of view 
of national betterment is possible only 
through the coöperation of the rank 
and file of our vast citizenship who con- 
trol the activities of the membership 
of the two houses of Congress. 

It is not to be expected that a bud- 
get system will cause any considerable 


reduction in the total expenditures of: 


the government. It is not ‘claimed 
that this reform will bring the amount 
of appropriations anywhere néar to 
where they were at the outbreak of the 
war. Expenditures depend upon the 
policy of the party in control of the 
government for the time being. If it 
be one of retrenchment, expenditures 
naturally would be reduced. If on 
the other hand it be a policy of ex- 
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pansion, causing the government to 
enter into new fields of service they 
will be proportionately greater. 

The budget system as a means of 
financial administration does not an- 
swer the question as to what services 
the government shall undertake year 
by year. That is a question of pol- 
tics and one the decision of which 
must be made by the people at the 
polls. An extravagant government in 
the political sense may be a govern- 
ment which has the wpproval of the 
majority of the voters. The only pro- 
tection from this sort of extravagance 
is the inevitable criticism which arises 
from an alert minority, a criticism 
which if well founded may result in an 
overthrow of the majority at the next 
election. 


` 
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What the budget system is intended 
to do, whether under a policy of 
expansion or under a policy of re- 
trenchment, is to guarantee that the 
estimates presented to Congress are 
economical and are properly codrdin- 
ated with each other in their relation 
to the total proposed expenditure, and 
further, to the estimated revenue to 
be raised by taxation. It is possible, 
therefore, to have sound business-like . 
estimates under what might be re- 
garded as an extravagant financial 
policy. The budget. system has done 
its part when it has given this protec- 
tion and when it has presented a pic- 
ture of the finances as a Whole to the 
people and to Congress each year be- 
fore any legislative action has been 
taken. 


_ Capital Needs for Education in the United States 
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ACH of the writers invited to 
contribute to the Academy’s vol- 
ume on Thrift has probably found the 
. difficulties of his task multiplied by the 
fact that money values, in which we 
must perforce define our conceptions 
of expenditures, savings and. capital, 
are themselves now in process of extra- 
ordinary flux. This difficulty is espe- 
cially evident in discussing investments 
in education where capital needs are 
increasing almost proportionately with 
commodity and wage prices while the 
growth of assessment values, on the 
basis of which these needs must largely 
be met, has decidedly lagged. The 
writer of this paper will therefore ask 
that his*readers always interpret his 
statements on the assumption that 
money values as of June 30, 1914, have 
remained stable. When we shall have 
gotten over the confusion produced by 
the war and the darkening of coun- 
sels engendered by those bent on ex- 
ploiting their particular theories of 
safety and progress we shall doubtless 
find ourselves able to make increases 
in teachers’ salaries, in valuation of 
property for assessment, and the like, 
in such a way as to distinguish intel- 
ligently between those adjustments 
which must be made because of depre- 
ciation in nominal money values and 
those that should represent permanent 
changes in terms of real values. 

The raising of revenues for public 
purposes has always taxed the inge- 
nuity of governing authorities. The 
tornadoes of revolution have more 
often been generated under the atmos- 
pheric pressure of excessive or unwise 
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taxation than from any other cause. 
When it is recalled that from one-third 
to three-fifths of all revenues raised by 
state and local taxation in America 
goes to the support of public education 
the problems ofətaxation and of wise 
expenditure confronted by our govern- 
ing authorities on behalf of public 
schools are evidently far from simple. 
The conduct of the schools of the people 
now constitutes by far our largest pub- 
lic enterprise. Itis obviously an enter- 
prise in which, unlike roads, or fire 
protection, or even policing, returns 
must be taken considerably on faith. 
Public schools cannot be made self- 
supporting as can the post-office and 
water supply systems. Only strong 
faith in the permanent values of edu- 
cation can sustain a people in taxing 
itself, and especially its richest and 
most powerful members, heavily and 
persistently for the support of schools 
which are constantly growing more 
costly. 

In estimating the capital needs of 
education during the next few years 
several factors require separate con- 
sideration: (a) What will be prob- 
able increases along lines of educational 
effort—salaries of teachers, buildings, 
equipment, longer school year, smaller 
classes, etc., in elementary and second- 
ary schools and in state colleges and 
other than special schools—already 
securely established and progressively 
developed during the last fifty years? 
(b) What will be probable expendi- 
tures for new types of public education 
—-vocational, physical, continuation 
—now apparently developing? (c) 
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What demands for experimental forms 
of education may be expected? (d) 
What changes may be expected in the 
abilities of the states (or the nation 
participating) to support public edu- 
~ cation? (e) In what respects are there 
now preventable wastes in education, 
or in what respect can we, without in- 
creased expenditures, materially im- 
prove the ultimate effectiveness of our 
school offerings? 


@ 
ÅNTICIPATIONS SUMMARIZED 


We can imagine Uncle Sam as a 
thrifty pater-familias making his de- 
cennial budget. “What should the 
nation plan to spend on its public 
schools?” His advisers submit ob- 
servations and recommendations which 
are first summarized, and then elabo- 
rated, as follows: 

1. During the last half century 
the cost of public education has in- 
creased faster than either population 
or taxable valuation, due largely to 
lengthening of school year, generel 
establishment of free high schools, 
extending age of required attend- 
ance, increasing teachers’ salaries, 
especially in cities, and provision of 
more expensive supervision. 

2. All present tendencies point to 
the necessity of continued growth in 
rate of expenditure at least equal to 
that of recent decades in order to 
reach adequate minimum standards 
of effective schooling. This means 


č 


more particularly: A school year of . 


at least 160 to 180 days in rural dis- 
tricts; a minimum age of compul- 
sory full-time school attendance to 
the fourteenth birthday: provision of 
facilities for all persons seeking high 
school education; more expert super- 
vision; and salary increases sufficient 
to attract and hold properly qualified 
teachers. 


3. All present tendencies point to 
the acceptance in the near future by 
the public of the following as neces- 
sary expansions of public education: 
provision of some facilities for voca- 
tional education for all; compulsory 
continuation school attendance at 
least to 16 and probably to 18; 
provision of some form of health 
supervision for all schools; and pro- 
vision for some special education of 
adult immigrants. 

4, Certain extensions or modifica- 
tions of public education are now 
much discussed, but their probable 
realization, or, if realized, their 
probable addition to the cost of 
education, are still very problemat- 
ical. The involved problems are 
indicated by ‘these questions: Is it 
likely that kindergarten education 
will be extended? Will junior high 
school education be considerably 
more expensive than the grade edu- 
cation it replaces? Will reorganized 
liberal secondary education prove 
much more expensive than present 
high school education? Will the 
public demand a much longer school 
year for schools of general education? 
Must the schools retain a substan- 
tial proportion of men teachers? 
Must the schools seek more expen- 
sive service from modern language 
teachers? Must physical training 
be provided in cities? Can voca- 
tional education be made, in part, 
self-supporting? 

- 5. Certain redistributions of the 
burdens of supporting public edu- 
cation may well be expected in the 
light of present tendencies: (a) 
Heretofore the major part of the 
cost of schools has fallen in the pri- 
mary Instance as a tax on property; 
the present tendency is towards 
utilization of less direct sources. (b) 
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The larger political unit, the town 

, rather than the district, the county 
rather than the town, the state 

' rather than the county, and as a be- 
ginning, the nation rather than the 
state, tends to become the support- 
ing area for a portion of the cost of 
education; and the contributions of 
the larger area are so exacted and 
distributed as to tend to equalize 
the burden of school support on the 
one hand and its resulting advan- 
tages on the other. 

6. Education is still far from being 
efficient. In many respects its aims 
are poorly defined, and of course 
here methods may well be ineffective 
to the zero point. Even where aims 
are fairly concrete and demonstrably 
valid, methods are often bad. Sound 
principles ‘of public policy clearly 
point to the desirability of providing 
at public expense for a substantial 
amount of research into aims, meth- 
ods and administration of education 
as a means of reducing waste and 
increasing the value of the returns 
from present and future investments 
in education. 


EXPENDITURES FOR Pursue Epuca- 
TION 


During the last half century growth 
of expenditures for public education 
has been considerably more rapid than 
growth in population. The statistics 
of the United States Bureau of Educa- 
tion are. confessedly neither complete 
nor exact as regards the two or three 
decades following 1870; nevertheless 
they are sufficiently reliable for pur- 
poses of general comparison. 

In 1870 there was expended for all 
public school purposes $1.64 per capita 
of population; in 1915 the amount was 
about $6.03. In 1870 the amount 
spent per pupil in average attendance 


was $15.55; in 1915, it was .$40.43. 

During this half century the ratio of 
childreh of school age (5 to 17 years 
inclusive) has fallen from 31 per cent 
to 26 per cent of the total population, 
due in part to diminishing birth-rate . 
and in part to greater longevity of an 
increasingly healthy people. This de- 
crease in a sense tends to lessen the 
burden of supporting schools; but this 


‘is far more than offset by the lengthen- 


ing of the school year, the operation. of 
compulsory atténdance laws, and the 
desire of constantly increasing num- 
bers to seek upper grade and high 
school education. In 1870 57 per cent 
of persons 5 to 17 years of age were en- 
rolled in public schools; in 1915 nearly 
75 per cent. In 1870 the average 
length of the school term was 132 days 
and the average number of days at- 
tendance made by each enrolled pupil 
was 78; in 1915 these figures were 159 
and 121 respectively. 

Some other figures are worthy of at- 
tention as showing progress of schools 
and school expenditure. In 1870, 38 
per cent of all teachers were men; in 
1915 men constituted less than 20 per 
cent in spite of the growth of high 
schools. In 1870 the average monthly 
salaries of all teachers was just under 
$29; in 1915 it was’ slightly over $68. 
Since 1870 the value of all school 
property has increased more than ten 
fold—from $130,000,000 to $1,567,- 
000,000. 

None of these figures can be consid- 
ered exact, owing to the necessarily 
imperfect methods of reporting used 
by the states; nevertheless they are 
sufficiently accurate to present a fair 
exhibit of the evolution of the measur- 
able aspects of public education during 
the last half century. Faults of inter- 
pretation are, of course, easily possible. 
Perhaps the best single measure of 
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educational expenditures is suggested. 


by the fact that whereas in 1870 the ` 


amounts expended per day for each 
pupil enrolled are computed at 7 and 
12 cents respectively for salaries and 
. for all expenses; in 1915 these amounts 
were 14 and 25 cents. 

Viewed in the aggregate, expendi- 
tures for public education seem large. 
But when set in comparison with other 


less useful forms of expenditure they © 


seem far from striking. The American 
people now spend upon each of twe 
items——tobacco, and display advertis- 
ing—sums considerably in excess of all 
outlays for public education. In 
years just passed they spent on alco- 
holic beverages at least twice and, were 
proper methods of computation em- 
ployed, probably three times what was 
spent for education from the kinder- 
garten through the university. 


ACHIEVEMENTS IN PUBLIC EDUCATION 


Space is not here available for an 
enumeration of our achievements to 
_date in public education. Consid- 
ered from the standpoint of the ideals 
of those zealous for the progress 
of education these achievements are 
disappointing enough; but viewed 
historically and comparatively they 
justify sincere admiration. Free ele- 
mentary schools are now practically 
available. to all the people; and as 
respects free and accessible high school 
education, America surpasses all other 
countries. State universities, agricul- 
tural colleges and higher technical 
schools are widely, available and gener- 
ously supported. Nearly all states 
have free schools, often including free 
boarding accommodations, for the 
deaf, blind, and semi-delinquent. The 
length of school year has reached a sat- 
_ isfactory optimum in most cities. The 
teaching force of the United States is 


composed usually of persons of good 
native abilities and social endowments. 
Except in rural districts, school build- 
ing has made great advances in the last 
three decades. Most of the states now 
provide text books and other working 


. facilities to pupils. Compulsory school 


attendance laws are nearly universal 
and the minimum age at which cessa- 
tion of education is permitted steadily 
rises towards fourteen in all states, 
while in some that goal has been passed. 

It has already been noted that the 
cost of public education has been in- 
creasing faster than population and 
taxable valuation during the last fifty 
years. There can be no doubt that 


such rate of increase in terms of real 


values will continue for many years to 
come unless the nation should be over- 
taken by economic catastrophe. All 
indications are that the people will 
create the demands. The number of 
days of school session will be increased 
in rural schools; the proportion of 
teachers with professional traming 
will be steadily greater; teachers of 
inferior personal qualities or training 
will less frequently be employed; sal- 
aries (always speaking in terms of real 
values) will be raised somewhat, as a 
means of attracting teachers of super- 
ior native fitness and equipment; 
buildings and teaching facilities will be 
somewhat better; and in some city 
schools, at any rate, size of classes will 
be perceptibly diminished. 

Many campaigns are now under way 
looking to increasing salaries. Most 
of these have been undertaken, prim- 
arily, of course, to aid teachers in 
keeping their nominal salaries some- 
what correlated with. rising prices. 
But in a degree these campaigns repre- 
sent something more fundamental. 
In educationally progressive communi- 
ties, school boards, executives, and ex- 
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perienced teachers, as well as noincon- | 


siderable part of the public, realize that 
if the general level of teaching is to be 
raised, better compensation must be 
offered as a means of attracting and 
retaining the kinds of service capable 
of giving improved service. 

In many particulars, standards of 
public education are yet far below 
_ what will be demanded when public 
opinion becomes better informed. Our 
rural schools in general now assure 
literacy, but not enough beyond. 
Curricula of high schools and upper 
grades are still without valid objectives. 
Classes in aity schools are often excess- 
ively large. Nowhere is there ade- 
quate provision for experimental work 
looking to the scientific improvement 
of aims, methods, and administration 
of education. 

In terms of money values of 1914 it 
is safe to predict that expenditures on 
public education will so rise during the 
next decade that by 1930 we shall be 
spending $10 annually per capita of 
population on the kinds of schooling 
already generally established, and ex- 
cluding possible developments into 
new fields hereafter to be considered. 


PROBABLE Expansions or PUBLIC 
EDUCATION 


1. Vocational Education.—The most 
absorbing and significant movement in 
educational thought and practice dur- 
ing the last decade has centered in 
vocational education. There exists 
a rapidly growing conviction that 
facilities for vocational education ought 
to be available for all; but beyond 
this, public opinion has not yet gone. 
Educators themselves are by no means 
agreed as to what constitutes effective 
vocational education. 
informed students are probably agreed 
on the following conclusions: 


But the best’ 


a. All adults during all historic 
times have followed vocations. 
Since instincts and childish imita- 
tion give only meagre . preparation 
towards meeting the requirements 
of all but a few primitive forms of 
production, it follows that all adults 
have at some time and place been 
trained, developed or educated (in the 
broadest sense of the term) for the 
exercise of one or more vocations. 
But such vocgtional education may 
be the direct and systematized train- 
ing of a vocational school, or the sys- 
tematized by-education of organized 
apprenticeship, or the “pick-up” 
education of actual participation in 
first, simple and then more. complex 
phases of the work itself. Now the 
essence of the “current” movement 
for the development of vocational 
schools reflects in reality a social 
conviction that systematized and 
effective vocational training should 
be substituted for the unsystematic 
and wasteful vocational education 
which has been the best available 
for about 90 per cent of all workers. 

b. Apprenticeship vocational edu- 
cation is now available for only a 
small per cent—probably less than 8 
—-of all workers; and its inher- 
ent characteristics are such that it 


- may be expected in the future, as it 


has for many years in the past, to 
decline in effectiveness. 

c. For the large majority of voca- 
tions as now developed. and special- 
ized, vocational education cannot 
all be given in some pre-working 
stage, as is now largely the case with 
professional education; nor can it 
consist chiefly, or even largely, of 
more or less abstract studies of the 
technical phases of such vocations; 
nor need it necessarily require ex- 
tended time at any one stage. 


+ 
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It is difficult, therefore, as yet to 
estimate the probable cost ,of an 
adequate system of vocational edu- 
cation. Between the ages of 15 and 
25 we can assume that there are in the 
United States 2,000,000 persons in 
each year group, all of whom at some 
time, or at different times, should be 
given opportunity for vocational edu- 
cation. Good vocational training for 
reasons that need not be detailed here 
is More expensive pes pupil per hour 
than other forms, ranging from 50 
cents per student-hour for medicine 
and engineering to 20 cents per stu- 
dent-hour for the trades, and reaching 
as lowas 10 cents in certain commercial 
and industrial vocations. Some forms 
of vocational education can be made 
partially self-supporting. Nursing edu- 
cation is that now. The best forms of 
secondary agricultural education can 
meet one half their total cost. Up- 
grading industrial education rapidly 
approximates a condition of self-sup- 
port as respects all but instruction and 
overhead charges. 

For the next ten years, taking the 
American people as a whole, it is cer- 
tain that the investment of $50 on each 
of the 2,000,000 persons referred to 
above, somewhere, or at different inter- 
vals, between the ages of 15 and 25, or 
a total annual expenditure of $100,000,- 
000, would give splendid returns in the 
increased economic productiveness, as 
well as the incidental good citizenship, 
of the entire people. 

2. Compulsory Continuation Schools. 
—The war has given a great impetus 
to the enactment of legislation pro- 
viding for compulsory continuation 
schools, For a number of years before 


1914 American educators had been con- 


. yineed that one of the most successful 
features of German education was its 
continuation schools; and a few pro- 


gressive states had begun experimental 
work in their establishments. Present 
indications are that all states not prim- 
arily agricultural will require continua- 
tion school attendance to 16 or 18 
within a very few years. It is safe to 
predict that such attendance will affect 
at least 1,000,000 children of each year 
age group, or a total of from 2,000,000 
to 4,000,000. Adequate schooling for 
these on the basis of a minimum 
attendance of four hours per week can 
hardly be expected to cost less than 
$8 annually or a total of from 
$20,000,000 to $30,000,000. 

3. Physical Education.—alt is now 
generally agreed by all students of 
education that a school of any type 
offers an excellent center for health 
oversight of a public nature. Already 
it is generally required that instruction 
in hygiene and sanitatior shall form a 
part of the offerings cf all public 
schools. It is believed by niany ex- 
perts that, given needed facilities and 
instructors, important results could be 
accomplished in physical training in 
most types of schools. Much experi- 
mental work in the general field of 
physical education is now under way, 
and in spite of the vagueness of many 
of the objectives proposed, it seems 
very probable that within ten vears all 
progressive states in the Union will be - 
expending from two to five dollars 
annually, m addition to present out- 
lays, on the medical inspection and 
physical education of each child in the 
public school—or in round numbers if 
all the states were equally progressive, 
$100,000,000. a 

4. Education for Adult Immigrants. 
—For many years prior tothe war 
America freely received and even wel- 
comed millions of immigrants from 
Europe and elsewhere. Recently these 
have come chiefly from countries very 
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different from our own in language, 
customs, and political traditions. The 
test of a national crisis showed that 
some of these had become well-disposed 
_ and useful Americans while others had 
not. Public opinion is now such that 
if extensive immigration hereaftertakes 
place, an extensive program of special 
education for the more mature immi- 
grants must be provided. There is 
now before Congress a measure pro- 
viding for a nationally supervised and 
aided program of special education for 
illiterate and imperfectly educated 
adult aliens now here. This bill is 
based onethe assumption that a com- 
prehensive program of such education 
would now cost the nation and the 
states together approximately $25,000,- 
000 per year. Thefuture costs of work 
of this character will obviously depend 
upon the extent to which immigration 
is permitted. If work of a thorough- 
going quality is to be undertaken it is a 
fair guess that at least $100, distributed 
over several years, would be required 
properly to “‘Americanize’’ each person 
over 14 years of age coming to the 
United States from a non-English 
speaking region.. 


UNSETTLED PROBLEMS 


These are a number of unsettled 
problems in American education, the 
solutions of which will probably mate- 
_ rially affect educational expenditures 
during the next twenty years, but the 
actual results of which can only be 
guessed at as yet. 

1. Kindergartens.—The actual func- 
tions performed or capable of being 
performed by the kindergarten for 
. children normally circumstanced is yet 
very uncertain. Children from poor 
home and street environments clearly 
derive much gain even from a meagre 
600 hours of schooling per year out 


‘reasonable historic standards. 


of their more than 4,000 waking and 
playjng hours. But there are nearly 
6,000,000 children in the United States 
between 4 and 6 years of age. To 
provide kindergarten education for all 
these will cost at least $200,000,000 
per year. Of these 6,000,000, two- 
thirds, certainly, are being reared in 
normal environments, judged by 
Is the 
kindergarten urgently needed for them? 
An influential body of fine sentiment 
today answers, yes! But it is certain 
that much study must yet be given 
to the possible functions and actual 
achievements of the kindergarten in 
contributing to real educational val- 
ues before educational authorities can 
reach dependable decisions. 

2. Administration of Secondary 
Schools.—There is rapidly taking place 
a readjustment of the administrative 
organization of schools for children 
from 12 to 14 or 15 years of age. This 
is primarily a movement to render 
education for these ages more efficient. 
Whether the reorganized schools will 
cost a great deal more than the present 
upper grade and first year high school 
work is difficult to guess. Certainly it 
will not cost less. 

3. Reorganization of High School 
Courses.—F ar reaching attempts are 
also being made to so reorganize high 
school courses and methods that the 
resulting education shall be more 
genuinely “functional” as liberal edu- 
cation. Neither of these movements 
specially contemplates reduction in 
size of classes or increases in salaries of 
teachers. The junior high school will 
manifestly require equipment more 
expensive than that now provided 
for the upper grades. Probably in all 
cases some increase in expenditure will 
be necessary to realize the objectives 
desired. 


* 
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4. To what extent will men teachers be 


‘required in the schools of the future?— 


Not only in America but elsewhere men 
have been steadily disappearing from 
elementary schools, and the propor- 
tion of men teachers in secondary 
education is diminishing wherever 
co-education prevails and professional 
standards are rising. The funda- 
mental cause for this of course is that 
men and women. cannot compete on 
equal economic terms én teaching or 
in any other calling. The “modal” 
groups of men teachers consist nor- 
mally of those who, in the expectation 
of society, are supporting, or are pre- 
paring to support, families. These 
constitute the “dominant” economic 
demand for compensation which if it is 


-not met in teaching, will be sought 


elsewhere. But the modal group of 
women teachers consist of celibates who 
only occasionally have responsibilities 
for the support of others than them- 
selves. Their dominant economic de- 
mands are, therefore, much less than 
those of men. These conditions de- 
velop, of course, in largest measure 
among teachers over twenty-five years 
of age. Under twenty-five the relative 
demands of men and women are not so 
dissimilar. ‘This situation is, of course, 
complicated by some special conditions. 
Where men teachers past the usual age 
of marriage work side by side on equal 
terms with women, the men are apt to 
be of inferior ability and personality to 
the women, for the reason that teach- 
ing ranks for man as a twentieth or 
thirtieth in the order of best vocations, 
whereas for women it is often, apart 
from marriage, the first, or, even in 
large cities, the second or third best. 
Now if women teachers of given native 
abilities, training and maturity can do 
certain kinds of teaching apparently as 
well as men, school authorities must 


Toe ANNALS OF THE AMERICAN ACADEMY 


employ them since their services can be 
procured at much lower cost. 

A similar problem appears in the case 
of young versus elderly women teach- 
ers. A very large proportion—always © 
over 60, and often 80 per cent—of all 
women who enter teaching remain only 
from two to five years, after which they 
marry. Hence in rural areas often 
80 per cent of all teachers are in effect 
girls giving service only during their 
pre-marriage years; while in cities at 
least half are frequently of that class. 
But these young women teachers 
make only low econoniic demands—in 
this respect being little diffewent from 
young farmers, clerks and even engi- 
neers and lawyers. ‘They are anxious 
for experience; they are little concerned 
with saving for the future; they are 
inexperienced in bargaining; and often 
they live at home all, or part, of 
the year. But women over thirty 
who expect to remain permanerfily as 
teachers must save for sickness or 
old age. They cannot usually live 
at home. They are, therefore, at a 
perpetual disadvantage in competing 
with the “dominant” mass of young 
teachers. Their compensation under 
the operation of the law of supply and 
demand tends to be kept down to that 
of the beginners—that is, unless it is 
evident that they can render a kind 
of service that these younger persons 
cannot offer. 

Now we possess no satisfactory 
knowledge as yet of the places and 
conditions which require the more ex- 
pensive of men as against women, or 
of mature, as against young, women. 
Women teachers are entirely right in 
demanding “equal pay for equal. 
work.” School authorities are en- 
tirely right in procuring service from 
those who, in the long run, will give it 
for least compensation. On the other 
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hand, if in a given position a man of 
equal-native and acquired powers to a 
woman, can, by virtue of his “mas- 
culinity,” render a grade or kind of 
‘valuable service which she cannot, then 
of course school authorities must have 
his services even if he holds out for a 


salary that will enable him to support 


two adults and three children. It is 
almost useless to discuss these vexed 
questions without particularizing. Al- 
ways assuming equal native powers, 
training, and maturity, can a man do 
better or worse work than a woman in 
teaching a kindergarten? In direct- 
ing high school athletics? In teaching 
high school girls singing? In teaching 
woodwork to boys of fifteen? In 
teaching all subjects to fourth grade 
children? In teaching citizenship to 
boys of sixteen? In teaching the car- 
penter’s trade to boys of seventeen? 

‘Similar problems appear in connec- 
tion with mature and young women 
teachers, Assuming equal native abili- 
ties and initial professional training, 
how much superior as a teacher for a 
third grade of forty pupils in a subur- 
ban community is a woman of forty 
over a woman of twenty-two? In gen- 
eral do young women of twenty to 
twenty-five succeed well as teachers of 
seventh grade and eighth grades as 
now organized? Are young women 
just out of college acceptable teachers 
of high school subjects? Do we find 
special types of simple work for the 
younger teachers? 

Now it ought to be obvious that if, 
for particular types of schools or 
coursés of instruction men teachers, 
the mature as well as the immature, 
are essential, that these will have to 
be paid substantially larger salaries 
than celibate women of the same age, 
general ability and professional prepa- 
ration. Otherwise these men will seek 


employment in fields which will permit 
them to rear their families appropriate 
to the ideals and standards of a people 
not committed to the practice of “race 
suicide.” 

5. Cost of Physical Education.—Ref- 
erence has already been made to 
current discussion of the need and 
feasibility of physical training as a 
distinct phase of physical education. 
If it should prove expedient to embark 
upon expensive schemes of physical 
training, the largest expenditures will 
doubtless first be required for city chil- 
dren. The probable cost of such work 
is still wholly problematical. 

6. Financing Vocational Education. 
-—There are those who believe that 
good vocational education can be made 
partly self-supporting. Properly or- 
ganized and conducted vocational 
schools can undoubtedly turn out a 
large amount of productive and even 
marketable work. But it is the present 
writer’s conviction that it will prove 
much more in accordance with sound 
public policy to apply the net returns 
obtained for such product to a pay- 
ment of a partial wage for the learners 
than towards the support of their 
schools. The psychological and social 
reasons for such action in terms of 
creation of incentives promoting right 
standards of workmanship and the like 
can readily be understood. 


Tue Support or Posruic EDUCA- 
TION 


The ecomoniec production and accu- 
mulation of wealth from which must be 
taken by taxation the means of sup- 
porting public education have been 
increasing considerably more rapidly 
than population during the last half 
century. In spite of the absorption of 
free lands we have no reason to infer 
that the same proportion of increase 
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will not take place during the next few 
decades, even taking account of the 
destruction of wealth occasionéd by 
the war. Demands for good education 
and abilities to support it easily, prob- 
ably increase at faster ratios than per 
capita incomes or accumulations sub- 
ject to taxations, notwithstanding the 
competition of spending for more visi- 
ble and immediate gratifications. But 
the effect of changes in the distribution 
of either larger incomes or accumula- 
tions—towards concentration in a few 
hands or distribution among many— 
on the ease with which public revenues 
can be increased seems yet a very 
obscure subject in the literature of 
taxation. 

Two tendencies towards equalizing 
among all the members of state and 
nation the burdens of supporting pub- 
lic education and which have been 
moderately operative in the past may 
have accelerated development in the 
near future. The first of these is an 
enlargement of the area of taxation. 
Historically each family paid for the 
education of its own children; then the 
property holders, with or without chil- 
dren, were taxed to educate the children 
of the community; later, the proceeds 
of county or state taxation are used to 
supplement local effort; and now we 
are considering insistent proposals that 
the nation shall contribute. It is real- 
ized that local communities, rich in 


children and poor in taxable resources, 


have already often reached reasonable 
limits m their efforts to support 
schools. 

The second tendency is towards the 
discovery of taxable values other than 
real property. Already in many places 
the limits of desirable taxation of real 


- property have been reached. Fran- 


chises, incomes, and other values will 
increasingly come in for taxation even 
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within states and municipalities. , If 
the national government is directed to 
contribute to the support of schools 
its revenues for this purpose will, of 
course, be derived exclusively from 
other than taxation of real estate. 


PREVENTION oF WASTE 


There are many kinds of waste in 
current education and these have 
various sources. Fundamentally the 
largest of these today is found in the 
misdirection of teaching effort, a con- 
dition for which teachers individually 
are only slightly responsible. In our 
schools, and especially in those for 
children from 12 to 18 years of age, 
the actual values of the objectives now 
defined are much more matters of 
belief and faith than of. knowledge. 
We spend annually, for example, from 
$7,000,000 to $10,000,000 a year in 
teaching French and German in high 
schools. The methods employed are 
not always good; but a far greater 
source of wasted effort is found in the 
fact that there exist no clear cut objec- 
tives of modern language instruction. 
We allow or even encourage superfi- 
ciality m the learning of these lan- 
guages. Nowhere is it clearly indi- 
cated whether the practicable goal 
held in view is a reading knowledge, a 
speaking knowledge or a writing knowl- 
edge or merely an almost wholly 
inserviceable combination of all three. 
A more thoroughgoing knowledge than 
we: now possess of the educational 
needs of American society would 
probably show the wisdom of investing 
even more money than we now spend 
on modern language instruction; but 
it should be spent in adequately: train- 
ing arelatively small number of persons 
so that the nation would be assured of 
a reasonable diffusion of interpreters 
(in the cultural and social sense) of 


CAPITAL NEEDS ror EDUCATION . 8I 


French, Japanese, German, Spanish, 
and Russian literatures, history and 
current thought. 

We spend many millions annually in 
teaching algebra and geometry to girls 
and boys who will never make any 
genuine application of the results of 
their efforts. It would certainly be 
worth while for Americans to spend 
heavily for the teaching of citizenship; 
but it is very doubtful whether the 
history studies now taught in element- 
ary and high schools “function” 
perceptibly in good citizenship. With- 
out doubt a large part of the money we 
now spend on the teaching of manual 
training, “music, English language, and 
science is as completely wasted as was 
the money spent for medicine and 
expert healing service in the dark ages, 
medically speaking, of the eighteenth 
and previous centuries. As regards 
objectives, most education is today not 
farther advanced than was medicine in 
1850, agriculture in 1830 or chemical 
industry in 1800. 

But teachers and other educators 
are only partially responsible for this 
apparent “backwardness” of editica- 
tion (it is not, of course, a real lagging, 
since the sciences on which education 
must eventually rest are only now in 
process of development). Society has 
not collectively reached the point 
where it is ready to devote to scientific 
study and research the means neces- 
sary to define the objectives and im- 
prove the methods of education. 
Money spent in rightly directed re- 
search in education would even now be 
abundantly repaid in increased econ- 
omy and efficiency. 

In some of the literature of propa- 
ganda recently widely distributed there 
are manifested tendencies to demand 
increased expenditures for education 
in a spirit that is the reverse of 

7 
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“thrifty.” Milions are asked, not 
for research into the possibilities of 
“physical training” but for the sup- 
port of physical training itself, not- 
withstanding that even those who have 
given the subject fullest consideration 
can as yet offer us only a host of 
aspirations and beliefs as to what such 
training should be designed to accom- 
plish. It is insistently urged that 
teachers’ salaries should be greatly 
advanced, and reckless and superficial 
comparisons df teachers’ salaries are 
made with those of other workers, 
quite regardless of age, sex, family and 
other economic conditions which play 
so large a part in determining the , 
operations of the law of supply and 
demand. No convincing evaluations 
have yet been made of the kinds and 
degrees of service that are now given 
or may, under slightly changed condi- 
tions, be reasonably expected from 
that host upon whom we now so largely 
rely for teaching service—namely, our 
brightest and best young womanhood, 
giving a few youthful, pre-marriage 
years to teaching. . Propagandists, 
ignoring questions of varying optimum 
standards of teaching service for chil- 
dren of 6 to 10 as against those of 16 
to 18, or of the teaching of geography 
as against the teaching of French, 
claim that we must pay much more in 
the future than in the past for all kinds 
of teaching service. Possibly; but the 
public will increasingly want to be 
shown that educational leaders have 
fairly clear ideas of their specific object- 
ives and that they have carefully 
studied the most effective as well as the 
most economical means of realizing 
them. Young workers, 18 to 25 years 
of age, can produce much valuable 
service in this world. Perhaps they 
can long continue to do so in certain 
fields of teaching, but not in all. If so, 
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we must discover their places of max- 
- imum usefulness and the character 
and amounts of the training necessary 
to produce, not ideal, but “optimum ” 
service. | 

Now that public education has be- 
come so gigantic a public enterprise 


the demands of economy no less than 
those of efficiency demand, on the part 
of a people devoted to right ideals of 
“thrift,* that scientific studies of its 
best objectives and methods and of its 
needed personnel should be extensively 
supported and promoted. 


An Analysis of the Need of Capital for Transportation | 
in the United States 


By HOLCOMBE PARKES 
Associate Editor, Railway Age 


HE American railway plant needs 
at least $3,500,000,000 of capital 
investment today. Within the next 
three years it will need at least $6,000,- 
000,000 and perhaps $7,000,000,000; 
it needs this amount to enable it to 
handle the traffic now offered for trans- 
portation amd the additional traffic that 
will be offered within the next three 
years. It needs it to give service com- 
mensurate with its place in our national 
life.. It must have it if this nation is to 
weather the reconstruction period and 
prosper. 

There has been an insistent cry lately 
for greater and greater production as an 
antidote for the poison of the bolshe- 
vistic doctrines which have permeated 
organized labors ranks. In theory 
greater production—by means of which 
we may be able to return once more to 
the unhampered development of our 
industries—may be successful. But in 
practice greater production, to such an 
extent as would be necessary to lead 
labor back to the “honest day’s work 
for an honest day’s pay”’ basis, would 
more than likely result in national dis- 
aster—if our transportation facilities, 


inadequate for our present rate of © 


production, are not largely developed. 
In other words, greater production 
without still greater development of our 
transportation plant is impracticable. 

These estimates are perhaps appal- 
ling to the layman. Whatever the 
reaction, a few hours of delving into 
railway statistics, will convince even 
the most skeptical that, based upon 
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past records of service rendered by 
given facilities, they are really the 
minimum. Asa matter of fact, no one 
can state within mary millions the 
need of the railroads for capital. In 
testifying before the House Committee 
on Interstate and Foreign Commerce 
recently, Alba B. Johnson, president 
of the Railway Business Association, 
representing between 2,000 and 3,000 
railway supply companies, said: 

So far as we are aware, nobody has estimated 
for you the magnitude of the improvement to 
existing lines which the public interest requires 
to be made within any specified period in the 
future. If you were in possession of such 
estimates, who shall say how far short they 
would fall of the needs which may actually be- 
come manifest? Even if you had the power 
of divination to make approximate guesses at 
the requirements expressed in physical units 
and in units of work performed, what human 
agency can be brought to bear in the year of 
grace 1919 to compute the cost of carrying out 
such projects? Nobody knows what labor 
and materials will cost. How, then, can any- 
body predict within many millions a year how 
much capital would have to be raised to carry 
out projects approved? 


THE [INADEQUACY or TRANSPORTATION 
TODAY 


It is unquestionably true that our 
present transportation system is in- 
adequate. Its inadequacy is well 
known to the public because of the 
projection of the railroad problem into 
the arena of common topics. The 
consequent question that naturally 
arises in the minds of those upon whom 
this inadequacy has been impressed is, 
“Why have our railroads been allowed. 
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to so deteriorate?” And the question 
remains unanswered unless the in- 
terrogator has the patience to review 
years and years of statistical reports 
throughout which the intensifying of 
regulation, the growing inefficiency of 
labor, rising costs of both material and 
labor and other similar conditions are 
so intermingled that condensation is 
practically impossible. However, the 
one man in the United States, who, 
because of his position and because of 
his access to all of the facts, should be 
able to present a brief answer recently 
attempted to do so. Walker D. Hines, 
Director General of Railroads, in a 
recent address said: 


In the year or two preceding federal control 


of the railroads, the normal additions to cars 
and other transportation facilities were not 
made because prices were very high, labor was 
scarce and financing on the part of the rail- 
road companies was ‘unusually difficult. 
During the first. year of government control 
there was a severe limitation on the amount of 
material that could be taken from other war 
purposes to use for providing additional rail- 
road facilities. When the year 1919 began we 
were being confronted with a new difficulty in 
the way of adding to the facilities, and that 
was that federal control naturally was ap- 
proaching its end from the time the armistice 
was signed. More than that the failure of the 
appropriatioa on the 4th of March last, which 
had been sought by the Railroad Administra- 
tion to enable it to meet its obligations already 
incurred, postponed the construction of even 
the 100,000 cars that had been ordered, because 
they could not be paid for, and the equipment 
companies naturally had to slow down on their 
production. The railway companies were 
unwilling to furnish money for new equipment 
because of uncertainty as to their own future, 
so the result has been that the Railroad Ad- 
ministration since the year of 1919 has not been 
in a position to provide any additional] facili- 
ties except those which were needed, as an 
emergency measure, unless the railroad com- 
panies were willing to furnish the money, and 
the result is that at the present time the Rail- 
road Administration has been unable to order 
or obtain authority to order any cars.in addi- 
tion to the 100,000 that were ordered last year. 


So that that inadequacy of facilities, which 
were inadequate before federal control began, 
and which have become increasingly inadequ- 
ate since that time, principally accounts for the 
fact that the facilities now are not sufficient to 
handle all of the enormous business which is 
offered to the railroads of the'country. 


‘TRANSPORTATION REQUIREMENTS OF 
THE FUTURE 


So much for the fundamental causes 
of the present inadequacy of railroad 
facilities. What of the future? The 
cry for greater and greater production 
will undoubtedly be answered. As a 
matter of fact it has already caused 
enormous advances in the tonnage of 
commodities of every deschiption of- 
fered to the railroads for movement. 
The result will be that the public in- 
terest will require that certain stand- 
ards of service, of maintenance and of 
development be adhered to. It is safe 
to assume that these standards will be 
higher than those maintained before 
our unfortunate experience in govern- 
ment control and certainly much higher 
than those maintained during the past 
two years. The absolute minimum 
capital investment that will be re- 
quired in the public interest, therefore, 
will be that sum which will place the 
railroads of the country in a position to 
fill successfully the nation’s present 
transportation requirements plus what- 
ever capital is necessary to provide 
facilities for handling any future in- 
creases in production. Computed 
from this viewpoint and on the basis of 
the past annual developments in rela- 
tion to the service rendered, it is pos- 
sible to arrive ata figure which may be 
said to be the minimum amount of new 
capital required by the railroads. 
There are several means of arriving at 
such an estimate. It may be estimated 
(1) on the basis of the increases which 
have occurred during normal periods, 
im the capital investment and in the 
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amount of traffic handled, and (2) by 
finding the’ deviation, during the 
period of government control, from 
averages established for capital ex- 
penditures for certain purposes during 
normal periods, to which must be 
added the approximate capital re- 
quired to maintain the averages during 
=- the coming year and to provide the 
additional facilities necessary to give 
adequate service for increased traffic. 


Tar Dericit In CAPITAL INVESTMENT 
AS COMPARED WITH TRAFFIC 
INCREASES 


Mr. Eines, in outlining the causes of 
the inadequacy of service at the present 
time, said: “In the year or two before 
this country entered the war, the rail- 
way companies were unable materially 
to increase their facilities because of 
the difficulty of raising new capital.” 
The intimation is, of course, that the 
trouble began in 1915. During the 
ten years, prior to this time, or from 
June 30, 1905 to June 30, 1915, freight 
tonnage ({ton-miles) increased 61 per 
cent and passenger traffic (passenger- 
miles) increased 36 per cent. During 
the same period the investment made 
in new facilities was $5,300,000,000 
or 44 per cent. Since June 30, 1915, 
the increase in freight traffic has been 
approximately 57 per cent and the in- 
crease in passenger traffic 32 per cent 
and the new investment in facilities 
but $1,900,000,000. The discrepancy 
during the past four and a half years 
can easily be seen. If the investment 
during this latter period had been as 
great in proportion to the increase in 
trafic as it was during this ten-year 
period, it would have been approxi- 
mately $5,000,000,000. These figures, 
however, are based upon the purchas- 
ing power of a dollar between 1905 and 
1915. Since that period this purchas- 


‘present transportation plant. 


ing power has been greatly diminished. 
The 1905-1915 dollar during the 1915- 
1919 period had but approximately 
two-thirds of its former value. 
Equated on this basis the investment 
during the Jast four and a half years 
has been but $1,300,000,000. Taking 
this last figure as the actual investment 
during this period, it will be seen that 
capital investment in railways has 
fallen behind approximately $3,700,- 
000,000 in foyr and a half years. At 
the present time, however, the purchas- 
ing power of the dollar has been still 
further diminished and we now find 
that it requires two dollars of capital 
investment to accomplish the same 
results that one dollar accomplished 
during the period from 1905 to 1915. 
If this deficiency in capital investment 


‘is to be made up now, and on the basis 


of the purchasing power of a dollar in 
1919 or 1920, it‘will be found that it 
will take twice as much money, or 
$7,000,000,000 to make up the defi- 
ciency in railroad investment which has 
been allowed to accrue since 1915. 

The ‘statement has ‘already been 
made, however, that it would require 
$3,500,000,000 rather than $7,000,000,- 


_ 000 to enable the railroads to provide 


adequate transportation facilities to- 
day. Substantial progress has been 
made during this four and a half year 
period, especially in 1916 and 1917, 
in increasing the efficiency of the 
Car 
loading has been greatly increased, 
economies have been effected,in the 
operation of cars and, since the Rail- 
roads’ War Board was organized in 
1917, facilities have been pooled and 
certain advantages accruing from uni- 
fied control have been utilized. For 
this reason it is probable that the 
estimate of $7,000,000,000 is some- 
what exaggerated. In order to be 
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certain that this development of ef- 
ficiency is recognized, one half of this 
amount of $7,000,000,000 or $3,500,- 
000,000 has been taken as representing 
the existing deficiency of investment. 

This compilation brings us up to the 
present year. Any estimate at the 
present time as to the capital needs of 
railways during the year 1920 will in all 
probability be greatly in error for the 
reason that it is practically impossible 
to foretell what the condgtion of indus- 
try generally will be and how far 
reaching will be the effects of the ery for 
greater production. As already indi- 
cated the average annual capital in- 
vestment during the years from 1905 to 
1915 was approximately $530,000,000. 
Equating this sum on the basis of the 
present purchasing power of a dollar 
it will be seen that it would require at 
least $1,000,000,000 a year to provide 
the same amount of’ facilities during 
future years as were provided on an 
average during each year of this 
ten-year period. Were the existing 
deficiency of facilities to be made up 
during the next three years and in ad- 
dition the normal growth of traffic 
during these three years provided for, 
the total investment in these years 
would be from $6,000,000,000 to 
$7,000,000,000. ‘This estimate is based 
on the assumption that traffic will 
not increase more rapidly than it did 
during the period from 1905 to 1915, 


DEVELOPMENT OF CERTAIN TRANS-~ 
PORTATION FACILITIES 


To substantiate the estimate al- 
ready made and to indicate why and 
where certain capital expenditures are 
required, it might be well to investi- 
gate briefly the relation of the develop- 
ment of certain transportation facili- 
ties during normal periods of years and 
during the past four abnormal years. 


The four items for which a large 
portion of capital expenditures are 
made are: mileage, freight cars, pas- 
senger cars and locomotives. Briefly 
the increase in the railroad mileage of 
the United States between 1905 and 
1915 was approximately 40,000 miles 
or an average of 4,000 miles per vear. 
Contrasted with this is the fact that 
during the past four years there has 
been practically no increase in mileage 
atall. Itis true that during these four 
years, certain new mileage has been 
built, but the miles of road abandoned 
or torn up during that period have 
fully equalled the total number of. new 
miles. If the average number of new 
miles had been constructed during 
each one of these four years we would 
have at the present time approximately 
16,000 additional miles of line. 

Insofar as freight cars are concerned, 
there has been an increase in their 
number in service of only 5 per cent 
during the last four and a half years as 
compared with an increase in the 
freight traffic of 57 per cent in the same 
period. Contrast this increase in traf- 
fic and the number of freight cars in 
service with the records established for 
the ten years ending with 1915 and the 
deficit is only too apparent. During 
this latter period the freight traffic of 
the country increased 61 per cent and 
the number of freight cars in service 
increased 36 per cent. The average 
cost of a freight car today is $3,000, and 
the present deficiency of freight cars is 
at least 300,000. 

‘Practically the same conditions pre- 
vail in the matter of passenger cars. 
Between 1905 and 1915 the passenger 
traffic was increased 45 per cent and 
the number of passenger cars in service 
36 per cent. Since that time the in- 
crease in passenger business has been 
approximately 32 per cent and there 
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has been practically no increase in the 
number of passenger cars. The de- 
ficiency in the number of passenger 
cars must be 10,000, and the average 
cost per car now is approximately 


$30,000. - l 
In the matter of locomotives similar 
conditions prevail. In the period from 


1905 to 1915 the number of locomotives 
in service was increased approximately 
30 per cent. Since that time, and in 
spite of the enormous increase in 
traffic, there has been practically no 
increase in the number of locomotives. 
A locomotive today may be said to 
' cost $50,000; and if we take the con- 
servative view that only 10 per cent 
more locomotives are needed, this 
means a deficiency in locomotives of 
about 7,000. 

To make any comprehensive esti- 
mate, it is necessary to compute not 
only the capital requirements for 
these four items, but also for a large 
number of other as important or even 
more Important items, such as sidings, 
yards, shops, stations, etc. 


Tue FIELD ror CAPITAL INVESTMENT 


It is not possible to discuss the neces- 
sity for the investment of capital in 
transportation without taking cogni- 
zance of the chances of this investment 
actually being made in the future. 
Whether it will be made or not depends 
a great deal upon the provisions of 
such legislation as will be passed by 
Congress. At the present time the 
Cummins Bill prepared by Senator 
Cummins, chairman of the Senate 
Committee on Interstate Commerce, 
appears to be receiving the earnest 
consideration of law makers at Wash- 


ington as the basis of whatever legisla- ` 


tion may be framed. Insofar as its 
relation to the investment of capital in 
transportation is concerned, the bill 


provides that the Interstate Commerce 
Commission shall permit rates suf- 
ficient to produce a net annual operat- 


Ing revenue of 53 per cent figured on 


the basis of the property of the rail- 
roads of each territorial group as 
valued by the commission. An ad- 
ditional 4 per cent may, in the discre- 
tion of the commission, be permitted to 
be earned and invested in unproduc- 
tive improvements. The vital ques- 
tion that this provision raisesis: Will 
capital flow into this field of investment 
under these conditions in sufficient 
quantity to gradually eliminate this 
deficit in development which has ac- 
crued since 1915 and provide an ade- 
quate system of transportation for the 
country in view of the greatly increased 
trafic which will undoubtedly be of- 
fered? 

Certain interests claim that such 
a provision will enable the more pros- 
perous roads to earn from 6 to 15 
per cent while the less prosperous 
roads will be protected by a minimum 
return of 53 per cent. The provision 
states, however, that if a railroad re- 
celves an income of over 6 per cent, al- 
lowing 4 per cent to be turned to un- 
productive improvements, the excess is 
to be divided between a reserve fund 
and a general railroad contingent fund. 
Therefore, otherinterests maintain that 
this division of so-called “‘excess earn- 
ings” will result in practical financial 
starvation. The result has been that 
there has been much opposition to this 
portion of the measure and it is not im- 
probable that it will be greatly modi-- 
fied, especially in view of the necessity 
for capital investment to again bring 
our transportation system to something 
approaching a state of adequacy. 
Fortunately this phase of the bill will 
not be foreclosed by favorable action 
upon the part of Congress. The rate 
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of return can be changed if experience 
proves that it is inadequate to attract 
the necessary capital. ° 


Increased production has been urged . 


as the means of successfully combating 
industrial unrest. To make this move- 
ment successful there must be a still 
greater simultaneous development of 


transportation facilities. To provide 
for this greater-development of trans- 
portation facilities enormous sums 
must be jnvested in our transportation 
plant. It rests upon Congress to 
pass such legislation as will attract 


capital into this particular field of 


investment. 


American Farmers’ 


Need for Capital 


By Epwarp H. THOMSON 
President of the Federal Land Bank, Springfield, Mass. 


HE American farmer is too gen- 
erally thought of wholly as a 
laborer. He is both a laborer and a 
capitalist. ‘The returns from capital in- 
vested in the farm business are nearly 
equal to those from his labor. The 
average Investment per farm according 
to the 1910 Census is $6,444 which, if 
considered on the basis of 5 per cent, 
would yrid an income of $322. Inves- 
tigations by the several State Agricul- 
tural Colleges and by the U.S. Depart- 
ment of Agriculture have shown that 
the average annual labor income de- 
rived by the farmer is from $300 to 
$500 depending upon the region and 
the general conditions covering the 
partidular area. In addition to this 
the farmer has the use of the farm 
house to live in and those products 
which the farm furnishes towards his 
family living. The needs of the Amer- 
ican farmer in the way of capital have 
never been adequately understood and 
in most cases he has been left to get 
along with what money he could secure 
either by unfavorable terms on mort- 
gages, or by paying high interest rates 
on short term loans. 


CAPITAL INVESTED IN AMBRICAN 
FARMS 


Table I shows the total value of 
farm property in the United States in 
1910 and its distribution in the way of 
land, buildings, equipment, and live 
stock. The increase in amount from 
1900 to 1910 is 100.5 per cent, the 
increase varying from 118.1 per cent 
in land to 60.1 per cent in live stock. 

The forthcoming Census will un- 
doubtedly show a still greater in- 
crease in all forms of farm property. 
It would not be surprising if the total 
reached $100,000,000,000 in farm prop- 
erty in the United States in 1920, a cer- 
tain percentage of which would be due, 
to inflated or depreciated currency 
values existing at this time and the 
consequent inflation in land values in - 
some parts of the country. 

The manner in which the farmer has 
his capital invested varies according to 
the kind of farming and the land values 
prevailing in a particular region. For 
instance in the central or corn belt 
states where corn, small grain, and hay 
are the prevailing crops, and where live 


Tass I 
Value of Farm Property in the U. S. (1910 Census) 


Value of Farm Property 
in U. S. in 1910 


Tand awe octane rtie EEEa $28,475,674,169 


Buildings. ats 6,325,451,528 
Implements and Machinery .. 1,265,149,783 
Domestic Animals............ 4,925,178,610 

$4.0,991,449,090 
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Per cent of total Aver, value 
value represented by per farm 
69.5 $4,476 
15.4 994, 
3.1 199 
12.0 774 
100.0 $6,444 
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stock forms only a small part of the 
business, fully 90 per cent of the total 
investment is represented by land and 
buildings, and the balance in equip- 
ment, live stock, and supplies. In 
some of the eastern states, particularly 
in the grazing areas where land values 
per acre are comparatively low and 
where the major business is dairying, 
not over 60 per cent to 65 per cent of 
the total investment would be repre- 
sented by land and knildings while 
possibly 20 per cent would be repre- 
sented by livestock. Thus the amount 
of money in proportion to the total 
investment that a farmer might borrow 
on the security of his real estate would 
vary somewhat according to the region 
and type of farming followed. 


RELATION oF Farm CAPITAL To 
INCOME 


There is a distinct relation between 
the amount of capital invested in the 
farm business and the income received 
by the farmer. This means that the 
size of the business has a direct re- 
lation to the income. Data given 
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Capital Related to Labor Income—Farms Oper- 
ated by Owners-~-Northern Livingston County, 
N.Y. 








‘ No. of Aver. Labor 
Capital Farms Income 
5000 and less 87 $291 
5001-7500 80 407 
7501-10000 112 480 
10601-15000 164 769 
15001-20000 62 1001 
20001-80000 55 1062 
Over 30000 18 1691 


in Table II as shown by Warren in 
Farm Management are for a district in 
northern Livingston County, New 
York. It is noted that the average 
labor income on 87 farms with $5,000 


capital or less is $291, whereas the aver- 
age income of 62 farms with $15,000 
to 820,000 capital is $1,001. By labor 
Income is meant the sum received by 
the farmer after the farm expenses have 
been paid and after deducting 5 per 
cent interest on the capital invested: 
In addition to this he had the use of the 
farm house and such products as are 
furnished by the farm. Similar inves- 
tigations made in the corn belt and the 
cotton belt indicate the same relation. 
This 1s to be expected, for much greater 
economies of production through more 
efficient use of men, teams, and ma- 
chinery are obtained on the larger 
farms, resulting in greater returns to 
the farmer for his supervision and 
labor. Such data indicate the desir- 
ability of a farmer having adequate 
capital commensurate with his ability 
as a manager. In very few instances 
do.we find a farmer, even of unusual 
ability, able to make a substantial in- 
come through the efforts of labor alone. 
The small farm intensively cultivated 
is desirable where labor is cheap and 
where markets for such products are 
near at hand. 
The typical American farm is devel- 
oped on the basis of product per man 
rather than product per acre, a basis 
wholly unlike the agriculture oi the 
European and Oriental nations. In 
the main, the typical American farm 
has developed since the event of im- 
proved machinery and means of trans- 
portation. In New England and other 
eastern states farms that were devel- 
oped prior to this period and on the 
hand labor basis have been unable as a 
rule to meet the competition of the 
larger and more cheaply operated farms 
in the central and western states. Only 
by completely changmg the type 
of farming, in the way of truck crops 
and dairying to supply the large manu- 


CAPITAL NEEDS OF THE FARMER 9] 


facturing centers in New England, has 
the eastern farmer been able to suc- 
ceed. Hundreds of thousands of acres 
of land not suited to such a change 
have reverted to woodland and timber. 

Capital is even more important to 


the tenant farmer than to the farm ' 


owner. Data in Table III, also 
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Capital Related to Labor Income—Farms Oper- 
ated by Tenants—Northern Livingston County, 
N.Y. 








Capital of Number of | Aver. Labor 

Operator Farms Income 
1000 or lesg 20 $368 
1001-2000 65 . 481] 
2001-8000 54 610 
3001-4000 Q7 - 626 
4001-5000 16 869 
More than 5000 22 1282 


taken from Warren’s Farm Manage- 
ment, show the relation between the 
tenant’s capital and the annual income 
received for his labor. As the tenant’s 
capital is wholly invested in equip- 
ment, lve stock, and supplies, he 
should be able to operate the same 
sized farm as the farm owner who had 
approximately four times that capital. 
We have noted that the farm owner, 
with from $15,000 to $20,000 invested, 
received an average income of $1,001, 
and from Table III we find that ten- 
ants with $4,000 to $5,000 receive an 
income of $869. The addition of 
$1,000, therefore, to the tenant’s capi- 
tal gives him the possibility of the 
same Increase in income as the addition 
of from $4,000 to $5,000 to the farm 
owner’s capital. Data from several 
sources on the returns to landlords in- 
dicate only a moderate rate of income, 
averaging from 3 to 5 per cent, while 
capital invested in equipment and in 
the hands of san equally competent 
operator returns from 15 to 20 per cent. 


The lesson is plain that a young man 
with a small amount of capital can do 
very’ much better financially by rent- 
ing than he can by buying, leaving out 
of account the benefits of home owner- 
ship and the prospective rise in land 
values. Asa matter of fact, this is the 
usual procedure in acquiring a farm: 
first he works as a hired man; second, 
as a tenant; and third, acquires a farm 
of his own. No land should be held 


continuously for renting purposes, but 


' we need som€ tenant farms in this 


country as stepping stones to farm 
ownership. 


Use or CAPITAL FoR FARM IMPROVE- 
MENTS 


One of the greatest handicaps to a 
farmer who is an efficient manager is 
the lack of capital to make adequate 
improvements to his land and build- 
ings. Probably no form of investment 
pays better returns than tile drainage 
and yet many farmers have to wait a 
long period of years before they can 
accumulate sufficient funds to warrant 
making such an improvement. If 
funds were available to competent 
farmers they would be able to make 
their farms much more profitable from 
the very outset instead of waiting the 
best part of their lives before making 
these improvements. One of the pri- 
mary factors of successful farming isthe 
yield of crops. If it takes thirty bush- 


‘els of corn to pay for growing an acre 


of corn and the grower obtains thirty- 
one bushels, he has a margin of profit 
of one bushel. If by tile drainage he 
can increase this yield to forty bushels - 


‘and the added investment increases the 


cost to only thirty-three bushels, he 
has a margin of profit seven times as 
great. In the same way, by the addi- 
tion of more live stock he is enabled to 
market his crops to better advantage 


92 Tarn ANNALS OF THE AMERICAN ACADEMY 


and to keep his labor employed through- 
out the year and increase his profits 
generally, but so often he is handi- 
capped by insufficient farm improve- 
ments in the way of buildings. 

Large amounts of capital are needed 
for the reclamation of farming areas 
when economic conditions show the 
need for such work. Bringing new 
farming areas into use when the open- 
ing up of these areas will interfere with 
the operation of existing farms and 
make them less profit&ble is not a 
sound undertaking. But when the 
needs of the people and the nation 
demand an increase in area and addi- 
tional food products, capital can be 
very profitably employed in the way of 
reclamation, drainage, irrigation, and 
the like. In the past when thinking of 
reclamation, attention has always been 
directed to bringing into use new lands 
generally on the frontiers and far re- 
moved from markets. There is a 
possibility that some of the most prof- 
itable reclamation would be in restor- 
ing some of the semi-abandoned lands 
. in the eastern and southern states, 
lands which are desirably situated as 
regards highways, transportation, and 
markets, but which are temporarily 
out of the field of production by reason 
of misuse or mismanagement during 
some period in the past. For instance, 
the addition of a ton of limestone and 
a certain amount of tile drainage on 


many hill farms in southern New York ` 


and northern Pennsylvania would 
work wonders towards putting such 
lands on a profitable paying basis. 


Forms oF CAPITAL NEEDED BY 
FARMERS 


There are three distinct forms or 
types of loans needed by farmers. 
First, the long term or mortgage loan 
secured by real estate; second, a shorter 


time loan or second mortgage, based 
partly upon real estate and partly 
upor personal property; third, short 
term, or crop loans. Funds for the 
first type of loan have been supplied 
through a great many agencies and 
by priyate investors. Today, the 
Federal Land Banks, are adequately 
meeting the needs of farmers for this 
type of loan and on a basis that is 
most advantageous to the borrower. 
The Land Bank loan is made at a low 
rate of interest, and has a long time for 
repayment, as worked out through the 
amortization plan. ‘The success of 
the Federal Land Banks in the past 
two years is the best proof of the sound- 
ness of the system and the way they 
are meeting the needs of farmers for 
long time mortgage loans. The act 
should be amended to permit a maxi- 
mum loan of $25,000 instead of $10,000 
to one borrower, for at present the 
latter figure is inadequate even for 
the two man farm in most agricultural 
regions. The law under which the 
Federal Land Banks operate permits a 
maximum loan of only 50 per cent of 
the appraised value of the land and 
20 per cent of the value of the buildings. 
Although this is a most desirable 
feature of the Farm Loan Act, assuring 
as it does a high degree of safety and 
resulting in a low rate of interest, yet 
the Farm Loan Act does not meet the 
needs ‘of the young man with limited 
capital who wishes to begin farming. 
Such a young man usually, needs addi- 
tional funds based on the remaining 
security of the farm and oftentimes 
upon personal property in the form of 
live stock and equipment which he 
himself may own. For instance, a 
farmer buys a farm completely 
equipped for $12,000, of which $8,000 
represents the value of land and build- 
ings. He may have $4,000 in cash 
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which he uses to pay for the personal 
property in the form of live stock, 
machinery, horses, etc. He is able to 
secure from the Land Bank, a loan of 
about $4,000 or $4,500 as first mort- 
gage on the farm, valued at $8,000. 
He still is short the $3,500 or $4,000 
necessary to complete the purchase. 
In some instances the seller is willing 
to take back a second mortgage for 
- this amount. In other cases very 
capable young men are unable to 
finance a farm by reason of having no 
way to obtain the funds for this second 
mortgage which would be secured 
partly by the farm itself and partly by 
the person4l property which the bor- 
rower owns. This second mortgage 
will carry a higher interest rate and 
will be repaid in larger installments 
than the first mortgage. When given 
by a responsible party, experienced in 
the farm business, it is many times 
almost as good a loan as the first 
mortgage. This second mortgage, 
however, is not of the same nature as 
the first mortgage loan for an essential 
part of its security depends upon the 
integrity and management of the 
borrower. Although the personality 
of the applicant is an important feature, 
yet the Federal Land Bank must 
primarily consider the value of the 
farm, in view of the length of time that 
the loan is allowed to run; the personal 
element must be largely discounted for 
the farm may change hands several 
times before the mortgage is appre- 
ciably reduced by payments. There 
are difficulties in the way of national 
legislation which will provide funds for 
these second mortgages. They par- 
take too much of a local character and 
must be handled by an agency which is 
in active and close touch with the bor- 
rower at all times. There is a possi- 
bility that as farmers become better 


organized and as all their codperative 
interests become centered through the 
Farm Bureaus some system of provid- 
ing funds on second mortgages may be 
evolved. 

The third type of loan needed by the 
farmer is a short term or crop loan, 
usually for three months or six, or 
even a year. Such loans are based 
largely upon the integrity and ability 
of the borrower and being of a local 
character are almost entirely a function 
of the local bafks. In the strictly 
agricultural regions local financial in- 
stitutions are meeting the needs of 
farmers along this line. In those dis- 
tricts where manufacturing and indus- 
trial agencies play an important part 
the amount of funds available for the 
farmer for these short term loans is 
exceedingly limited. Moreover, it is 
often the young man whose ability 
and integrity may be of the best but 
who on account of not having estab- 
lished himself in the region is unable 
to secure this short term credit, who 
is in the greatest need of it. ‘These 
short term loans should not have the 
privilege of a long period of repayment 
for they are made primarily to pay 
current expenses. If a farmer cannot 
meet such obligations ‘at the end of 
each year the chances are that he is 
unsuccessful in his management. The 
short term credit to the farmer must 
be made by an agency which comes in 
contact with the borrower personally 
and who can watch his daily opera- 
tions. ‘The usual procedure in securing 
these short term credits has been for 
the farmer to give the bank a note 
with one or more endorsements. Such 
practice is undesirable in many im- 
stances. Since the farmer has become 
an investor in government securities 
he is in a position to use these as col- 
lateral on a promissory note for short 
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time loans. This practice will encour- 
age thrift on the part of the farmer to 
save and be able to purchase Liberty 
Bonds and other government securities 
merely for the sake of having such 
collateral at hand when he needs a 


few hundred dollars for a short period 
in his business. In this way he will 
not need to bother his-neighbors or his 
friends by asking them to sign his note 
and he will immeasurably improve his 
credit by such a procedure. 


Capital Needs for American Industrial Development 


By Francis H. Sisson 
Vice-President, Guaranty Trust Company of New York 


ROGRESS is the watchword of 
American industry.. The in- 
dustrial development achieved in this 
country during the last half-century 
has been nothing short of miracu- 
lous, and this growth, of course, has 
been accompanied by a general in- 
crease in prosperity, for the increase in 
productive power has stimulated a 
similar increase in consuming power. 
Many things that fifty years ago were 
unheard of—of which the automobile 
is perhaps the most striking example— 
are now articles of the widest use. 
Many luxuries of Civil War days are 
today m the category of necessities, or 
almost necessary comforts, among all 
classes gf society. But this wonder- 
ful improvement would not have been 
possible if production had not steadily 
exceeded consumption. The vast 
natural resources of this country have 
been made available because men and 
women have both worked and saved 
and because the surplus created by 
their energy and thrift has made possi- 
ble productive processes, which have 
put these resources at the service of 
mankind. 


THE NEED ror CAPITAL INVESTMENT 


Now the world has just emerged 
from an era of concentrated destruc- 
tive activity. Men and materials 
have been destroyed and industrial 
energies turned from normal sorts of 
production to the turning out of 
munitions and other commodities to 
be shot away or otherwise annihilated. 
For the better part of two years this 
country engaged much of its energies 
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to the same end. Normal productive, 
constructive industrial enterprise has, 
therefore, suffered; we are far behind 
in our savings, in the proper sense of 
the word. A real deficit in our indus- 
trial equipment þas been accumulated. 
With a growing population (and there- 
fore increased consuming power) and 
greatly expanded foreign demand for 
our goods (because of the aggravated 
shortage of savings abroad), our indus- 
try finds and will find it difficult to 
meet demands upon it, if its need for 
capital cannot be met by a forthcom- 
ing supply. Incidentally, the present 
high price level both appears as a re- 
sult, in part, of this shortage and neces- 
sitates Increased investments in terms 
of dollars, for any development and 
expansion since everything that must 
be bought must be paid for at the 
high prices that obtain. 

The Building Industry. No hetter 
illustration of the nature of the situa- 
tion could be given than the building 
industry. Everywhere a shortage of 
buildings of various kinds is evident: 
dwellings, governmental and public 
buildings, mdustrial plants, and other 
sorts of structures. With the concen- 
tration of industrial activity on work 
of all kinds for the government during 
the greater part of 1917 and 1918, it 
was necessary to forego a large part of 
normal building. The deficit, how- . 
ever, must be made up and normal 
development resumed at the earliest 
possible moment, if much personal 
suffering and industrial difficulties are 
to be avoided. 

Building activity reacts, of course, 
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on various other industries and affects 
the demand for their products: steel, 
lumber, brick, cement and housefittings 
atonce suggest themselves. A spurt of 
building would, therefore, require ex- 
tension of activities in these allied lines 
and force them to seek new capital to 
meet their requirements. 

Motor Vehicles. The war was un- 
questionably destructive in its effects 
but it did teach or emphasize some 
valuable economic and industrial 
truths. One of these was the useful- 
ness and adaptability of motor vehi- 
cles. Nocountry is likely to gain more 
from this than the United States, if 
full advantage is taken of the op- 
portunity at hand. For 1919 the 
estimated production of passenger 
‘motor cars in this country will be more 
thah 2,300,000, or double that of 1918. 

The influence of American partici- 
pation in the war is once more evident 
in the great drop in production from 
1917 to 1918. The probable doubling 
in the following twelvemonth, both 
emphasizes the making up of the deficit 
of production and.increased war-time 
consumption and points to the greatly 
increased demand, both domestic and 
foreign, that has resulted from the 
lessons brought home by the war. The 
field for commercial trucks seems 
destined to grow steadily, and the 
need for capital to occupy this field will 
increase proportionately. 

Nor must omission be made of the 
highly important allied line of tractors. 
Here, above allelse, the war provided 
a stimulus. The almost superhuman 
feats of “caterpillars” over the battle- 
fields of Europe, on artillery or other 
. tractors or, still more, on tanks, 
proved beyond all doubt their great 
adaptability for various uses. 

The world-wide shortage on the one 
hand of man-power and on the other 


‘all sorts. 


hand of foodstuffs,-has made. it im- 
perative to substitute whenever pos- 
sible in agriculture the marvelous 
powers of tractors for the more limited 
powers of men and beasts. In ‘this 
same connection should be mentioned 
the inevitable increase of demand that 
will be felt, in the United States and 
abroad, for agricultural machinery of 
American products are in 
demand in all countries where agricul- 
ture has passed the primitive stages, 
and here again the replacement of 
man-power by efficient machinery is 
certain to take place as a result of the 
destruction of war. 

A moment’s reflection will remind 
the reader of the number of industries 
affected by conditions in the automo- 
bile industry, the diversity of demand 
for the products of these industries, 
created by the production in a single 
year of well in excess of twe billion 
dollars worth of motor vehicles, and 


‘their. uses. Here is a demand en- 


tirely new both in quantity and quality, 
differmg from that for building mate- 
rials in so far as the latter is one that 
has had to be reckoned with in the 
past. Expansion of producticn facili- 
ties is therefore inevitable to meet this 
growing demand. 

` Mineral Oil Production. Closely al- 
lied to the remarkable development of 
motor transportation is that in mineral 
oil production. The run of crude oil 
for August, 1919, was 32,362,057 bar- 
rels, or at an annual rate of 388,000,000 
barrels. During October, 1919, there 
were 157 oil companies organized, with 
a total authorized capitalization of 
$613.610,000. No small pari of this 
future, to be sure, represented securi- 
ties issued or to be issued to take over 
and hold those of already existing com- 


_ panies; nevertheless, the magnitude of 


the figures is an interesting index of the 
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present position of the oil industry in 
the capital market of this country. 
The vast prospecting and producing 


activity in oil is obviously in answer _ 


to a highly intensified demand. This 
demand is due to a number of causes, 
of which the increased use of motor 
vehicles is but one, although the most 
important. A second is the high price 
of coal, which makes manufacturers 
seek elsewhere for fuel. <A third is the 
growing substitution of oil for coal as 
‘fuel, apart from questions of present 
high prices and based on general con- 
siderations of fuel efficiency. Ships 
and manufacturmg and other plants are 
being equipped with oil-consuming 
furnaces in place of coal burners. 
There seems to be little doubt of steady 
growth in this important industry of 
fuel-oil production and of increased 
capital needs for the development of 
the industry. | 

The search for a substitute for coal as 
a generator of power has not been con- 
fined to increased use of petroleum. 
More and more attention is now being 
given to the possibilities of the de- 
velopment of the “white coal” re- 
sources of the country; in other words, 
of water power. For a number of 
years the discussions of the whdle prob- 
lem of conservation has effected legisla- 
tion in regard to private development 
of water power and this development 
has been not a little retarded by the 
failure to provide for legitimate ex- 
ploitation of the national resources in 
this field. . With the industrial situa- 
tion what it now is, living costs high, 
coal shortage world-wide and industry 
impatient to use to the full all available 
means of progress in order to increase 
production, there is a growing demand 
for the harnessing and employment of 
the tens of millions of horsepower that 
are now annually going to waste. 
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More liberal legislation in the near 


_future seems not unlikely, which would 


promptly come into a demand for cap- 
ital to take advantage of the opportu- 
nities thus provided. 

New Industries. The war brought 
into existence or prominence a number 
of industries that were previously either 
non-existent or quite in their infancy. 
There comes to mind at once the dye 


. industry. Not only the cutting off of 


l 


German supplies of dyes and othér 
chemicals conciirrently with a demand 
of great proportions for these products, 
but the development of certain indus- 
tries and manufactures whose chief 
products or by-products are allied to 
those of the dye industry, brought into 
being afull-fledgedindustry in this field. 
Without going into the possibilities or 
merits of protection for these new:man- 
ufactures, it may be said that indica- 
tions point to a very great probability 
of permanence for an American dye 
industry, efficient and self-supporting, _ 
which will be able to make legitimate — 
and increasing demands on capital for- 
its continued maintenance and growth. 
Other “war industries,” such as the 
manufacture of fibre silk, chemicals 
other than dyes, and glass, for instance, 
have been established and give every 
promise of permanence in our national 
industrial scheme. 

Production of textiles other than 
silk, from both animal and vegetable 
fibres, is constantly increasing in this 
country, and domestic and foreign de- 
mands are increasingly being met by 
the products of American textile manu- 
facturers. ‘The proportion of American 
cotton consumed by our own mills has 
for many years been growing, and 
further increase is the natural expecta- 
tion. Inability of European producers 
to meet demands made on them is fur- 
nishing to this American industry as to 
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others an impetus that should bring 


about a permanent and not merely a- 


temporary growth. oe 
Industrial Machinery. American 
machinery, machine tools, and hard- 
ware generally, have never before been 
so sought after in all parts of the world 
as they are today. The manufacture 
of such articles is obviously not a 
war industry, but the conditions 


that at present obtain are clearly a. 


product of the war and of the inability 
of the great Europear? industrial na- 
tions to meet the usual requirements 
put.upon them by other nations for 
products of this sort. While this may 
be considered primarily an aspect of 
foreign trade, in so far as it reacts on 
domestic production and needs for 
capital, it deserves to be mentioned. 
It has, further, both domestic and for- 
eign aspects. In this age of steel all 
industrial progress means an intensified 
demand for steel products. Buildings, 
_ automobiles, power plants, mining 
operations, factory manufacture, rail- 
roads,—all these and almost every- 
thing else that might be mentioned has 
as its basis the use of steel. In this 
country and abroad there is much de- 
ferred maintenance to be taken care of, 
in both industrial plants and railroads. 

The Railroads. Therailroads, which 
have been under-maintained during 
and as a result of the war, must have 
hundreds of millions of dollars in new 
capital. It has been estimated, in 
fact, that these arteries of transporta- 
tion will require a billion dollars a year 
for a number of years to purchase 
needed equipment and to expand their 
facilities sufficiently to keep pace with 
the rapid development of the country. 
And it is absolutely essential that this 
new capital be made available to the 
railroads, through the enactment of 
proper legislation which will enable the 
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roads to earn a fair return on their in- 
vested capital and thereby reéstablish 
railroad credit. Otherwise, business in 
general throughout the country will 


"inevitably suffer and our national pros- 


perity will be impaired. 

American steel plants and machine 
shops will be called on to supply,. both 
here and elsewhere, tools of production 
and engines of transportation for the 
reéstablishment of normal conditions. 
In the same class is the demand for 
manufactured products of various 
kinds that results from the era of ship- 
building and ship operation upon which 
we have as a nation entered and which 
gives promise of continuafice. The 
proportions of our foreign trade and 
its world-wide character afford the 
highest incentive to domestic operation 
of shipping lines that has éver been 
presented to our citizens. 

Foreign Trade. Our foreign trade 
itself deserves mention at this, point. 
There is no question as to the desirabil- 
ity of maintaining an extensive foreign 
trade, and at the same time there is no 
question that credit must play a large 
part in the financing of such trade. 
Neither banking institutions nor mer- 
eantile nor manufacturing concerns 
can afford to extend necessary credits 
abroad unless the domestic financial 
situation is such as to warrant the di- 
version of funds to thisend. And it is 
clearly not possible for the domestic 
situation to be all that it should be un- 
less the basis for the extension of all 
credit, namely, real thrift and saving, 
is present. : 

There looms on the horizon, in con- 
nection with our foreign trade, the 
question not merely of current short- 
term credits for ordinary transactions, 
but the question of long-term credits 
to the European nations; in other 
words, the question of investments in 


CAPITAL NEEDS ror INDUSTRIAL DEVELOPMENT 99 


foreign securities. The commitments 
of the United States are such, and its 
interest, both selfish and unselfish, in 
the welfare of our former Allies is such 
. that it seems inevitable that we should 
extend to them the financial help which 
they need in order to return to some- 
thing like a normal basis of production 
and a normal balance between produc- 
tion and consumption. This, there- 
fore, affords still another channel for 
the judicious exercise of thrift and 
investment power. 

There have now been suggested some 
of the outstanding probable needs for 
capital for industrial development in 
the United States. The list is far from 
exhaustive,—in fact, merely suggestive. 
There is every indication of increas- 
ingly urgent calls for domestic invest- 
ment in every field of industry. New 
records are constantly being made in 


the issues or authorization of new 
securities. Business men everywhere 
are seeing and trying to seize new 
opportunities for the profitable use of 
capital. The incentive will be still 
greater when the passing of present 
abnormal financial conditions makes 
possible the removal of some of the 
government taxes which now weigh 
heavily on certain types of undertak- 
ings. 

Savings and investment must be 
and are the basis of all industrial 
progress. Without them, progress is 
impossible, for unless more is produced 
than is consumed, unless a surplus of 
production is a normal result of human 
endeavor, retrogression in the struggle 
with what has been called the “nig- 
gardliness of Nature” is inevitable. 
Thrift was never more necessary in 
the world’s history than it is today. 


Capital Needs of Foreign Trade 


‘By Tuomas W. LAMONT 
New York City 


UST what the maintenance of our 
normal foreign trade requires is a 
new question for the American people, 
and also one of great moment. It is in 
the fore-front of leading public affairs 
today. Although it is 2 new question, 
it is not a question that has come upon 
us suddenly. Rather it is a situation 
that has been creeping upon us over 
the last five years, and its proportions 
have been steadily growing greater. 
To be sure, almost everybody has been 
aware of the tremendous expansion 
that has been taking place in our for- 
eign trade, yet only a few people have 
been much concerned with the prob- 
lems growing out of it. Up to a com- 
paratively recent date the American 
seller and the foreign buyer have not 
been much troubled with such terms 
as “balance of trade” and “rates of 
exchange,” because the loans made 
by the American Government to 
foreign governments relieved the 
American seller and the foreign buyer 
of much the of burden of financing 
their transactions. 


RELATION oF CREDITS TO FOREIGN 
TRADE 


- A brief review of the last five years 
will help us to understand the relation 
of credits to foreign trade, as well as 
show the capital needs of American 
foreign trade during that period. In 
the five years ended June 30, 1919, the 
merchandise exports from the United 
States to all countries amounted to 
$26,536,000,000. They increased from 
$2,364,000,000 in 1914 to $7,225,- 
000,000 in 1919. After offsetting the 


merchandise imports from all coun- 
tries, we still had a merchandise export 
balance—an excess of exports over im- 
ports—amounting, in this five year pe- 
riod, to $13,963,000,000. In addition 
to this merchandise export balance, 
our net exports of silver amounted 
to $382,000,000, making a total. bal- 
ance of $14,345,000,000 in our favor. 
Statisticians will, for long®years to 
come, find play for their imagination in 
figuring how this balance was settled; 
for no one knows just how much of it 
was settled by the so-called unrecorded 
and invisible items. We know that 
our net imports of gold amounted to 
$993,000,000. It is estimated that 
we also loaned abroad $11,702,000,- . 
000 including $9,102,000,000 credits, 
granted by our government to foreign 
governments. These figures indicate 
a balance of $1,650,000,000 that was 
settled by unrecorded and invisible 
items: such as interest and dividends 
of American securities held in foreign 


countries; payment of principal of 
maturing indebtedness; the repur- 


chase from foreigners of American 
securities; the payment of freight 
charges to foreign ship-owners; remit- 
tances to foreign countries by foreign- 
ers resident in the United States; 
expenditures of American military and 
civil establishments abroad, and other 
similar items entering into the interna- 
tional balance sheet. We must also 
remember that during the period of 
our participation in the war our govern- 
ment exported great quantities of 
goods not only for its own use but also 
for sale to its Allies. These govern- 
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ment exports are unrecorded. If they 
had been added to the recorded exports, 
the balance settled by invisible items 
must have been much greater than the 
amount indicated above. 

Now, it is manifest that the great 
bulk of the export balance was settled 
by the extension of credit to foreign 
buyers. It is also a fact that these 
credits consisted chiefly of loans granted 
by our government to foreign govern- 
ments. But it is equally true that the 
American people were able to produce 
and to save and to lend large sums to 
foreign buyers, as well as the very much 
greater ampunts loaned to our own 
government, to enable it in turn to 
make vast advances to foreign govern- 
ments, for goods purchased in America 
by them and their nationals. 


Forrien TRADE SINCE THN ARMISTICE 


Balance of Trade.—Since the armis- 
tice wase signed in November, 1918, 
government control of commerce and 
industry, both here and abroad, has 
been gradually relinquished, and gov- 
ernment administration of private 
business has been gradually restored 
to private enterprise. What has hap- 
pened as regards our foreign trade? 
With the war over, the excess of our 
merchandise exports over our imports 
for the first eight months of the 1919 
calendar year was $3,012,000,000, as 
compared with $1,948,000,000 for the 
same period in 1918 and $41,000,000, 
for the corresponding period in 1914. 
In addition to this excess of merchan- 
dise exports, the net exports of silver 
and gold amounted to $250,000,000. 
It is estimated that the net repayments 
of private loans abroad in this period 
were $225,000,000, so that the balance 
to be settled for these eight months 
totaled $3,488,000,000. 

How has this unprecedented balance 
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been settled? Of the total our govern- 
ment granted credits amounting to 
$1,987,000,000. For this period then, 
$1,501,000,000 was apparently settled 
by other than visible items. In these 
it is believed that the settlement by 
the government of its accounts with 
foreign governments for expenditures 
abroad played an important part. 

In line with tHe programme of re- 
linquishment of government control of 
private business, our government has 
now practically ceased to lend, and 
foreign governments have practically 
ceased to borrow, the sums needed by 
foreign manufacturers and merchants 
to pay for goods they want to purchase 
in America. 

Effects of Decreased Credit Facilities. 
—Because our government advances 
abroad have been cut off, and Ameri- 
can manufacturers and merchants are 
no longer able to rely upon this re- 
source for the handling of their export 
sales, the foreign trade problem now 
confronting the American people has 
become of the greatest moment. And 
the foreign trade problem becomes a 
new one even to people who have been 
doing a large export business. Such ` 
people, who, under government aus- 
pices, have been doing a large volume 
of export business without being much 
concerned with such matters as “bal- 
ance of trade” and “rates of exchange,” 
are beginning to find 1t difficult, if not 
impossible to transact their export 
business. They are beginning to have 
their export orders cancelled, because 
of lack of credit facilities. 

Causes of Foreign Trade Difficulttes.— 
We do not have to go far to find the 
reason. With government control over 
commerce largely removed and govern- 
ment financing of foreign trade practi- 
cally stopped, the tremendous excess of 
purchases over sales in American mar- 


‘102 


kets by European countries has brought 
about an extraordinary fall in exchange 
rates. In other words, the “foreign 
buyer now needs a much greater quan- 
tity of his foreign money to buy goods 
in American markets, and it has be- 


come increasingly burdensome to him ° 


to purchase such goods. 

Take the British buyer for example: 
With sterling exchange at par, he form- 
erly had to have £206 to buy $1,000 
worth of goods in the United States. 
At the prevailing rate of exchange (this 
is being written early in November 
1919*) he must now have £240 to 
buy $1,000 worth of goods here. 
Even if the prices of the goods 
were no higher than formerly, the 
British buyer is obliged, owing to 
the fall in sterling exchange, to 
pay the equivalent of $1,170 for $1,000 
worth of goods bought here. Similarly 
the French buyer now has to have 
Francs 8,850 to buy $1,000 worth of 
goods in America, where formerly he 
had to have only Francs 5,180. The 
Italian buyer now has to have 10,820 
lira -where formerly he had to have 
only 5,180 lira. Similar comparisons 
apply to buyers in Belgium, Norway, 
Sweden, Deñmark and Finland. And 
in this connection it should be noted 
that in the first eight months of the 
1919 calendar year, 58 per cent of the 
total exports from the United States 
went to the eight countries mentioned. 


Tue Furore or Our Forrian TRADE 


Now, as to the future. No one be- 
lieves that America can go on piling up 
an export balance in its favor of $4,000,- 
000,000 a year. Our exports reached 
their peak last June, with the stagger- 
ing total of $919,000,000 for that one 
month. In that same month our im- 


* Since this was written the premium on the 
American dollar has become much greater.—Ed. 
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ports were $293,000,000, leaving in our 
favor a prodigious export balance of 
$626,000,000 for the month of June 
alone. It is certain that the turn will 
come soon, if it is not already here. 
Early m the past summer foreign 
exchange rates fell heavily, making it 
very burdensome to foreigners, as I 
have pointed out, to purchase goods in 
American markets, on account. ofi the 
great premium on the American dollar. — 
In September our exports dropped to 
$596,000,000, while our imports rose 
to $435,000,000. So that the export 
balance in our favor for that month was 
reduced to $161,000,000. , 

Decline of Our Export Balance.— 
There are several reasons why our ex- 
ports must decline. One is, that the 
impoverished European countries will 
sensibly import only the bare necessi- 
ties for their domestic and industrial 
existence. American luxuries they will 
do without. Even though eby such 
curtailment we forego profits, we 
should be glad to witness such an 
exhibition of frugality. On the other 
hand, our -imports must increase. 
Neither should this result be deplored. 
We should be glad to see agriculture 
and industry made productive again in 
Europe, and we ought to welcome the 
opportunity to buy in Europe those 
things which the people over there can 
make for us better than we can make 
them for ourselves. 

Foreign Credit Necessary.—Of course, 
the net result of the decrease in our 
exports and the increase in our imports 
will be, that the export balance in 
favor of this country will decline. But 
it is of greatest importance to us that 
this change should come about grad- 
ually and not abruptly. It is vital 
that the people of Europe should be 
able to secure in America the bare 
necessities of their domestic and indus- 
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trial existence. Itis equally important 
for America to sell those necessities, 
unless we wish to invite a violent 
change in our industrial conditions. 
If the contraction of our export bal- 
ance 1s to be gradual rather .than 
abrupt, we must continue to extend 
credits to our foreign customers, for 
there will be a considerable export 
_balance for some time to come. We 
can count on only a limited amount 
of gold imports. 

Extent of Foreign Credit.—It is haz- 
ardous, of course, even to venture a 
guess as to the amounts of foreign 
credits thatewill be required in the next 
year. It is true that our imports from 
Europe have increased from $22,000,- 
000 inJanuary of this year to $89,000,- 
000 in September. In September our 
exports to Europe were the smallest, 
and our imports from’ Europe were the 
largest, of any month in this year. But, 
even in *that month, our exports to 
Europe exceeded our ‘imports from 
Europe by 272,000,000. Even if we 
assume that Europe can reduce her 
purchases from the United States by a 
substantial sum each month, and can 
also increase her exports to the United 
States by asubstantial sum each month, 
it seems likely that the merchandise 
export balance in favor of the United 
States against Europe for the fiscal 
year ending June 30, 1920, will amount 
to about $3,000,000,000. 

No one knows how this balance will 
be settled. No doubt we shall receive 


some gold. Probably some American ` 


securities still held abroad will be sold 
in our markets. It may be that some 
of the indemnities payable by Ger- 
many and Austria will be available for 
our Allies to utilize or pledge in the 
United States. But no one can tell 
how much of our merchandise export 
balance will be offset by the invisible 
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items. If we assume that the invisible 
items will amount to $1,000,000,000, 
there will still be a balance of $2,000,- 
000,000, to be settled during the pres- 
ent fiscal year by imports of gold or 
the extension of credit. Howis Europe 
going to get these credits in America? 
Will America be able to lend $2,000,- 
000,000 to Europe? 


THE ABILITY or America to EXTEND 
ForEIgN CREDIT 


America’s ability to lend this sum 
will depend on the willingness of her 
people to produce and to save. To be 
sure, $2,000,000,000 is a great sum of 
money and yet if the average savings 
of every person in the United States 
were only 20 cents per day for 300 days, 
the’ aggregate savings produced would 
be $6,000,000,000. ‘To be sure, some 
of these savings would be needed by 
the capital requirements of our own 
country, but there would still be a 
large sum that could be loaned to our 
foreign customers in Europe. During 
the last two or three years our people 
have been educated in saving. Twenty 
million Americans subscribed to our 
Liberty Loans. Now that the war is 
over, are we going to throw this educa- 
tion “into the discard,” because of a 
notion that the necessity for saving 
ended with the defeat of Germany? 
Are we going to abandon the new 
habits of thought and action we so 
recently acquired? Wars are never 
profitable to a people. Yet it is true 
that one of the most valuable lessons 
which the war taught us is thrift, and 
President Wilson’s words are as true 
today as when he spoke them on April 
15, 1917: 


Let every man and every woman assume 
the duty of careful, provident use and expendi- 
ture as a public duty, as a dictate of patriotism 
which no one can now expect ever to be 
excused or forgiven for ignoring. 
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Europe is doing much to restore her 
own condition. But by herself Europe 
.cannot do all. She cannot return to 


full health without our help, and that 


is where every: citizen of America has 
a responsibility. Europe as a whole, 
with certain countries excepted, needs 
food, clothing, and raw materials for 
manufacture. 

The tabl which appears below shows 
what have been the principal arti- 
cles exported from ¿his country in 
the first eight months of the 1919 


calendar year. It shows clearly what 
articles Europe is most in need of. 
It shows also that people all over 
this country have a vital interest in 
the problem of our foreign trade and 
international credits. It shows that 
the co-operation and exertion of the 
whole people are needed. to produce a 
surplus of goods for export to Europe, 
and to save up the capital that we need 
to lend to Europe to enable her to — 
purchase these goods. 

The extension of credit, the render- 


Exports oF DOMESTIC MERCHANDISE TO ALL COUNTRIES; VALUES BY PRINCIPAL ARTICLES. 
Erext Montus Enpvine Aucust, 





PUOWAIG ic 4s dare yleedee seus 


Cars, carriages and other vehicles. . 
Chemicals, drugs, dyes and medi- 


Coal and coke... seks hea ews 
Copper and manufactures of...... 
Cotton, unmanufactured......... 
Cotton, manufactures of.......... 
Electrical machinery, appliances, 


Explosives. eas nie ak-ee8 ao on eae 6 
Fibers and manufactures.......... 
Fish and fish products............ 
Fruits and nuts...........--e0e8- 
India rubber and manufactures of.. 
Tron and steel, and manufactures of 
Lead and manufactures of........ 
Leather and tanned skins and man- 

ufactures of. ......0.ececeeenes 
Meat and dairy products......... 
Naval stores. .....sessesancsseso 


Oils, vegetable... .. 2.0.20 eee eees 
Oils, mineral... . 0... cc eee ees 
Paper, and manufactures of.......- 
Sugar and molasses.............. 
Tobacco and manufactures of. .... 
Vecetabiess 5.o4scs0s ieee asar eos 
Wood, and manufactures of. ...... 
Wool, manufactures of........... 
Zine, and manufactures of........ 


Totals—above items......... 
Percentage of above items to 

total exports... .......000- 
Totals—all exports.......... 








1919 


1914 1918 
$19,946,000 * $94,198,000 $32,063,000 
3,472,000 10,734,000 6,407,000 
4,559,000 21,377,000 9,417,000 
76,805,000 50,774,000 223,909,000 
31,756,000 198,949,000 221,689,000 
17,840,000 282,647,000 192,508,000 
30,361,000 95,831,000 159,655,000 
é 

17,792,000 111,145,000 86,352,000 
37,851,000 77,486,000 76,482,000 
89,713,090 143,153,000 78,767,000 
236,409,000 385,295,000 674,979,000 
30,428,000 111,359,000 170,615,000 
13,655,000 38,612,000 62,820,000 
4,143,000 169,120,000 18,718,000 
7,725,000 22,633,000 18,996,000 
5,813,000 21,552,000 29,944,000 
13,190,000 20,354,000 70,989,000 
7,679,000 20,756,000 34,826,000 
140,246,000 704,676,000 684,862,000 
3,524,000 10,861,000 6,348,000 
35,491,000 60,606,090 191,261,000 
89,079,000 663,089,000 905,942,000 
11,596,000 5,967,000 18,359,000 
10,883,000 882,000 19,312,000 
10,368,000 21,831,000 65,310,000 
95,199,000 227,470,000 214,297,000 
13,337,000 33,420,000 65,934,000 
3,494,000 11,134,000 86,709,000 
33,385,000 94,849,000 184,102,000 
5,413,000 25,661,000 37,308,000 
61,279,000 57,762,000 85,402,000 
3,148,000 13,557,000 28,658,000 
699,000 13,264,000 18,227,000 
$1, 166,278,000 $3,'702,004,000 $4,,'782,167,000 

90.62% 93.82% 92.79% 
$1, 286,875,000 $3,945,456,000 $5,153,398,000 
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ing of help to Europe, is a work for 


every reader of this volume. If we do 
not do our share, nobody else will. 
Europe wants to buy wheat. Our 
farmers have wheat to sell. Very well, 
the farmers must sell that wheat on 
credit; not all of it on credit, but a 
reasonable share. The farmer will ex- 
tend that credit, not as to a single 
_ shipment of a hundred bushels, but 

through the method of investing in 
a, thousand dollar bond of some solvent 
European country that may offer her 
promise-to-pay for sale here; so that 
with the credit which she established 
her peoplegcan buy American wheat. 
And the same formula applies to all 
manufacturers, the same to all mer- 
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chants. If we do not want the people 
of Europe to go hungry and cold, we 
will produce and save the wheat and 
the cotton they need, and we will lend 
them the money to pay for it. This 
we will do by concerted saving. Our 
people have proved that they have ac- 
quired the habit of efficient providence, 
of care rather than of carelessness— 
qualities that go farto affect materially, 
and for the better, all our national 
activities. å 

America must be first in generous 
thought and action; first in the confi- 
dence which she shows in her fellow 
nations; first in the heart of all the 
world by reason of her friendliness and 
helpfulness to the world. 


Memorandum on the Economic Situation 


By Hersert Hoover 


Director General of Relief; Executive Officer of the Supreme Economic Council and of the 
American Relief Administration 


DEMORALIZED PRODUCTION IN EUROPE 


T rehabilitation, of Europe is 
immediately and primarily a 
European task but it is of tremendous 
concern to Americ® and, for that 
matter, to the entire world. If Amer- 
ica and the other countries of the 
world are to prosper, if civilization is 
to go forward rather than. backward, 
Europe must get on her feet. She 
must rebuild and set up her industrial 
plant and put her men to producing the 
necessities of life. Although the chief 
part of this task of rehabilitation must 
be done by Europe herself, America 
must, temporarily at least, furnish 
her not only with food, raw materials, 
and equipment, but also with credit 
to finance the imports which she needs. 
The economic difficulties of Europe 
as a whole at the signature of peace 
may be almost summarized in the 
phrase “demoralized productivity.” 
“The production of necessaries for the 
European population of 450,000,000 
(including Russia) has never been at so 
low an ebb as at this day. 

A summary of the data in the records 
of the unemployment bureaus in Eu- 
rope shows that 15 million families are 
receiving unemployment allowances in 
one form or another and are in the 
.main being paid by a constant infla- 
tion of the currency. A rough esti- 
mate indicates that the population of 
Kurope is at least 100 million greater 
than can be supported without im- 
ports and it must live by the production 
and distribution of exports. This 
' situation is aggravated not only by 


lack of imports of raw materials but 
also by low production of European 
raw materials. Due to the same low | 
production, Europe is today importing 
vast quantities of certain commodities 
which she formerly produced for herself 
and can again produce. Generally, 
not only is production far below even 
the level at the time of the signing of 
the armistice but far below what is 
necessary for the maintenance of life 
and health unless there shall be an 
unparalleled rate of import. 

Even prior to the war, European 
peoples managed to produce from year 
to year but a trifling margin of com- 
modities over what was necessary for 
consumption, plus what was necessary 
to export im exchange for essential 
imports. It is true that in pre-war 
times Europe managed to maintain 
armies and navies, together with a 
comparatively small class of non- 
producers, and to gain slowly in phys- 
ical improvements and investments 
abroad, but these luxuries and ac- 
cumulations were only at the cost 
of a dangerously low standard of living 
to a very large number. The produc- 
tivity of Europe in pre-war times had 
behind it the intensive stimulus of in- 
dividualism and of a high state of 
economic discipline, and the density 
of population at all times responded 
closely to the resulting volume of pro- 
duction. .During the war the intensive 
organization of economy in consump- 
tion, the patriotic stimulus to exertion 
and the addition of women to produc- 
tive labor largely balanced the diver- 
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ion of man power to war and munitions, 
[hese impulses have now been lost. 


SAUSE FOR DECREASED PRODUCTION 


It is not necessary to review at 
ength the causes of this decrease of 
»yroductivity. Chief among them are 
‘he following: 

(1) The industrial and commercial 
demoralization arising originally out 


of the war but continued out of the , 


struggle fcr political rearrangements 
during the armistice, the creation of 
new governments, and the inex- 
perience and friction between these 

governments in the readjustment of 
economic relations. 

(2) The proper and insistent de- 
mand of labor for higher standards of 
living and a voice in administration 
of their effort has unfortunately be- 
come impregnated with the theory 
that the hmitation of effort below 
physical necessity will increase the 
total employment or improve their 
condition. Nor canit be overlooked 
that this particular line of defense by 
labor—no matter what its economic 
results may be—is to some degree the 
result of offensives against it. 

(3) There is a great relaxation of 
effort as the reflex of the physical 
exhaustion of large sections of the 
populations from privation, and 
from the mental and physical strain 
of the war. 

(4) To a minor degree, considering 
the whole volume, there has been a 
destruction of equipment and tools 
and loss of organization and skill 
due to war diversions in addition to 
a loss of man power. This latter is 
not at present pertinent in the face of 
present unemployment. 


LESULTS OF DECREASED PRODUCTION 


The demoralization in production of 
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coal in Europe today is an example in 
point of all these three forces mentioned 
above and promises a- coal famine ac- 
companied by industrial disaster unless 
remedied. It is due in part to the 
destruction of man power and the 
physical limitation of coal mines or 
their equipment. It is due in the 
largest degree, however, to the human 
factor of limitation of effort. 

The continuation of the blockade 
after the armistjce has undoubtedly 
destroyed enterprise even in open 
countries, and has of course prevented 
any recovery in enemy countries. 


. The shortage in overseas transporta- 


tion and the result of the uncertainties 
of the armistice upon international 
credits have checked the flow of raw 
materials and prevented recovery in the 
production of commodities especially 
needed for exchange for imports from 
overseas. The result of this delay has 
been unemployment, stagnation and 
absorption of capital in consumable 
commodities to some extent all over 
Europe. 

From all these causes, accumulated 
to different intensity in different 
localities, there is the essential fact that 
unless productivity can be rapidly 
increased, there can be nothing but 
political, moral and economic chaos 
finally interpreting itself in loss of life 
on a scale hitherto undreamed. 


Economic PHENOMENA 


Reaction from strenuous economies.— 
Coincident with this demoralization in 
production, other disastrous economic 
phenomena have developed, the prin- 
cipal one of which is that the very large 
wage-paid special workers and the 
large sums accumulated by speculation 
and manufacture during the war have 
raised the standard of living for many 
individuals from the level of mere 
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necessities to a high level of luxuries. 
Among many other classes, also, there is 
‘a reaction from the strenuous econo- 
mies against waste and theconsumption 
of non-essentials in all countries. Asa 
result there is today an outbreak of 
extravagance to a disheartening degree. 

Higher Standard of Living.—An- 
other economic change of favorable 
nature from a human point of view, 
but intensifying the problems of the 
moment, has been therise in the stand- 
ard of living in large sections of the 
working classes through the larger and 
better wage distribution, separation al- 
lowances, etc., during the war. Paral- 
lel with these classes are those of fixed 
income, the unorganized workers, and 
the unemployed upon whom the rising 
cost of living is inflicting the greatest 
hardship. 


InaBinity or tHE Western Hemis- 
PHERE TO REHABILITATE EUROPE 


During some short period, it may be 
possible for the Western Hemisphere, 
which has retained and even increased 
its productivity, to supply the defi- 
ciencies of Europe. Such deficiencies, 
if met, will have to be supplied in large 
degree upon credits but aside from 
this the entire surplus productivity of 
the Western Hemisphere is totally in- 
capable of meeting the present defi- 
ciency in European production if it is 
Jong continued. Nor, as a practical 
fact, can credits be mobilized for this 
purpose for more than a short period, 
because all credits must necessarily be 
simply advances against the return of 
commodities in exchange, and credits 
will break down the instant that the 
return of commodities becomes im- 
probable. Further, if such credits be 
obtained for more than temporary 
purposes, they will result in the eco- 
. nomic slavery of Europe to the Western 
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to radicalism in all others. 


THE ANNALS or THE American ACADEMY 


Hemisphere and the ultimate end will 
be war. 
Consequently the solution of the 
problem, except in its purely temporary 
aspects, does not lie in a stream of com- 
modities on credit from the Western 
Hemisphere, but lies in a vigorous 
realization of the actual situation m 
each country of Europe and a resolute 
statesmanship based on such a realiza- _ 
tion. The populations of Europe must 
be brought to a realization that ‘pro- 
ductivity must be instantly increased. 


DEMAND FoR Economic CHANGE IN 
STATUS OF LABOR 


The outcome of social ferment and 
class consciousness is the most difficult 
of problems to solve. Growing out of 
the yearning for relief from the misery 
imposed by the war, and out of the 
sharp contrasts in degree of class suf- 
fering, especially in defeated countries, 
the demand for economic chartge in the 
status of labor has received a great 
stimulus leading to violence and revolu- 
tion in large areas and a great impulse 
In the 
main these movements have not in- 
fected the agricultural classes but are 
essentially an urban phenomenon. 

In this ferment socialism, or com- 
munism has embraced to itself the 
claim to speakfor all the down trodden, 
to bespeak human sympathy, to pre- 
sent remedies, and to be the lone voice 
of liberalism. Every economic patent 
medicine has been put under this ban- 
ner. Europe is full of noisy denuncia- 
tion of private.property as necessarily 
being exploitation. Industrial labor, 
even in non-revolutionary countries, 
has put considerable reliance upon some 
degree of communism, Extremists are 
loud in asserting that production can 
be maintained¥by the impulse of al- 
truism alone, instead of self-interest. 
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Too often they are embracing criminal 
support and criminal methods to en- 
force their ideals of human betterment. 
Every country is engaged in political 
experimentation with varying degrees 
of these hypotheses, and thus far every 
trial has reduced production. ` 

The Western Hemisphere with its 
more equitable division of property, its 
wider equality of opportunity, still be- 
lieves that productivity rests on the 
stimulus from all the immutable human 
qualities of selfishness, self-interests, 
altruism, intelligence and education. 

It still believes that the remedy of 

economic wrong lies not in tampering 
with the delicate and highly developed 
organization of production and distri- 
bution, but in a better division: of the 
profits arising from them. It still 
believes in the constitutional solution 
of these problems by the will of the ma~ 
jority, while Europe is drifting toward 
the domination of extremist minorities. 
The Western Hemisphere is still pro- 
ducing a surplus over its own needs, 

The first and cardinal effort ‘of 
European statesmanship must be to 
secure the materials and tools to labor, 
and to see that its men return to work. 
It must also secure a recognition of the 
fact that whatever the economic theory 
or political ery be, it must call for the 
maximum individual effort, for there is 
no margin of surplus productivity in 
Europe to risk in revolutionary ex- 
perimentation. No economic policy 
that does not secure the maximum pro- 
duction will bring food to those stomachs 
or fuel to those hearths. There is no use 
of tears over rising prices! They are, to 
a great degree, a visualization of in- 
sufficient production. 


NEED ror CONSERVATION IN CoN- 
SUMPTION 


During the period of reconstruction 


t 
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and recovery from reduced productiv- 
ity, the conservation in the consump- 
tion’ of non-essential -commodities 1s 
more critical than at any time during 
the war. The relaxation of restriction . 
on imports and on consumption of 
articles of this character since the 
armistice is disheartening. It finds its 
indication in the consumption of 
beverages and articles de luxe in many 
countries, increased even above a pre- 
war normal. Never has there been 
such a necessity for the curtailment of 
luxury as exists today. 


INFLATION OF CURRENCY 


The universal practice in all the 
countries at war of raising funds by 
inflation of currency is now bringing 
home its burden of trouble. In ex- 
treme cases the most resolute action 
must be taken, and at once. In other 
countries having a lesser degree of in- 
flation, such currency must be re- 
duced and included in the funded debt 
or, as an alternative, the costs of 
wages, living and international ex- 
change must be expected to adjust 
themselves to this depression. The 
outcry against the high cost of living, 
the constant increase of wages and the 
fall in exchange that is going on are in 
a considerable degree due to this mevi- 
table readjustment. 


Errect or Price Controu on PrRo- 
DUCTION 


The stimulation of production lies 
in the path of avoidance of all limita- 
tions upon the reward to the actual 
producer. In other words, attempts to 
control prices (otherwise than in the 
sense of-control of vicious speculation) 
are the negation of stimulation to pro- 


‘duction, and can only result in further 


curtailment of the total of commodities 
available for the total number of 
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human: beings to be fed, clothed and 
housed. There still exist in Europe 
great bureaucracies, created from: the 
necessity -of control of prices and 
distribution by the conditions of the 
war, which are loath to recognize that, 
with world markets opea, no such acute 
situation exists and that their contin- 
ued existence is not essential except in 
the control of speculation. __ 

The argument so much advanced, 
that world shortage may develop and 
that this justifies contintied control of 
distribution and prices is based upon 
the fallacious assumption that even if 
the world markets are freed of restraint 
that there is a shortage today in many 
commodities so profound as to en- 
‘danger health and life. From any 
present evidence, thanks to the high 
production outside of Europe, no 
shortage exists that will not find its 
quick remedy in diminished consump- 
tion or substitution of other commodi- 
ties, through minor alteration and 
price. All attempts at international 
control of price, with a view to bene- 
fiting the population in Europe at the 
cost of the producer elsewhere, will 
inevitably produce retrogression in 
production in other parts of the world, 
the impact of which will be felt most 
in Europe. A decrease of 20 per cent 
of Western Hemisphere wheat would 
not starve the West; it would starve 
Europe. It must never be over- 
looked that control of prices and dis- 
tribution cannot stop with a few prime 
commodities but, once started, its re- 
percussions drive into a succeeding 
chain of commodities and that on the 
_ downward road of price control, there 
can be no stoppage until all commodi- 
ties have been placed under restriction, 
. with inevitable stifling of the total 
production. Itisalso often overlooked 
by the advocates of price control that, 
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whereas the high level of production 
was maintained during the war even 
under a restraint of price, this high 
production was obtained by the most 
vivid appeal to patriotic impulse on 
both sides of the front. This.stimulus 
to ‘production and distribution no 
longer obtains and the world must go 
back to the prime motive, which is the 
reward to the individual producer and 
distributor. i 

That body of advocates who have 
deduced from war phenomena that 
production and distribution can be in- 
creased and maintained by appealing 
to altruism as the equivalent of patriot- 
ism or self-interest should obsérve the 
phenomena of Russia where the great- 
est food exporting country is today 
starving. It must be evident, elso, 
that the production cannot increase if 
political incompetence continues in 
blockades, embargoes, censorship, mob- 
ilization, large armies, navies and war. 


Pusuc UTILITIES 


There are certain foundations of 
industry in Europe that, no matter 
what the national or personal owner- 
ship or control may be, they yet partake 
of the nature of the publie utilities in 
which other nations have a moral 
right. For instance, the discriminatory 
control of ships, railways, waterways, 
coal and iron in such a manner as to 
prevent the resumption of production 
by other states will inevitably debar 
economic recuperation and lead to 
local disputes and economic chaos 
with their ultimate infection abroad. to 
say nothing of the decrease in pro- 
ductivity. ‘These abuses are already 
too evident. 


Doty or THE Western HEMISPHERE 


The question of assistance from the 
Western Hemisphere during a certain 
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temporary period, and the devotion of 
its limited surplus productivity to 
Europe, is a matter of importance and 
one that requires statesmanlike hand- 
-ling and vision. Although it is im- 
portant, it is but a minor question 
compared to those’ stated above 
and if 1s in a great degree de- 
pendent upon the proper solution of 
the factors already touched upon. 
It is a service that America, must ap- 
proach in a high sense of human duty 
and sympathy. This service will, 
however, be best performed by the 
insistence that aid will not be forth- 
coming to any country that does not 
resolutely set in order its internal finan- 
cial and political situations, that does 
not devote itself to the increase of 
productivity, that does not curtail 
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consumption of: luxuries and the ex- 
penditure upon armament and that’ 
does not cease hostilities and treat 
its neighbors fairly. If these condi- 
tions are complied with, it will be the- 
duty of America and all the Western 
Hemisphere to put forth every possible 
effort to tide Europe over this period of 
temporary economic difficulty. With- 
out the fulfillment of these conditions, 
the effort is hopeless. 

With Europg turned toward peace, 
however, with her skill and labor al- 
ligned to overcome the terrible ac- 
cumulation of difficulties the economic 
burden upon the West should not last 
over a year and can be carried and will 
be repaid. To effect these results the 
resources of Europe and also those of 
the Americas must be mobilized. 


What Fuel Conservation Means to- America 


By Rosert W. Woottey 
Member of the Interstate Commerce Commission 


MERICA is confronted squarely 
with the problem of increasing 

her productivity per man power with- 
out, at least, increasing the cost of 
production per article. ‘This in addi- 
tion to any economies that may be 
effected through national obedience to 
the slogan “Produce more, save more 
and waste less.” Such increased pro- 
ductivity per man power must come 
about through more efficient utilization 
of fuel, water power and machinery. I 
propose in this article to deal specific- 
ally with conservation of the two great 
articles of fuel—coal and petroleum— 
and more particularly with coal, for sci- 
entists agree that the days of petroleum 
as a commercial factor are numbered. 
From The Energy Resources of the 
United States: A Field for Reconstruc- 
tion, by Chester G. Gilbert and Joseph 
E. Pogue, volume 1, bulletin 102, of the 
Smithsonian Institution (United States 
National Museum), I quote as follows: 
While it is commonly known that our pres- 

ent utilization of fuel is wasteful, ‘it is not 
generally appreciated how very serious and 
extensive this default has become, how many 
lines of progress the current practice in this 
field is blocking, and how distinctly and 
heavily the whole matter is contributing to 
the cost of living. While the color of sensa- 
tionalism is to be deprecated, the assertion 
cannot be avoided that this country has 
within its reach the means for effecting a sav- 
ing in the matter of its energy supply of well 
over a billion dollars a year, * * * In 
this one direction alone lies a gain sufficient to 
recoup much of the expense of the Great War. 


DECLINE oF PETROLEUM AND Ort 


SUPPLY 
Referring to petroleum, Messrs. 
Gilbert and Pogue say: 


i 

The liquidity of the crude product makes 
petroleum unique among mineral raw mate- 
rials, contributing wide commercial availabil- 
ity through the ease with which the substance 
may be mined and handled; while the magni- 
tude of the resource has given confidence for 
the extensive mechanical developments essen- 
tial to its use. Hence the employment of 
petroleum is deeply rooted among the practices 
and needs of modern life, and any tendency 
toward disuse of its essential products, either 
through undue increase in price or from de- 
cline in production, will mark a turning point 
in material comfort and industriel advantage, 
the deferring of which becomes an object of 
universal concern. As the petroleum depos- 
its of the United States have been drawn upon 
with extraordinary rapidity and ‘the sup- 
plies have already suffered serious depletion; 
the matter of their approaching exhaustion 
assumes the light of immediate importance. 
The comforting assertion that such considera- 
tions may be safely left to future generations 
does not apply to petroleum. 


In a recent widely published state- 
ment, E. Mackay Edgar, a noted 
English authority on oil, predicted that 
in ten years the British Empire will 
be selling 500,000,000 barrels o: oil 
annually to the United States. Esti- 
mating the value of this oil at $1,000,- 
000,000, he asserts it will be the means 
of restoring and maintaining sterling 
equilibrium. He said: “More oil has 
probably run to waste in the United 
States than has ever reached the re- 
finers. Improvidence, carelessness, a 
blind gambling spirit, have marked all 
except the most recent phases of the 
industry. The great oil fields of the 
United States are nearing exhaustion, 
and it is not believed the new ones 
which are being proved will yield any- 
thing like the old prodigal production. 
America has recklessly, and in sixty 
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years, run through a legacy that, 
properly conserved, should have lasted 
her for at least a century and a half.” 

In other words, some fine morning 
not so far distant we are to awake to 
the realization that we have exhausted 
one of our principal sources of indus- 
trial greatness ninety years ahead of 


time, because as a nation we have felt 


it was unsound for the government to 
interfere in any degree with private 
enterprise—to curb the get-rich-quick 
promoter or speculator in the interest 
of all the people. As long ago as 1915, 
Secretary of the Interior Lane said in 
his annualereport: “Petroleum is a 
priceless resource, for it can never be 
replaced. Trees can be grown again 
upon the soil from which they have 
been taken. But how can petroleum 
be produced? It has taken the ages 
for nature to- distill it in her subter- 
ranean laboratory. We do not even 
know her process. We may find a 
substitute for it, but have not yet.” 


THE PROBLEM OF COAL CONSERVATION 


True, we are equally reckless in the 


mining and handling of our coal. In 


their report just referred to, Messrs. 
Gilbert and Pogue say: 


In spite of ample supplies in the ground, 
coal inadequately meets its obligations because 
of the competitive manner in which it is 
mined, the unnecessary extent to which it is 
transported, and the improper way in which 
it is used. The first has caused tremendous 
waste, the results of which will be felt heavily 
in the near future;-the second has caused a 
coal shortage during the war and promises a 
repetition at every coming period of sudden 
industrial expansion; the third has imposed 
an excessive burden of cost upon the public. 
To prevent waste, to circumvent shortage, 
and to lower cost, changes in our system of 
coal economics are necessary. - These changes 
must be determined by coal itself—by the 
nature of its geographic distribution, geologic 
occurrence, mining technology, and chemical 
composition. > x 
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The problem may be largely solved 
by coking our high volatile bituminous 
coals.1 A process by which this may 
be done is one of the by-products of the 
war. The results of the government 
test of this process, held under the 
joint auspices of the Bureau of Stand- 
ards and the Bureau of Mines, were 
not deemed by the War Industries 
Board to be sufficiently convincing to 
warrant its adoption as a means of 
increasing the production of benzol 
and other coal products necessary in 
the manufacture of high explosives, 
but upon favorable reports made by 
such distinguished scientists as Dr. 
Alex. C. Humphreys, president of the 
Stevens Institute, Mr. Alex. H. Twom- 
bley, a noted coke engineer and Mr. 
Y. Iwamura, coke expert of the Jap- 
anese government, private capital has 
undertaken its exploitation on a large 
scale. Since the signing of the Armis- 
tice, I am informed that a 10,000,000 
yen company has been formed at 
Tokio, by the Industrial Bank of 
Japan, acting for the government, and 
that the construction of ovens in 
Japan and her dependencies on the 
mainland of Asia, is about to begin. 

The first battery of ovens of formid- 
able size is now being erected at Gran- 
ite City, Ill., ten miles out of St. Louis 
at an estimated cost of $15,000,000, 
and other batteries equally potential 
are planned at points in the heart of 
the soft coal regions—Jackson, Ohio, 
for instance—at such steel manufac- 
turing points as Cleveland and at tide- 
water—for example, Bridgeport. It 

1 The beehive oven, which produces only coke, 
and the by-products ovens of German and Bel- 
gian design heretofore in use have only coked 
successfully the so-called, low-volatile, bitumi- 
nous coals, which represent about 5 per cent of 
our coal supply and are to be found largely in 


the Connellsville, Pocahontas and Birmingham 
districts. 


is only reasonable to suppose that in 
the not far distant future there will be 
other radical developments along this 
line. Now that the ice is broken and 
the possibilities are so glittering we 


we may expect science to “carry on” 


at a rapid pace. One writer, in his 
enthusiasm, speaks of the invention of 
the new by-product oven as being 
even more important than was the 
advent of the sewing machine or the 


. cotton gin. Time mey prove this to 


be true. 


Waste in Production.—Referring to ' 


the production of coal, Messrs. Gilbert 
and Pogue say: 


It is wastefully used due to the lack of by- 
product recovery as an accepted economic 
practice. * * * The wastes in distribu- 
tion may be reduced through the development 
of hydro-electricity and the coal-field genera- 
tion of cdrbo-electric power, thus relieving 
coal of unnecessary duties, and by improve- 
ments in utilization, thus destroying the 
over-dependence upon high-grade coals which 
now necessitates undue haulage. 

The wastes in utilization may be done away 
with by establishing a method of separating 
the energy-producing constituents of coal from 
the commodity values and using the products 
to their common advantage. The most logi- 
cal point of attack is the municipality, to which 
may be attached a public utility plant con- 
verting raw coal into smokeless fuel—artificial 
anthracite plus gas, or gas alone—and valuable 
by-products, ammonia, benzol, and tar. Such 
a plant would supply the fuel needs of the 
community and ship the surplus by-prod- 
ucts to serve as raw material for a coal-prod- 
ucts industry, developed thereby to propor- 
tions consistent with its importance to social 
progress. * * * | 

By-product utilization will give cheaper fuel 
through the advantageous disposition of all 
the values contained. It will also end the 
smoke nuisance, relieve transportation, and 
cause the growth of a great coal-products 
industry with ultimate possibilities ranging 
beyond the grasp of the imagination. 


I have quoted liberally from high 
scientific authority because when the 
railroads were first taken over by the 
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government I was asked by the director 
general—each member o: the Inter- 
state Commerce Commission under- 
took some special investigation looking 
to the working out of various phases 
of the.railroad problem—tos conduct an 
inquiry into the question cf fuel 
economy. The serious difficulty en- 
countered was lack of uniformity as to 
quality of fuel consumed in locomotives. | 
I concluded that if it were practicable 
the burning of powdered coke offered 
the solution. Accordingly, at my re- 
quest President Wilson directed the test 
of the new by-product oven referred 
to above. The results soefar as the 
proposed burning of powdered coke 
was concerned were not satisfactory, 
but that was really. of minor impor- 
tance when one considers the big 
result—that most of our high volatile 
coals are available for the manufacture 
of metallurgical and fuel coke and the 
extraction of valuable by-preducts. 


RESULTS OF COKING OuR COAL SUPPLY 


The use of this new process is fraught 
with “ultimate possibilities ranging 
beyond the grasp of the imagination.”’ 
Some of the potential results are: 

1. That the amount of coal in the 
country from which metallurgical coke 
can be made is increased from 5. per 
cent of our available coal supply to 
between 40 and 50 per cent of this 
supply, or a net increase of between 
800 and 1,000 per cent: this makes 
available for the manufacture of pig 
iron and steel many low grade ores now 
regarded as having a negligible value 
only because of their remote location 
from recognized coking coal regions. 

2. That all coal now used by rail- 
roads, except anthracite, which nature 
has coked, can be coked and from the 
sale of the by-products the cost of 
production, including the price of the 
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coal, largely defrayed, thus making 
the coke obtained practically net; that 
in due time all railroads may be advan- 
tageously electrified. 

3. That the enormous banks of culm, 
accumulated through the many years 
of mining anthracite coal and long re- 
garded as so much waste, may be mixed 
with the high volatile coals which 
intersperse the anthracite region and 
‘coked for fuel at the banks or at the 
mines, thus adding very materially to 
the fuel supply in the coal region closest 
to the great industrial centers of the 
eastern and northeastern parts of our 
country. l 

4. That by coking all bituminous 
coal, low and high volatile, the total 
amount of which mined in 1917 was in 
round numbers 612,000,000 tons and 
using the same figures for 1918 for 
purposes of calculation—value at the 
mines, at $3.50 per ton, $2,142,000,000 
~~there would have been produced: 

(a) 487,144,400.tons of coke having f. o. b. 
market value, using standard quotations of 
$6.00 per ton Connellsville, of $2,622,866,400. 

(b) By~products having f. o. b. market value 
of $3,213,000,000. 

(c) There would be a net saving in natural 
resources, allowing $4.89 per ton of coke for 
coal used, and cost of manufacture, of $3,698,- 
230,284 as compared with $109,742,799, the 
estimated net profit on 19,059,361 tons of 
eoke made in by-product ovens in 1917 from 
26,683,105 tons, the total amount of coal 
coked that year in by-product furnaces; in a 
word, last year we wasted $3,588,487,485 in 
natural resources through coal alone. 

5. That the annual gasoline supply— 
fine oil recovered from coal is its like, 
but estimated to be 28 per cent supe- 
rior—would be increased by 48,624,110 
barrels; our total production of gaso- 
line in 1917 was approximately 27;000,- 
000 barrels. This means cheap fuel 
for tractors, trucks, automobiles and 
aeroplanes. 


6. That the total gas supply of 


an important 
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the country, on the basis of 6,000 feet 
per ton of coal, B. T. U. 560, would 
be increased to 3,672,000,000,000 cubic 
feet, having a basic or at-the-mine 
value of 10 cents per 1,000 cubic feet, 
or $367,200,000. This, of course, could 
be piped any necessary distance. 

7. That through the recovery of 
light oils and of 12 gallons of tar per 
ton of coal made, or 7,344,000,000 gal- 
lons annually, having a present at-the- 
mine value of $367,200,000, we would 
become the greatest nation of dye, 
drug and chemical producers in the 
world. 

8. That the 18,360,000,000 pounds 
of ammonia sulphate—30 pounds per 
ton of coal—produced annually would 
so augment our fertilizer supply that 
our soil could be made to increase 
enormously in productivity per acre 
and would afford an abundance of 
ingredient of high 
explosives. 

9. That the’ production of toluol, 
from which trinitrotoluol (T. N. T.) is 
made, would be increased enormously. 

10. That there would be attributable 
to'coalsmokeno further reduction in the 
creative producing power of our people, 
estimated in the report on smoke 
abatement by the Chicago Association 
of Commerce to be $1,000,000,000 
annually, and that at least $100,000,000 
in paint and repair work, due to the 
ravages of acids and the destructive 
effect of coal smoke, would be saved 
each year. Every town and city in the 
United States could be made clean and 
kept clean. — 

11. That through cheap power our 
productivity per person would be so 
considerably increased that we would 
be able to pay higher wages and with 
our great merchant marine, once we 
are back to normal conditions, we could 
market our manufactures at a profit 
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even in countries having the cheapest 
labor. l 

12. That our national wealth would 
be so augmented eventually through 
the greatly increased value of our high 
volatile coals, now used for high grade 
‘purposes, that the cost of our partici- 
pation in the war would be almost, if 
not quite, absorbed. 

13. That by making possible the 
transmission of all power, light and 
heat from the pit heads of the mines, at 
a cost below any yet suggested, the 
saving in domestic labor and in personal 
inconvenience would be incalculable 
and poverty abolished or at least re- 
duced to a very low minimum; that 
thousands of individual industrial 
power plants, so costly to operate, 
would be scrapped or used for power 
distribution. 

14. That through natural processes 
the three greatest of our monopolistic 
groups—oil, steel and power—would, 
with the government owning and 
operating the super-power stations, be 
effectively and permanently broken up. 
So, among other things, the prospective 
loss of gasoline produced from petro- 
leum is to be more than offset by 
benzol. That answers Secretary Lane's 
question in large measure. 


Tur New Coxe OVEN AND THE ELEC- 
TRIFICATION OF RAILROADS 


In my report to the director general 
of railroads on possible fuel economies, 
submitted eleven months before the 
work of Messrs. Gilbert and Pogue, 
from which I have quoted so liberally, 
was issued, I featured the test of the 
new coke oven and called attention to 


the generally admitted fact' that our 


railroads must m the near future be 
electrified. JI quote in part as follows: 


The super-power station would entirely 
eliminate the transportation of coal for power 


purposes and would relieve the railroads of 
the congestion caused thereby. This is more 
than half of all the coal used in the country. 
The amount of fuel needed to generate a unit 
of power in the super-power station would be 
much less than that required by our present 
local plants. Besides, the freight cost would 
also be ‘saved; this is more than half of the 
coal item in present costs of power generation, 
and coal is by far the largest singe item of 
cost. There are still other items cf cost for 
power which would be reduced in the super- 
power station. è 

It is generally conceded that the electrifi- 
cation of steam railroads is imminent, but that 
the capital required for the generating plants 
and transmission lines is the chief present de- 
terrent. The super-power plan would make 
the electrification of the steam railroads to a 
large extent possible at an earfy date, at least 
very soon after the conclusion of peace, when 
the copper needed for transmission lines is 
likely to be plentiful and cheap. It would 
increase traffic capacity from 25 to 59 per cent, 
would increase speed in transportation, and 
would practically eliminate railroad conges- 
tion, particularly during the winter season. It 
would entirely eliminate the transportation of 
coal for use by the railroads thensselves. 

The advantages to be secured through the 
electrification of steam railroads are many: 

An electric locomotive will handle twice the 
load of a steam locomotive. 

It operates best in cold weather when a 
steam locomotive has its greatest troubles. 

On down grades what is known as regenera- 
tive [braking returns from 25 to 50 per cent 
of the power used in climbing. This power 
is returned to the lines for the use of other 
locomotives climbing other grades. Regenera- 
tive. braking is separate from air brakes, which 
are only used in emergency and in stopping a 
train. The trains run down any grade under 
perfect control, better in every way than by 
the use of grinding brakes, and at the same 
time electric current is’ being generated and 
returned back into trolley wires to assist in 


running other trains. 


An electric locomotive can be operated 
over a thousand-mile run in mountain work 
with only casual inspection. A steam loco- 
motive for the same service requires close 
attention and makes it necessary to main- 
tain round houses and yards at frequent 
intervals. Most of these can be eliminated 
by electrification. 
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Electrification is the cheapest and most 
practical means for producing an increase in 
traffic capacity. There are three ways for 
producing this increase: first, additional 
tracks; second, elimination or reduction of 
grades; third, electrification. 

The entire cost of electrification, E 
the power stations and transmission lines, is 
less than the cost of either additional tracks 
or the elimination or reduction of grades. By 

electrification the traffic capacity can generally 
be increased 50 per cent over what it is with 
steam locomotives. The electric locomotives 
go over the steepest grades with only a com- 
paratively slight reduction in speed. 

The electrification of the railroads would 
better the load conditions on the super-power 
stations, and this would tend to still further 
reduce the cost of generating power. 


Military experts agree that if there 
is ever another war it will be waged 
largely with gas. Scientists are saying 
that the nation developing the great- 
est dye industry, with its necessarily 
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large complement of chemists, will be 
best prepared. This was the founda- 
tion upon which Germany built. In 
the limited space allotted me it is 
impossible to go even into meager 
details as to the possibilities of the 
dye industry. The point is that we 
are destined to lead the world as dye 
makers. I have not even touched 
upon the proper and logical develop- 
ment of our water power. That is 
a subject on yhich so much has been 
written that I have deemed it my duty 
to. deal almost exclusively with what 
seemed to me to be the urgent and 
striking phases of the problem of con- 
serving and efficiently utilizing our 
coal. If we are prudent, itis practically 


inexhaustible—and, thanks to the by- 


products process, is the source of the 
cheapest heat, light and power. 
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Foop AN INDEX TO tHE Cost or 
Livina 


HENEVER people become 
troubled by the high cost of 

living it is the cost of food which 
occupies the first and foremost place in 
their minds. Expenditures for cloth- 
ing and for housing, the other chief 
items of cost in our merely physical 
struggle with the environment, come 
at relatively infrequent intervals as 
compared with those for victuals and 


drink, to use the old forth right phrase- ` 


ology. Every day one must buy his 
bread, and the sad fact of rising prices 
impresses itself with a vigor and depth 
which presently becomes soul-stirring. 
On the other hand, the common man 
buys his “new suit” so infrequently, 
and the purchase is furthermore such 
an adventure in itself, and one in which 
one wants to make a brave showing of 
being a regular man of the world, that 
a 50 or even 100 per cent advance in 
the price over what the last similar 
spree cost is .met with substantial 
equanimity. During the war, prices 
of clothing in this country rose out of 
all proportion to the prices of food, 
but the public clamor about high 
prices virtually all centered around 
the latter. 

There is real justification for this 
point of view also in the fact that in 
the maintenance of a family, food ex- 
penditure constitutes relatively a very 
large item. This has been most re- 
cently and thoroughly discussed by 


Professor Wiliam F. Oghburn! from 
whose paper the data of the following 
table? are taken as illustrative of the 
facts at the present time: 


TABLE I 
Cost of Actual Yearly Consumption of Food 
Yielding Approximately 3500 Calories per 
Man per Day (Data from Ogburn? 


A anene 
yerage otal . 
xpend-| Annual i dag 
Locality iture | Expendi- Adult 
for ture for Mal 
Food All Pur- = 
poses 
New York..... $678.73} $1,470.20! ° 3.83 
Providence ....| 647.00} 1,448.28] 3.84 
Boston........ 628.92) 1,310.20) 8:34 
Chicago....... 613.10) 1,514.00; 3.30 
San Francisco : 
and Oakland 605.40| 1,414.15] 8.34 
*Seattle........ 588.76} 1,587.30] &.35 
Denver........ 569.23) 1,857.13} $8.35 
St. Louis and 
East St. Louisi 567.37) 1,422.89) ©.35 
New Orleans 
(white)...... 564.76] 1,868.37) 8.34 
Atlanta ....... 526,00] 1,342.07) $.37 
Minneapolis and 
St. Paul..... 485.29' 1,869.96 8.365 
New Orleans 
(colored) ....} 449.00 965.30} 8.35 


The significance of the column 
headed “Equivalent adult males” is 
to show that all the data were from 
families of approximately the same 
size so far as food needs are concerned. 

Further data discussed by Ogburn 
show that at present price levels the 


1 Ogburn, William F. A Study of Food Costs 
in Various Cities. Monthly Labor Review, Vol. 
IX, pp. 303-327, August, 1919. 

2 Loc. cil., p. 312. 
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expenditure for food constitutes, for 
constant size of family, from 28 to 38 
per cent of incomes of $2,100 per year, 
and from 39 to 50 per cent of incomes 
of $900 a year, with intermediate 
percentages for intermediate incomes. 
It is no wonder that the problem of 
merely living has become an extremely 
acute one for many people in this 
country. 

What is the way out? Any thought- 
ful student of economic forces in this 
country knows that it is not in the di- 
rection of a lowered price level, at least 
in the immediate future, particu- 
larly so far as food is concerned. The 
producer of food has economically 
come into his own during the war, and 
is not going to submit complacently to 
any marked lowering of the price level 
of his commodities at once. And in 
his power to curtail production he has, 
of course, an economic weapon of first 
magnitude. But in the practice of 
true thrift in regard to food expendi- 
tures the consuming public of this 
country has ready at its hand a 
means of coping with this problem 
which is also of the greatest significance 
and economic power. ‘The remainder 
of this paper will be devoted to the 
task of demonstrating this proposition 
and endeavoring to show ways and 
means. 


Per GCarrra Foop CONSUMPTION 

The first point to be considered in an 
analysis of the situation is to get reli- 
able figures as to the normal per capita 
food consumption of the people of this 
country. I have recently made an ex- 
tensive and thorough statistical inves- 
tigation? of this subject, and from that 


3Cf., Pearl, R. The Relative Contribution 
of the Staple Commodities to the National Food 


Consumption. Proc. Amer. Phil. Soc, ‘Vol. 


LVIII, pp. 182-222, 1919. A detailed account 
of the research is in press in book form, under 


_ special attention is called to it. 


' sense. 
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study I wish to present certain results 
here.. In the first place, it should be 
said that the basis of any adequate 
survey of food resources or consump- 
tion must be essentially physiological, 
rather than one of commodities or 
trade. Broadly speaking, the ulti- 
mate sources of food are the soil and 
the sun. The energy derived from the 
sun through the mechanism of the 
green plant builds up the inorganic 
chemical elemests of the soil, air, and ` 
water into compounds which can be 
utilized as food by man, either directly 
or secondarily in the form of the prod- 
ucts of animals which have been nour- 
ished on the primary foods of the plant 
world. Furthermore, food must be 
expressed, for proper statistical treat- 
ment, in the ultimate chemical or 
physiological nutrient components, 
protein, carbohydrate, and fat, with of 
course the energy value in calories. 
Table IT gives in chemical nutrients 
the food consumption of the United 
States on a total and per capita base, 
for a period of seven years between 
July 1, 1911 and June 30, 1918. Be- 
fore entering on the detailed discussion 
of per capita consumption figures in 
Table IT it is well to recall a fact which 
is liable to escape attention, unless 
This 
is the fact that the final figures in ‘Table 
II, which are called “consumption 
figures,” really include something more 
than consumption in a nutritional 
They include the food actually 
eaten plus that which is wasted by loss 
in cooking, in garbage, etc. Tt is neces- 
sary to be entirely clear on this point. 


the title The Nation’s Food (W. B. Saunders 
Co., Philadelphia) and will shortly appear.’ In 
the meantime, it is necessary to ask the reader to 
take on faith the statement that the utmost 
critical care was taken to ensure the greatest 
attainable degree of accuracy in the final figures. 
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In calculating the nutrients in the in- 
termediate calculations use has, been 
made of factors which allowed for in- 
edible refuse, so that all of the inedible 
portion of the foods as produced or im- 
ported have already been deducted in 
the calculations up to this point. 
Furthermore, gross losses from storage, 
spoilage, transportation, etc., have 
been deducted. Even after all these 
deductions have been made, however, 
' it is obvious that there is still a con- 
siderable amount of loss and wastage of 
strictly edible material, which might be 
saved and consumed under a theoret- 
ically ideal system of preparing food 
for the table plus a conscientious inges- 
tion of every bit of edible material. Of 
course, as a matter of fact, neither of 
these theoretically ideal conditions at 
all prevail. There is a considerable 
loss of nutrient values in the process of 
` cooking as ordinarily practiced. This 
loss is undoubtedly greater for fats 
than for any other of the nutrients. 
It is a troublesome and time-consuming 
process for the housewife to conserve 
and utilize all of the fat which gets 
melted and floats about in the water 
in which foods are cooked, or adheres 
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to the utensils in which they are 
cooked. Nor, in the minds of most 
people, is there any necessity or desir- 
ability of saving this fat. In fact, a 
great many people in this country ob- 
ject very strongly to what they desig- 
nate as “greasy .cooking.”’ Gonse- 
quently, floating fat of soup stock is 
skimmed off and thrown away in the 
vast majority of instances. The result 
is that in calculations made in the way 
those of this study have been made, 
which include the total nutrient value 
in the edible portion of food materials, 
after deducting inedible waste and 
the losses which accrue up te the time 
the food reaches the consumer, there is 
bound to be an apparently high con- 
sumption of fats. The figures here 
presented are really statements of 
consumption plus edible waste and 
should be so regarded. 


Another important factor is that of 


‘edible waste in garbage, that is to 


say, the uneaten portion of the pre- 
pared food which is edible and might 
be consumed, but is not for reasons 
of taste, over-estimation of mngestive 
capacity, ete. 

Looking at the matter from the na- 


Taare II 
Consumption per Adult Man 











Protein Fat Carbohydrate Calories 
Year Per Per Per Per Per Per Per Per 
Annum | Da Annum | Day | Annum] Day Annum Day 
(Kilos) | (Grams)| (Kilos) | (Grams) | (Kilos) | (Grams) 
1911-12.......... 44.70 122 62.12 170 195.48 536 1,563,450 4,283 
1912-13.......... 44.04 121 60.44 166 198.68 544 1,558,232 4,269 
1913-14.......... 45.08 124 60.22 165 209.25 573 1,591,621 4,361 
1W9I4-15.......... 43.05 118 63.42 174 193.42 530 1,560,326 4,275 
1915-16.......... 44,48 122 61.22 168 200.48 549 1,574,621 4,314 
I916-17.......... 43.01 118 62.45 17] 189.94 520 1,536,833 4,211 
I9I7-18.......... 43.14 118 62.47 171 195.34 535 1,559,661 4,273 
Average, whole pe- 
riod...... eee I 120 61.78 169 197.45 541 1,565,075 | | 4,288 
Average, 1911-12 , 
to 1916-17 ..... 44.05 121 61.65 169 197.82 542 1,566,032 4,290 
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tional point of view, it seems probable 
that of the protein in human foods left 
in the country for consumption in the 
statistical sense, it is safe to say that 5 
per cent is lost in edible wastage; of the 
fat left in the country for consumption 
as human food, it is believed that at 
least 25 per cent is lost through wast- 
age. This figure seems large, but it 
probably under-estimates rather than 
over-estimates the fact. Of the car- 
bohydrates, probably there is 20 per 
cent of edible wastage. 

Applying the estimated percentage 
deductions for edible wastage stated 
above to the per capita average for the 
whole period we have the following re- 
sults for ingested human food: 
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114 grams protein per man per day 

127 grams fat per man per day 

433 grams carbohydrate per man per day 
3424 calories per man per day 


These figures are probably very close 
to the fact as regards protein and 
carbohydrate. They areperhaps some- 
what too high still as regards fat, 
because the edible wastage of this com- 
ponent is higher than the 25 per cent 
used. The intention, however, has 
been to use the most conservative fig- . 
ures in estimating waste. 

The stability of food consumption, 
in physiological units, one year with 
another is one of the striking things 
brought out by Table IJ. People con- 
sume about the same total amount 
year in and year out, so far as we may 
judge both from common experience 
and from careful statistical study. 
This stability of consumption is shown 
graphically in Figure 1. 
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It has been pointed out above that 
in the consumption calculations de- 


~ ductions were made for inedible refuse, 


for loss by spoilage, in transportation, 
storage, ete., Specifically these deduc- 
tions included the following classes: 


(a) Loss of commodity in storage 
' (b) Spoilage of commodity in storage 

(c) Loss of commodity in transit 

(d) Spoilage of commodity in transit 

(e) Loss by vermin 

(f) Amount fed to livestock 

(g) Amount used for technical, non-food 
purposes, including the manufacture 
of alcoholic beverages 

(h) Inedible refuse 


From the viewpoint of thrift, rather 


‘than that of pure statistics, it must be 


remembered with the utmost clarity 
and precision, that the consuming pub- 
lic pays for all these losses. The prices 
of the commodities actually bought by 
the public include in themselves an al- 
lowance for all of these items. In the 
case of inedible refuse this is apparent. 
One knows that he pays for the rind of 
a watermelon, or the bone in a ham. 
He is not so apt to remember that he 
paysforthe corn and wheat therats eat. 

So here, then, in items (a) to (g) 
above, is the first clearly marked place 
at which, from a national viewpoint, 
the practice of thrift would inevitably 
effect a reduction in the country’s 
food bill, which in absolute amount 
would be literally enormous. 

Again, it was pointed out in the pre- 
ceding section that after all the deduc- 
tions under items (a) to (h) inclusive 
had been made, there still was a large 
amount of edible waste thrown away in 
the form of garbage, and lost in cook- 
ing, etc. It is possible’ to give some 
definite figures on the effect which 
thrift can have on the reduction of this 
edible wastage. In the summer of 


1917 Mr. Herbert Hoover, working ` 


through the organization he had built 
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up, which was later to become the 
United States Food Administration, 
organized a nation-wide campaign to 
urge people to avoid waste in the 
preparation and use of food. In order 
to check up on the effectiveness of this 
campaign statisticst were collected 
from 96 cities monthly, giving the 
amount of the collection for each month 
in 1917-18, while the conservation 
campaign was on, and the correspond- 
ing month in 1916-17, before any con- 
servation was practiced. The summa- 
rized totals are exhibited in Table IHI.. 
Tasis III 


Total Tons of Garbage Collected in 96 Cities, by 
Months, May 1916 to April 1918 


Garbage Collected (Tons) 








Rela- 

1917-18 1916-17 tive 
Mav...... 191,129.06! 296,066.56 85 
June... ... 209,937.90; 230,724.72) 91 
July ...... 233,853.45| 245,198.46] 95 
August....| 265,409.63) 278,948.91] 95 
September .| 241,317.59] 258,751.64] 93 
October ... 220,948.29| 234,148.73) 94 
November . 190,012.89! 209,690.07} 91 
December .| 170,891.67, 200,067.75) 85 
January ... 156,711.35; 200,096.45) 78 
February ..| 148,785.15) 167,391.84 89 
March ... 177,392.25) 181,506.00| 98 
April...... 183,119.69} 177,542.50) 103 





Totals.| 2,388,931 .92) 2,609,133.83) 92 


It will be seen at once that a sub- 
stantial reduction in amount of garbage 
was effected simply by voluntary care 
and thrift on the part of the people. 
But even more remarkable than this 
quantitative saving, great as it was, 
was the qualitative saving, as indi- 
cated by the amount of fat in the gar- 
bage. In a number of large cities 
there are garbage reduction plants, 
where the grease is extracted from the 
garbage and sold. ‘Table IV gives the 
results in this particular for 12 cities. 

4Pearl, R. Statistics of Garbege Coilection 


and Garbage Grease Recovery in American Cities. 
Jour. Ind. Eng. Chem., Vol. 10, p. 927, 1918. 
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Taste IV | 
Tons of Garbage Grease Recovered in 12 Cities for the Two Years, May 1917 to April 1918 and May 
1916 to April 1947 
Tons of Grease Percentage of 
Tons of Garbage Recovered Grease 
City Population| 3! ! ! a: 
52 | 85 lig] e, |S2/8 |e 
TA pang Ti | m peed rt ye ore 2 = pd fe = = 5 
y e h e tm | be | . 3 
S A, SA BAISAR] TS] sa] Sa | oe 
Sa) sao | Sa Sa (ee | Sa/ Sa | ce 
Boston, Mass......... 781,6285; 46,335) 52,650) 1,401) 2,140, 65 3.02 | 4.06 74 
Buffalo, N. ¥......... 468,558 15,882) 21,817 814 494, 63 2.03 | 2.26 90 
Chicago, Ill. ......... 2,497,722 93,235] 124,496] 1,656| 2,869" 58 1.77 | 2.30 77 
Cleveland, Ohio ...... 674,073 55,466} 59,708) 1,415) 1,821) 78 9.55 | 8.05 84 
Columbus, Ohio...... 220,0002 17,295; 20,393 354 639; 55 2.04 | 3.183 65 
Dayton, Ohio PEE 155,0002 15,677| 16,621 250 $55: 70 1.59 | 2.13 75 
Indianapolis, Ind. .... 271,758 19,929, 23,267 454 793 57 2.27 | 3.40 67 
New Bedford, Mass... . 118,158 8,774| 10,162 199 270] 74 2.26 |j 2.65 85 
Pittsburgh,*Pa........ 579,090 | 72,612) 73,758] 1,554] 2,117] 73 | 2.14 |*2@.87 | 75 
Philadelphia, Pa.......] 1,709,518 | 114,160] 101,678] 1,178] 1,161] 101 1.08 | 1.14 90 
. Schenectady, N. Y.... 105,000 4,111 4,419 84 91} 98 2.04 | 2.04 | 100 
Wilmington, Del...... 94,265 18,986; 14,187 49 92; 53 0.25 | 0.65 38 
Totals.......... “| 7,684,771 | 481,962) 523,156) 8,906 12,843) 70 1.85 | 2.45 76 


a Population, 1918. © Relative figure expressing the monthly collection for 1917-18 as a per- 
centage of that of the same month of 1916-17; that is, relative figures under 100 mean smaller col- 
lections and figures over 100 mean larger collections. 


Tables IIL and IV make plain in a 
concrete way what thrift can do on a 
large scale. A reduction of about 10 
per cent in the gross tonnage of gar- 
bage, and of 30 per cent in the tonnage 
of fat recovered can only have been 
accomplished by a real and widespread 
saving and utilization of food materials 
which ordinarily go into the garbage 
can. 


GENERAL Strapiuiry oF Foop Cox- 
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Table II and Figure 1 indicate how 
difficult, not to say impossible, it would 
be to lower by any substantial amount 
the gross total food intake of a nation’s 
population, so long as there is an 
abundance available. - The experience 
‘of every country in the war shows that 
despite regulations, however drastic, 
and propaganda for voluntary reduc- 
tion of the intake, people will eat just 
about the same total amount, if they 


can get it. They can be induced to 
stop wasting, and to save edible mate- 
rial which would otherwise go into the 
garbagecan. Also, if there is an actual 
shortage of all foods, as was the case 
in Germany during the war, the total 
calory intake will be perforce reduced. 
But in the presence of plenty all expe- 
rience goes to show that the food con- 
sumption of any nation, per capita of 
population, is exceedingly stable over 
long periods of time. 

From the standpoint of true thrift 
it is desirable that such stability of 
consumption should obtain. The 
human body isa machine. Food is its 
fuel. If the machine is to maintain a 
given output of energy it must con- 
sume a given proper amount of fuel. 
To try to make the machine perform 
on a reduced fuel consumption, below 
the level which human experience 
through centuries has shown to be the 
optimum for efficient performance, 


124 


would be the height of folly, so long as 
adequate supplies are available. The 
human machine is so delicately organ- 
ized that there is every reason to 
believe that if the nation’s total calory 
intake were to be reduced by so small 
an amount as 10, or even 5, per cent 
over a period of months the results 
would be promptly apparent in in- 
creased mortality rates, diminished 
output of industry, and greatly in- 
creased morbidity. « 

The points which were stressed in 
Mr. Hoovers Food Administration 
conservation campaign seem to point 
the way to true and sound food thrift 
more wisely and justly than has ever 
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been done before. These points were 
essentially: 

1. General conservation, by the elim- 
ination of waste of edible materials 
wherever and however possible. The 
effectiveness of this has been demon- 
strated by the garbage figures, to take 
but a single instance. Many others 
might be given. 

2. Special conservation, by substitu- 
tion of one food material for another 
which it was desired to save for essen- 
tially military purposes. This was 
the method taken to conserve a short 
wheat supply. 

The effectiveness of this special con- 
servation is well shown in Figure 2. 





JO- #Gi6-17 IST" 18 


Fig, 2. SHOWING tHe PERCENTAGE INCREASE oR DECREASE IN CONSUMPTICN IN 
1917-18 as COMPARED WITH THE ANNUAL AVERAGE OF THE Six Years PRE- 
cepina. For EXPLANATION SEE Text 
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In this diagram the total length of 
the bars from the 0 line shows the 
total percentage increase or decrease in 
consumption in 1917-18 as compared 
with the preceding six years. The 
cross-hatched portion of each . bar 
shows the percentage increase in pop- 
ulation, and theréfore the part of the 
increased consumption to be expected 
as a result of population increase. 
Where the black bar is below the top 
of the cross-hatched population bar it 
means a conservation. Thus the true 
conservation on wheat amounted to 
10.80-+5.73=16.53 per cent of the 
normal average consumption. 

It will be noted at once that the 
commodities showing great increases in 
consumption in 1917-18 over the pre- 
ceding years are, for the most part, 
those which the Food Administration 
urged to be substituted for articles of 
which thé supply was less abundant, 
and for which the needs of the Allies 
were greater. ‚Thus, rye, which con- 
stituted the most popular of the sub- 
stitutes for wheat in the public mind, 
shows the greatest increased consump- 
tion in 1917-18. Next to it stands 
the “Other cereals” of our classifica- 
tion, including barley and buckwheat. 
Nuts, rice and the vegetables generally 
show increases beyond the population 
increase, showing that the people very 
generally followed the suggestions of 
the Food Administration to consume 
more of these products and save wheat. 
The articles on which the Food Admin- 
istration most strongly urged con- 
servation—namely, wheat, beef, mut- 


ton, pork, and the sugars—all show . 


either a consumption actually below 
the normal average, or else a very 


slight absolute increase well below the’ 


population percentage increase. In 
either case a real and substantial con- 


125 


servation is, of course, shown. The 
decrease in consumption of the most 
popular fruits, oranges, apples, and 
bananas is largely if not entirely ex- 
plained by high prices for these 
products. 

The health and efficiency of the 
American people did not suffer in the 
slightest degree from these food sub- 
stitutions. There is no reason why the 
same method cannot be voluntarily 
applied by the peeple in peace as well 
as in war, and for economic as well as 
military motives. During the past 
summer I have had the privilege of 
visiting and talking over the economic 
situation with a considerable number of 
the largest manufacturers of all kinds 
of food products, from the Atlantic 
to the Pacific Coast. The outstand- 
ing general result of this experience, 
to which the supporting testimony 
was virtually unanimous, was that the 
demand for the highest grade of fancy 
products, put up in the most expensive 
way in the most costly packages, 
was greater than could be supplied; 
while on the other hand, standard 
grades of which the food value was 
just as great, but the price lower, were 
difficult to dispose of. And yet during 
this very period there was great pub- 
lic clamor, coupled with activity about 
equally furious and futile on the part 
of our legislators, regarding the high 
cost of living in general and of food in 
particular. It costs a manufacturer a 
definite and substantial excess amount 
to produce a highly fancy food product. 
But the product contains no more 
protein, or fat, or carbohydrate, or 
calories than does a standard article 
(sometimes indeed less), nor is the 
fancy grade any more sanitary, broadly 
speaking. Yet people are loath to- 
buy any food except what they call 
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Cost of Food in Relation to Its Energy Value 








Relative Cost of 100 Calories, 





Average Bread Being Taken as 100 
Retail 
Order Commodity a 
Poe Oct. 1 Sept. 1 Aug. 1 
(Cents) 1918 1918 1918 
1 | Cornmeal 7.05 52 51 51 
2 | Flour, graham 7.2 53 53 51 
3 “wheat 7.3 54 54 53 
4 “rye 7.2 54 56 54 
5 Oats, rolled e 8.4 55 57 52 
6 | Flour, barley 7.9 57 59 59 
7 < corn 8.1 59 57 56 
8 | Hominy grits 9.1 67 67 65 
9 | Sugar, granulated 10.4 68 62 61 
10 | Sirup, corn 8.6 71 72 68 
11 | Flour, buckwheat 11.2 82 8@ 73 
12 “rice 18.4 - 95 9] 89 
13 | Barley, pearled 18.2 97 96 85 
14 | Bread 9.9 100 100 100 
15 | Lard, pure leaf 34.9 102 97 95 
16 | Rice, fancy head 13.7 103 100 96 
17 | Oil, cottonseed 84.7 104 114 106 
18 | Macaroni (bulk) 15.0 110 109 104 
19 | Oil, corn 37.6 113 123 103 
20 | Beans, navy 16.9 128 113 117 
21 | Oleomargarine 37.1 130 124, 122 
22 | Raisins, seeded 15.6 133 130 128 
23 | Crackers, oatmeal 21.6 134 142 141 
24 j graham 21.7 136 144 139 
25 | Potatoes, white 3.73 148 151 "149 
26 | Cocoa (bulk) 83.7 179 161 166 
27 | Prunes, medium 17.5 180 175 169 
28 | Peaches, evaporated 18.9 188 183 167 
29 | Apples, 20.8 188 192 180 
30 | Potatoes, sweet 7.1 188 225 236 
31 | Cheese, American Cheddar 37.5 215 203 195 
82 | Butter, creamery 63.5 Q17 184 176 
83 | Milk 6.85 264 248 245 
34 | Honey, comb 33.7 272 243 240 
35 Onions 5.2 310 340 336 
36 Ham, sliced 51.4 323 306 293 
87 | Mackerel, salt 27.3 326 305 809 
38 | Oil, Italian olive 110.0 $28 324 295 
39 | Corn, canned 14.88 403 388 375 
40 | Pork chops 43.5 422 389 366 
41 | Leg of mutton 85.3 484 487 473 
42 | Salmon, Red Alaska canned 30.8 557 548 5387 | 
43 | Salmon, fresh 32.4 604 611 546 
AA Beef, round steak 38.1 699 692 681 
45 | Peas, canned 15.04 718 699 675 
46 | Eggs, fresh gathered 36.2 720 635 586 
47 Halibut steak 32.3 856 864 782 
48 | Peaches, canned - 15.9 903 903 793 
49 Cod, salt 27.6 915 955 839 
50 | White fish 26.2 977 962 837 
51 | Tomatoes, canned 14.0 1,671 1,623 1,582 
52 | Beans, string, canned 15.7 2,082 2,015 1,705 


Foop THRIFT 


the “best.” A point which wants 
emphasizing is that thrift, like Boston, 
is a state of mind. 


Foon 1x Retation To Enercy VALUE 


To give point and direction to 
thoughts similar to those expressed 
in the preceding section it was the 
writer’s custom during his connection 
with the Food Administration to issue 
‘monthly a typewritten bulletin, to 
members of the organization for pub- 
licity use, having the title “Cost of 
Food in Relation to Its Energy Value.” 
A sample table from one of these bulle- 
tins (that for October 1, 1918) is re- 
produced here as Table V. The table 
gives the relative cost of 100 calories 
obtainable from various foods at the 
average retail price prevailing in the 
United States on the dates named. 

Such tables as this can be prepared 
very simply and easily by anyone 
with an elementary grasp of arithmetic. 
They should form one of the essen- 
tial bases and guides of food thrift. 
Canned string beans no doubt have 
their place in the dietary of the rich, 
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but it is difficult to see what place they 
have in the practice of food thrift. 


è 
PREREQUISITES TO PRACTICE OF 
THRIFT 


By way of summary it may be said 
that in the opinion of the writer preach- 
ing the virtues of thrift is much like 
any other sort of preaching, a sadly 
thankless and ineffective task. What 
I have tried to do in this paper, in 
lieu of exhortation, is to present some 
basic facts about’the physiology and 
economics of food, and to point out 
how any people thriftily minded may 
reduce their national food bill much 
below what ours is and. suffer no evil 
consequences, but only good. The 
way lies along two lines, which are: 
First, reduction of avoidable waste of 
food at every stage from the farmer’s 
field to the consumer’s stomach; and 


. second, the substitution of cheap foods, 
‘ physiologically just as nourishing, for 


dear foods. But first of all, and all the 
time, it is a prerequisite to the practice 
of thrift, that the people be thriftily 
minded. 


a 
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The Garbage Pail, a National Thrift Barometer 


By H. L. BALDENSPERGER 


Sometime Executive Officer, Salvage Division of United States Army and also Member of War 
Prison Labor and National Waste Reclamation. Section, War Industries Board 


HE city dump is no respecter o? 


persons. It reveals the ineffi- 
ciencies of our industrial and communal 
organizations. It serves as a measure 
of the efficacy of our thrift movements. 
Thrift was the wartime slogan; the 
government bent every energy to 
induce us to save. The influence of 
this campaign was registered in the 
city dump. A study of the municipal 
reports covering the years 1917-18 
will show a remarkable decline in the 
amount of waste handled by the city 


agencies but these same reports reveal’ 


the lack of permanent influence of 


this campaign. The amount of gar- 


bage handled in our larger centers in 
November, 1918, increased from 10 to 
25 per cent over the amount of mate- 


rial handled in the previous month. It’ 


was not necessary to consult the news 
dispatches to ascertain that hostilities 
had ceased,—the garbage pail revealed 
that fact.’ 

Here is a measure of the effective- 
ness of our movements for organized 
thrift. We may theorize about sav- 
ings, we may develop programs for 
increasing individual and social thrift 
but it is to the city dump that we must 
look to secure the data by which our 
program can be made effective. 


GARBAGE RECLAMATION IN THE ARMY 


One is tempted to say that garbage 
won the war. Not because it contains 
matter essential to the manufacture 
of munitions, not because it is the chie? 
supply of glycerin upon which the 


success of any military program de-. 
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pends, but because it checked food 
waste in the Army and became a 
safeguard of the efficiency and morale 
of our men. . 
It is true that few Army officers - 
recognized that fact; it- is doubtful 
if many would agree even in the face 
of the evidence because the average 
official of the War Department ‘like 
the average citizen looks upon gar- 
bage as a nuisance, as a loathsome 
thing which must be put out of sight 
and mind once and for all time. 
Garbage in the early days of the 
war was more than a nuisance to the 
War Department; it was a bug-bear. 
Every system of disposal was open to 
severe criticism. Incineration was de- - 


‘structive of valuable by-products and 


fuel. The method of sale to con- 
tractors in bulk was inefficient. The 
government did not receive an ade- 
quate return for the waste, and valu- 
able material with glycerin content 
was being disposed of for stock feeding 
purposes. 

It remained for an cfficer of the 
British Army, assigned to our govern- 
ment to assist in our reclamation 
work, to develop the true function of 
garbage. Col. Sir Frank B. Beau- 
champ adapted the British system to 
our needs and through the initiative 


and foresight of Col. John S. Fair, 


Assistant to the Acting Quartermaster 
General, saw it put into siecessful 
operation in this country. Under this - 
plan each unit of the Army conducting 
a mess was compelled to keep a six- 
fold classification of its table waste. 
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This material as segregated was col- 
lected daily by the salvage corps, 
weighed and the proper‘records cover- 
ing the weight of each class was checked 
against the separate units. ' 

The daily tally sheet was the index 
to the kitchen efficiency of the various 
units of the division. It became a 
danger signal in many instances be- 
cause a high percentage of waste 
meant one of two things, over-feeding 
or poorly prepared food. Efficiency 
and morale were affected by either 
situation; valuable food was being 
consumed to no purpose. The salvage 
officer by «consulting this tally chart 
was enabled to locate the danger 
points at once. A hurried but heated 


interview with the mess sergeant and ° 
a rapid transfer of kitchen personnel to . 


the School jor Bakers and Cooks was 
the usual means of dealing with the 
situation. Garbage became the terror 
of the intefficient,—the camp inspector 
worked uncezasingly and untiringly. 

This system increased the revenue 
derived from the sale of the waste 
material; it checked the loss of valu- 
able by-products’ but its true value lay 
in the fact that it revealed the points 
of inefficiency. It -indicated those 
centers where additional education and 
training were needed. 


GARBAGE AND [INSTITUTIONAL EFFI- 
CIENCY 


Society needs some such measure to 
check the efficiency of its social insti- 
tutions. It must utilize its garbage 
pail, its city dump and its institutions 
to determine if it has in reality adopted 
thrift, if it is utilizing its material and 
man power effectively. The success 
of this system in the Army lies in the 
fact that the men were under social 
control. There isa portion of our 


people equaling in number the forces 
10 l 
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called to the colors who are under the 


‘same system of control: Our insti- 


tutional population is maintained 
under a somewhat similar system of 
centralized authority. Is. it not time 
to look at our institutional garbage 
pails in order to check the efficiency 
of our institutional kitchens? ; 

Our government put a similar sys- 
tem of check into operation at a fed- 
eral institution. The War Prison 
Labor and Natienal Waste Reclama- 
tion Section of the War Industries 
Board issued an outline of this sys- 
tem and had it adopted at a naval 
prison. Other institutions under the 
control of the federal government 
were to adopt this plan when the armis- 
tice suspended the operation of the 
War Industries Board. As a result of 
this suspension of activity the other 
federal institutions are pursuing the 
old policy of dealing with garbage as 
a nuisance and our state institutions 
are following a similar policy.’ H. C. 
Wright, in his Fiscal Control of 
State Institutions, reports but three 
as having such a system of checking 
the efficiency of the kitchen. It is 
time for our institutions to benefit by 
the experience of the War Department 
and through State Board of Charities 
or similar bodies to establish some 
such system of measurement, some 
method of utilizing their garbage as a 
measure of the efficiency of the man- 
agement of the institution. 


Tur Crry Dume 


Our attitude is the same in regard 
to the other waste material we dis- 
card. We erect unsightly dumps as a 
monument to our inefficiency. We 
compile little or no data relative to 
the type or amount of material dis- 
carded by the community. We talk 
thrift while we bury in the dump arti- 
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cles with the potential value of mil- 
lions. 
this tendency.. The amount of sec- 
ondary metals reclaimed in 1916 was 
more than 130 per cent of the amount 
returned to industry in the previous 
year. The amount of the heavy 
metals conserved and’ re-utilized in- 
creased about 75 per cent in the same 
period. Bear in mind the condition 
of the garbage pail following armistice 
day and you can readily depict the 
condition in regard to the city dump. 
We are again swinging back to pre- 
war conditions at our points for 
handling the waste of the community; 
we are again diverting needed labor to 
the extractive industries while we 
build ore dumps at the doors of our city. 


Tae Wurman PLAN 


Our city dumps and our correctional 

institutions are the products of the 
type of thinking which attempts to 
solve a problem by ignoring it. We 
waste men and material because it 
requires time and effort to find the 
necessary solution. We lose our un- 
salvaged material, we waste our unad- 
justed man. 
. The Chicago ‘House of Correction 
is an exception to this rule. John L. 
Whitman, sometime superintendent of 
that institution, Inaugurated a sys- 
tem of employing the physically unfit 
man in handling the waste of the com- 
munity which not only revealed the 
potential wealth which exists in the 
dump and in the waste man but also 
served as a basis of the government’s 
war-time program for waste reclama- 
tion. . 

Under Whitman’s plan of utilizing 
prison labor in handling the waste of 
the municipal departments, the in- 
mates thus employed were enabled to 
make a return equal to four times their 


The war temporarily checked’ 
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cost of maintenance an were enabled | 
to contribute a sum equal to 50 per ' 
cent of the cost of maintaining the 
institution. The material after being 
properly handled was sold for a sum 
900 per cent more than was received 
for a similar amount when it was sold — 
unsorted. Pieces of copper wire which 
had been thrown aside by the electrical 
department netted more than $43,000, _ 
waste paper made a return of -over 
$4,000 while old rags saved from the 
garbage made a return of approxi- 
mately $4,000 and the platinum in the 
worn out electric light bulbs was found 
to be worth $9,000. These fgures, 
representative of the returns secured 
for various items of waste, are com- 
piled from the financial statement for 
the year 1916,—a representative pre- 
war year in the waste trade. 


ORGANIZED ‘THRIFT IN THR ARMY 


Whitman’s system proved to be the 
solution of the two pressing problems 
which were facing the War Depart- 
ment in 1917. An establishment 
functioning with a machinery untested 
by war was proving unfit zor the task. 
Waste was rampant. Such a situa- 
tion was to be expected. A small 
staff working under archaic methods 
of handling material and with theories 
ill-adapted to the times was not only 
wasteful of material, it was also waste- 
ful of man power. The rigid per- 
sonnel system could not attempt to 
adjust the man who did not readily 
fit into the military machinery. He 
was either discharged as an “inept” or 
handled as a military misdemeanant. 
Either system meant the possible in- 
crease of institutional population, 
either civil or military and any addi- 
tion to that class which is maintained 
in idleness meant a serious drain on 
the resources of this country. 
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_ This problem was referred to Mr. 
_ Hugh Frayne, General Organizer of 
the American Federation of Labor, 
who represented labor on the War 
Industries Board. Mr. Frayne was 
assisted by Mr. John J. Manning, also 
a member of the Federation and a deep 
student of the problems of prison em- 
ployment, and also by the present 
writer. A plan was developed and sub- 
mitted to the Board by Mr. Frayne. 
Whitman’s plan was the basis of this 
program which called for the estab- 
lishment of a central bureau in the 
War Department which was to have 
sole jurisdiction over worn material, 
this matefial to be repaired for re- 
issue or prepared for the market by 
labor companies which were to be 
composed of men unfitted for military 
service or by general prisoners and 
prisoners of war. 

This plan was approved by the War 
Industries Board and forwarded to the 
War Department for consideration. 
The plan was put into effect in the 
early part of 1918 but with one serious 
defect,—no provisions were made con- 
cerning labor and as a result the Con- 
servation Division could not function 
either as a reclaimer of material or of 
men. 

This defect was soon remedied. 
The Conservation Division was placed 
under the direct supervision of Col. 
John 5. Fair who was largely responsi- 
ble for the effective development of 
this feature of army administration, 
as well as the proper development of 
the remount and fuel and forage 
branches of the Quartermaster Corps. 
Col. Fair drafted and secured the pas- 
sage of special regulations covering the 
reclamation activity of the Army and 
in these regulations he adopted the 
program of the War Prison Labor and 
National Waste Reclamation Section 
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of the War Industries Board. He 
provided for salvage companies which 
were tp be composed of men unfit for 
line duty. These companies com- 
prised those men who theretofore had 
been discharged as “inept” or who 
had fallen afoul of the military courts 
and had become military misdemean- 
ants. Col. Fair also arranged for the 
utilization of prisoners of war, con- , 
scientious objectors and general pris- 
oners in certain features of the sal- 
vage work. Thus, at one stroke was 
launched the greatest movement for 
organized thrift in the history of our 
army, a movement which decreased 
criminality, abolished idleness as a 
punishment for military offenses and 
made a monetary saving estimated at 
$65,000,000. 


UTILIZATION oF THE UNADJUSTED 


Man 


Broad powers were granted the 
Salvage Corps in the development of 
its work. It was authorized to de- 
velop agricultural, mineral and forest 
Jands owned, purchased, or leased for 
the army. Under this provision Col. 
Fair in coöperation with the group of 
the War Industries Board responsible 
for the inception of this program 
developed a plan looking to the utiliza- 
tion of the socially unfit from the mili- 
tary standpoint. This plan would, 
doubtless, have blazed a new trail in 
the field of penalogy and would have 
assisted materially in developing a 
national waste conservation move- 
ment so essential to any scheme for 
organized thrift, but the armistice 
was signed before the program in its 
entirety could be put into effect. 

The movement for the establish- 
ment of the camp gardens is a part of 
this program. Here again the basis 
of the program was the desire to utilize 
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the waste man. The opportunity 
to secure added food supplies from 
regions adjacent to the camp and the 
cultivation of idle lands were factors 
which received consideration but the 
primary reason was a desire to open 
additional avenues of useful employ- 
ment to the unadjusted man under 
the control of the military group. 
_ Those of us who were instrumental in 
developing this program and putting 
it into effect did not consider the 
financial return, largg though it was, 
as an index of the real function and 
success of this service. The number 
of men returned to the line, the amount 
of Liberty Bonds purchased by prison- 
ers of war employed at a small wage 
on these camp farms served as our 
measure of the effectiveness of these 
newer ideas of thrift. 

The War Prison Labor and National 
Waste Reclamation Section was in- 
strumental in developing other sys- 
tems of waste: conservation which 
included the use of the unadjusted 
group. It is to this Board that the 
securing of the executive order per- 
mitting the use of state prisoners on 
federal work is to be attributed. 
Under this authority a large shoe 
repair shop operated under the super- 
vision of the Salvage Corps was 
installed in the New Jersey State 
Prison at Trenton, N. J. Here with 
unskilled and untrained men the 
army developed its largest quasi- 
governmental shop which prepared for 
re-issue a thousand pairs of worn 
shoes daily. 

This same section was responsible 
for the movement for the establish- 
ment of the Whitman plan in other 
centers and a number of communities 
organized their salvage work along 
the lines developed by this group. 
Unfortunately, the work of this sec- 
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tion ceased with the disbanding of the . 


War Industries Board and, although 
the Department of Commerce assumed 
charge of the function, the movement 
was but short lived. Congress was 
busily at work saving pennies and los- 


ing dollars and refused the necessary 


funds for the continuation of the 
movement which would certainly have 
assisted materially in-the development 
of a national system of thrift. De- 
spite the fact that this section had but 
a short time to develop its program an 
examination of its records will show 
that in at least three cases prisoners 
were utilized to marked advantage in 
handling the waste of the community. 


ts 


DISPOSAL OF ARMY SUPPLIES AFTER | 


ARMISTICE 


This section of the War Industries 
Board made one final contribution on 
the eve of its disbanding which has had 
far-reaching effect. The signing of 
the armistice found the Salvage Corps 


with hundreds of thousands of articles | 


on hand waiting repair. The army 
had no further need for renovated 
material. Under such conditions this 
material would be sold and utilized in 
the manufacture of other articles. 
The members of this section of the 
War Industries) Board pointed out 
that the wearing value of these articles 
should be conserved in their present 
form and proposed that the army sell 
this material to the states to be re- 


paired by the inmates of the state . 


institutions and utilized in mainte- 
nance work. The army accepted this 
plan and the machinery of adminis- 
tration was set up but in the legal 
tangles which ensued the opportunity 
for the development of this idea was 
lost. However, as a result, of the 
movement to put it into effect a ruling 
was secured which permitted the sale 
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of material to states and municipalities 
and upon that ruling the army devel- 
oped its system of chain stores for 
disposal of army supplies. 


Monicipan Wastu PROBLEMS 


There is a growing interest in the 
city dump. The experience of our 
government will, doubtless, have a 
marked effect in the future develop- 
ment of our municipal and industrial 
functions. We must realize how ar- 
chaic and wasteful our methods are 
and what a social cost is entailed by 
their retention. Two groups have 
recently become interested in the ques- 
tion of the disposal of the city waste. 
Both groups attribute inefficiency and 
cost to the same factor; the same con- 
clusion was reached in widely different 
fields of research and interest. Our 
present system of communal waste 
collection has developed a character 
who is the logical development of our 
present lack of policy in dealing with 
the waste of the community. The 
collector or junk man is looked upon 
as a social liability by the social worker 
and the city engineer. 


The Junk Man 


The cost of collecting the rubbish of 
the city is increased by the junk man. 
This fact is revealed by the recent 
research in this field. The city col- 
lection is slowed up by the fact that 
the city collector picks the valuable 
waste out of the litter. This means 
not only a loss of revenue but a greater 
loss in retardation of the collective 
service. Scavengers who pick the 
rubbish cans prior to the rounds of the 
collector increase the cost of collec- 
tion by scattering the material. The 
city engineer ‘thas seen the problem but 
has not as yet offered a solution. 
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The social worker has also indicted 
the junk man. He is charged with 
being the chief contributory factor in 
male juvenile delinquency. A super- 
intendent of a correctional institutiom 
for juveniles, basing his contention on 
the record of three hundred commit- 
ments, claims that the junk business 


is primarily responsible for 90 per 


cent of the delinquencies. The Chi- 
cago Juvenile Protective Association 
made a thorough investigation of 
this question and reached: the same 
conclusion. They found, in Chicago, 
where the system of utilizing prisoners 
in waste reclamation was first inaugu- 
rated, that the itinerant junk man was 
the chief cause for commitment to _ 
institutions for juvenile delinquents 
and often responsible for the first step 
in criminality which ended in the 
Chicago House of Correction, the 
center of the new system for dealing 
with city waste. This group proposed 
breaking this vicious circle by munici- 
palization of the junk business and 
elimination by ordinance of the junk 
collector. It was argued that this 
would give added revenue to the city 
and eliminate a large amount of juve- 
nile delinquency. } 


Waste by the Housewife 


Again, the data covering the flow of 
material to the city dump can be used 
to show wherein this movement for 
municipalization would have little or 
no influence as an educational move- 
ment. As the conditions now stand 
the junk collector performs an eco- 
nomic service. He secures as large 
an amount of waste material as pos- 
sible. To municipalize might mean a 
decrease in the amount conserved. 
A study of the waste handled by the 
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City of Rochester shows that the 
housewife is the real contributing 
factor In our present system dof waste 
by the community. Due to her fail- 
ure to make the proper segregation 
valuable waste commodities are being 
lost in the ash dump. It was esti- 
mated that with proper segregation, 
the amount of the waste material 
conserved at the city dump would 


be increased at least 30 per cent.- 


Municipalization would not check this 
loss of valuable waste in the ash dump. 

Sentiment, not law, will be the only 
effective measure for checking this 
present system of inefficiency. Patri- 
otism became the driving force for 
conservation during the war. How 
effective this force was in comparison 
with the previous means for stimu- 
lating conservation in pre-war days 
can best be measured by a reference 
to the increasing material handled 
during the war and the decline in the 
amount of material sent to the city 
dumps. We need a similar force in 
the days of peace if we are to increase 
the amount of waste material which 
will be conserved and sent back into 
the channels of consumption. The 
answer to this problem, doubtless, lies 
in a system of codperative waste sav- 
ing such as that which was launched by 
the government and put into opera- 
tion in Akron, Ohio. 


Co6PERATIVE WASTE SAVING 


The program for an incorporated 
community waste saving scheme was 


fostered by the War Prison Labor and. 


National Waste Reclamation Section 
and was put into successful operation 
by George W. Sherman, Salvage Man- 
ager of the B. F. Goodrich Co., Akron, 
Ohio. 

This system will not only check 
waste in the home, it will assist con- 
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servation in industry. By this system 
a factory or store with small vclume of 
waste can have it handled at the same 
cost per pound and will receivé the 
same revenue per pound as an industry 
with a large turn-over. By this system 
it would be possible to check ‘the dis- 
tribution of material, which, hereto- 
fore, has been impossible due to 
the excessive cost of handling small 
accumulations of waste material, 
and will inculeate ideas of thrift 
by demonstrating the added value 
which accrues with increased accu- 
mulation and proper assorting of the 
waste material. 

Space does not permit à discussion 
of the details of this system. The 
Department of Commerce has investi- 
gated this movement and reported 
upon its successful operation in a pub- 
lication known. as the Akron Industrial 
Salvage Company,—A Community In- 
corporated Waste Saving Experiment. 
In it will be found interesting data 
covering the cost of operation, the 
financial return and the future develop- 
ments of the work. 

But one feature should be mentioned 
here. ‘That is the system of collecting 
the waste paper from the public schools 


. and applying the net proceeds for play- 


ground work; and the collection of the 
waste of the home for furthering the 
welfare work of the community. In 
this program, doubtless, lies the an- 
wer to the problem of finding a news 
force to intensify savings, a new com- 
munity driving power similar to patri- 
otism to force the individual to save 
material for the benefit of others. 

The Board of Managers of the Chi- 
cago House of Correction, in the annual 
report for the year 1918, discussed the 
salvage work of the institution and 
stated that the present returns could 
not be continued indefinitely due to the 
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fact that in the early stages of the 
movement the institution uncovered 
the accumulation of years in the vari- 
ous city departments, that they could 
not hope to secure the same amount 
each year due to the fact that the 
separate departments were certain 
to sell the material direct to the dealer. 

In this naive statement is revealed 
the administrative attitude towards 
waste material and the proper develop- 
ment of the functions and machinery 
for securing an adequate return from 
its disposal. Experience had given 
them a measure which would have 
enabled them to force through a pro- 
gram for centalized control over the 


waste of the city, a system which has. 


been successfully adopted by the army 
salvage movement. 

This attitude of mind on the part 
of the officials shows the weakness of 
municipalization and the strength of 
the Akroft plan. A codperative com- 
pany working on the lines of a com- 
mercial concern will be enabled to 
secure such convincing data as to 
the waste of the municipal de- 


to organize for communal action. 
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partments and the homes that it 
will be enabled not only to increase 
the revenue from the waste but also 
to decrease the amount of waste in 
the community. 

Thrift is paramount but habits of 
thrift cannot be inculcated by precept. 
Modern society has left little for the 
initiative of the individual. Group 
action is the basis of our modern com- 
munal life. Our thrift movements, 
heretofore, have depended upon indi- 
vidual imitiative. In order to have 
our thrift movement conform with 
modern social conditions it is necessary 
We 
must throw the emphasis on spending 


rather than on saving and develop 


methods of measuring the effectiveness 
of our system of expenditures so that 
we can secure the maximum return for 
the dollar spent by the community. 
We must develop some system of 
measurement similar to the system 
utilized by the army to force efficiency 
upon the group. We need to utilize 
our garbage pails as barometers of the 
national thrift movement. 


The Function of Salvage in the Education of 
Industrial Workers 


By Grorce W. SHERMAN 


President, Akron Industrial Salvage Co. Formerly, Manager of Salvage Department 
of The B. F. Goodrich Rubber Co. 


PossIBiuiTieEs or WASTE 
RECLAMATION 


M ODERN industrial salvage meth- 

ods have been developed by a 
pressing need to dispose of large vol- 
umes of material in the best and most 
economical method. The education of 
- the industrial worker was no factor in 
the inception of the plans and I may 
say, without fear of contradiction, that 
it was no factor in their development 
and is today no deliberate factor in 
most of the plants that have devel- 
‘ oped this subject. The problem of 
finding uses for a constantly changing 
group of materials flowing overwhelm- 
ingly down upon a Salvage Depart- 
ment, generally crowded as to space 
and hampered by lack of equipment 
and labor, is as fascinating and en- 


grossing as it is overwhelming, and the ' 


fact that these activities have served a 
purpose in the education of workers 
has been purely incidental and fortu- 
nate rather than deliberate. The later 
phases of this development whereby 
great valués are produced from most 
unpromising sources is strictly a cold- 
blooded business proposition, but it has 
nevertheless fostered the educational 
feature which has been of more value 
than any other incidental result. 

There is no line of activity calling 
for more keen or brilliant imagination 
of a practical type than the making of 
something from nothing; the multiply- 
ing of values by sorting, grading, clean- 
ing, or by ingenious mechanical or 
chemical contrivances and simple man- 


ufacturing operations. The men and 
women who live their industrial lives 
close to these problems sense this fact 
and develop ‘remarkable ability and 
skill in conceiving' and carrying out 
manipulations, m planning new uses 
for materials, or in reducing costs or 
improving quality. The iftcentive for 
this type of service consists in the op- 
portunity to apply it. In most staple 
manufacturing it is very difficult to get 
changes made, because of the large 
investment in equipment and because 
of the inertia of an established process. 
In salvage work nothing is fixed or 
permanent and one is always privi- 
leged to test out in a crude way any 
dream he may have for the improve- 
ment of anything. 


PoronarR Arriropk Towarp WASTE 


But I am forgetting that many of 
my readers do not know of modern 
industrial salvage methods, and that 
the sole point of view of most of them 
may be outlined as follows: 


Get rid of it! 

Throw it away! 

Send it to the dump! 

Burn it up! 

Chuck it in the garbage or ash can! 
OR 

Sell it to the “junker man,” if he'll kuy! 

Phone the Salvation Army to senc for it, if 
they want it! ` 

Take it to the United Charities, if it fits their 
needs! 

Give it to the first Rummage Sale that asks 
for it! 

Pass it on to your own pet charity! 

Have a sale at your home! 
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_ Pay a teamster to clean up and haul it away! 
Or, dispose of it in any one of a hundred other 
ways that will immediately occur to you! 
‘Then you rest content that a nuisance 
has been eliminated, that your house, 
or office, or store, or factory, or school 
is spick and span and that the way is 
clear for real business to proceed in the 
home, the office, the store, the factory 
or the school. Let me change the 
pronoun from you to we. For I, my- 
self, do all these things at times, even 
though it is my business to do some- 
what differently and even though I 
know that the waste problem can be 
better solved than it is. Again, let us 
change the, pronoun from you to we 
because I am seeking your aid and 
coöperation in finding and applying 
the program which will advance this 
problem toward a better solution. 


Waste RECLAMATION AN ESSENTIAL 
ACTIVITY 


There seems to be a difference of 
opinion as to the Biblical text that 
promises the eternal presence of “the 
poor,” but no one will disagree with the 
maxim that waste is an essential of all 
physical activities. I use the term 
“waste” here in the broad sense, cov- 
ering unavoidable trimmings, scraps, 
garbage, ashes, paper, junk, etc., as 
well as similar items produced by care- 
lessness. This acknowledgment es- 
tablishes an essential feature for the 
consideration of the subject as an im- 
portant, essential activity, because it 
is permanent to the extent of always 
being present. Not only is this prob- 
lem always present, and always will be 
present, but with all humility each 
new student in this line must admit it 
always has been present. 

And in spite of the fact that each new 
student, each new recruit, each organi- 
zation conducting a campaign, feels 
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sure that their little effort to use the 
junk pile is a pioneer discovery, if not 
of the pile itself, at least of a general 
panacea for the solution of the waste 
problem, it is obvious that we are deal- 
ing with a problem as old as the uni- 
verse, and although history has not 
devoted a great deal of space to the 
subject as a separate entity, reference 
to it is frequent, showing that much 
study has been expended through the 
ages in solving the problems of waste. 


` Lazarus lived on the crumbs that fell 


from the rich man’s table; Ruth 
gleaned the wheat left in the field by 
the harvesters; Dickens tells of the 
fortune made by the dustman in Our 
Mutual Friend; the close economies 
of the people of France, which have 
become traditional, involve countless 
solutions of the problems of waste; 
many of the fortunes of our own coun- 
try were built on the business of the 
itinerant tin peddler who bartered his 
wares for old rags, metal, bottles, etc., 
and at the same time bartered the news 
of the countryside for other wares of 
the same class; the humble, diligent, 
often despised “‘junka-man” of the 
ackyards and alleys of the city solves 
many of the specific phases of our prob- 
lem; and the magnates of the waste 
trade, their business often growing from 
these same humble sources, have de- 
voted their lives to the furthering of 
the same investigation. And who can 
tell the countless garments made over | 
by the mothers of the world for another 
use or for the next smaller member of 
the family. And so it must be with 
due humility that we presume to do 
better or to do more or even to do dif- 
ferently in this line-than the accumu- 
lated wisdom of all time has done. 


EDUCATIONAL ASPECTS 
We must know then: (1) What has 
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been done? (2) In what ways does 
past accomplishment fall short? (3) 
What can we suggest to overcome or to 
lessen these shortcomings? 

What has been done? Specific prob- 
lems have been solved, and often well 
solved, by the millions. l 

Specialists have concentrated keen 
minds, wide experience, limitless funds 
and comprehensive business organiza- 
tions on the problem of making money 
on special items or groups of items, and 
incidentally have advanced the state 
of the art as always happens under 
such circumstances. 

Municipalities, state and national 
governments have investigated, re- 
' ported and in many cases acted on the 
reports of certain phases of waste. 
Government activities, however, ex- 
cept possibly in war emergency, have 
approached the problem mostly from a 
mere housecleaning standpoint. 

Manufacturers have faced and 


solved countless problems of value-: 


less tonnage and have produced a vast 
increase in value. 

In what ways does past accomplish- 
ment fall short? (1) In the solving of 
specific problems only without a recog- 
nition that general basic principles ap- 
ply to the whole subject and form a 
legitimate field for a general specialist. 

(2) In the failure to solve, as a part of 
the general problem, the features which 
apparently do not pay and leaving the 
them as a housecleaning nuisance. 

(3) In the failure of the present busi- 
ness specialist to recognize that his 
business lacks permanence due to his 
narrow field. His very success in 
increasing the number of uses for an 
item or in improving its value, gradu- 
ally cut down the margin as this 
knowledge becomes more and more 
general. 

If, therefore, he confines himself to 
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too narrow a group, he will inevitably 
work himself out of his business. Also, 


_in the constantly changing methods of 


manufacture, the identity, shape, color, 
chemical or physical characteristics of 
the waste changes frequently. The 
business built up on one item or type of 
waste may last for only a compara- 
tively short time and then disappear 
with the disappearance of that item of 
waste. 

(4) In the wrong psychological 
attitude toward the whole subject. 
Waste is a discard from some physical 
activity and we are all looking back- 
ward from the standpoint of that 
activity insofar as we cénsider the 
subject at all. 

We use too readily the terms waste, 
trash, scrap, swill, garbage, junk and 
similar terms of contempt. ` 

What can we suggest to overcome or to 
lessen these shortcomings? We! can 
combine large groups of waste pro- 
ducers, either codperatively, or as con- 
tributors or customers of a general 
organization, to handle all types of 
waste produced or used by the group. 
Thus we can gain sufficient tonnage of 
all important items to allow of proper 
grading, marketing and shipping, even 
though none of the contributors may 
have enough by himself to warrant him 
in even saving those items. 

We gain, on account of the volume of 
the combined business, an organiza- 
tion, plant and equipment for economi- 
cal handling, wise storage and manip- 
ulation, proper grading and in some 
cases manufacturing, as well as ex- 
perimental research and development 
work which would not be warranted in 
the case of most of the contributors. 


1 A successful experiment along this line is now 
thriving in Akron, Ohio, in the work of the Akron 
Industrial Salvage Company, of which Mr. 
Sherman is president. 
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We gain a stability not available to 


the narrow specialist, due to the fact — 


that the handicalps of some line; from 
time to time, are counterbalanced by 
the unusual advantages of some other 
lines. . 

We conserve values that are now be- 
. ing lost because there is no proper and 
comprehensive mechanism available 
for them all. 

We gain such a multitude of prob- 
lems that we can always grow, even 
though our solutions of former prob- 
lems do react and cut down the margin 
of profit as the improvement becomes 
general kn8wledge. 

We can eliminate the housecleaning 
feature for our government because we 
have taken all wastes and have, there- 
fore, left nothing behind. 

It is well to note here that no or- 
ganization can properly solve all these 
problems, but the plan outlined can 
handle everything in some way and 
reduce to a minimum the items and 
quantities which have to be thrown 
away or destroyed because no solution 

has been found. 

We can, and this is the large basic 
feature on which the whole program 
rests, produce a different psychological 
attitude on the part of all of us toward 
this subject by encouraging and popu- 
larizing the use of the words salvage, 
reclamation, conservation and other 
aristocrats of ‘the scrap dictionary 
which imply the saving or conversion of 
lost material into legitimate merchan- 
dise. 

We can take the subject seriously 
and realize that: “Nothing useless 
is or low.” But, principally we 
must learn to think always of the 
next man along the line, to put our- 
selves in his place and to look at our 
wastes not backward as a discard to be 
gotten rid of and forgotten, but for- 


“a 
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ward from the standpoint of the con- 
sumer to whom they are raw materials. 

When this point is gained it will be 
immediately realized that these raw 
materials are of greater value, if prop- 
erly graded as to condition, size, 
quality, ete., and particularly as to 
freedom from dirt or other foreign 
material or from damage by moisture, 
grease, oil, unnecessary cutting, ete., 
than if mishandled in any of these or 
other ways. This point of view must 
be universal and its application must 
become habitual to get the best and 
maximum results. 

The people actually producing the 
waste, whether metal chips, or cloth 
trimmings, or scrap paper, or garbage 
from home or restaurant, or rubber 
trimmings, or oil from machinery, or 
empty barrels, or tin foil from about a 
package, or foundry dross, or tin cans, 
or bottles, or feathers, or any other 
of the countless items which reach the 
waste channels of the country, must 
have this point of view and the habit of 
so handling these items as to preserve 
the greatest value possible for the 
industry waiting for them as raw 


‘materials. 


The foremen and the management of 
factories where these people produce 
the waste materials must have this 
point of view: and habit of thought 
so that they will supply to their work 
people the necessary facilities to make 
it convenient to preserve waste values. 
And in general everybody must do like- 
wise. Thus we have developed, either 
as salvage departments in large facto- 
ries, or as codperative companies, a 
business program for getting maximum 
values out of waste. 

Reference has been made to a few 
of the educational influences . affect- 
ing the people actually handling the 
materials. 
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Let us see now what other in- 
fluences there are and what other 
groups are affected by any of these 
influences, 


. There is the influence of a large 
volume of business forcing attention 
and respect and reacting to a scru- 
tiny of the wastes controlled by the 
observer or his company. 

There is the influence of money 
made by the handling of wastes 
properly over and above that made 
by the usual house-cleaning attitude. 
This arouses interest and enthusi- 
asm over the prospect that the ob- 
server may share this money by 
handling his own waste products in 
the same way. 

There is the influence of the ob- 
jection of all normal mature minds 
to deliberate waste. These minds 
condone and even endorse wasteful 
methods because “familiarity breeds 
contempt,” and because no adequate 
or better method of solving a press- 
ing problem of waste disposal has 
been brought to their attention. 
But when a new or better method is 
available, this normal objection to 
waste awakens from its sleep and 
strives to equal, eliminate or surpass 
the program presented. 

There is the influence of interest 
‘in anything new, of instinctive won- 
der at the simplicity of a process or 
machine seen for the first time, and 
of a wish to try it out or to improve 
upon it and in general to utilize the 
inventive faculty more or less dor- 
mant in the average mind. 

. There is the influence of order and 
cleanliness which is an important 
feature of the programs described 
above and whose impression Is 
deeper because of the unusual diff- 
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culty of keeping materials of this 
nature clean and orderly. 

There is a tendency to coöperation 
between the management and the 
organization handling these mate- 
rials because no part of the group can 
get very far away from physical 
handling without losing touch with 
the life of the business. This is so, 
because of the continually changing 
type, condition and variety of the 
items. Thus the organization is and 
must be interested in all of.its prob- 
lems. The company’s officers, fore- 
men, clerks and workers, are allowed 
in on any and all discussions of 
physical problems and the nucleus 
of the solution is just as likely to 
come from the most humble worker 
as from the superintendent, manager 
or president: This working together 
produces harmony and a spirit of 
team work and pride in the company 
or department that is invaluable. 

These influences and others along 
the same line can all be grouped 
under the head of inspirational influ- 
ences. They are all breeders of 
enthusiasm. 


No system of education gets any- 
where without the interest and en- 
thusiasm of the teacher and pupil. 
Knowledge is most effective, perma- 
nent and valuable when acquired un- 
consciously, incidental to the handling 
of normal obviously necessary work or 
problems, rather than deliberately, as 
it seems to be necessary to acquire most 
book learning. The modern handling 
of salvage problems does not necessarily 
teach details or facts or rules, but it 
does arouse the interest, enthusiasm, 
imagination and inventive faculties of 
the entire organization concerned in the 
work from top to bottom. 

And right here let me say that this 


type of education is sometimes most 
sorely needed at the so-called top of the 
organization as well as at the bottom 
and in the middle. We must not over- 
look our obligation to the poor abused 


capitalist and officials while we are - 


offering the best we have to our masters 
who work mostly with their hands. 
These same influences expand and 
have their inspirational effect on the 
departments delivermg material to or 
getting material from a salvage de- 
partment; on the companies or indi- 
viduals supplying wastes to or buying 
products from the salvage company; 
and on the waste specialists, whose 
very success is built on keeping awake 
and learning wherever learning is to be 
had. 

But, you ask, “Do these theories as 
to the inspirational value of the modern 
salvage attitude work out?” I reply 
without, hesitation that in some cases 
the results are so discouraging along 
this line that they would seem to dis- 
prove conclusively the theories ad- 
vanced. On the other hand, when men 
and women so develop in this work that 
they attract attention outside of the 
department and are transferred in 
spite of salvage department protest, it 
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means something more than an excep- 
tional*person accidentally located in 
this work. These cases have been 
too frequent for ‘the good of the 
department. 

Again, when a department acquires 
and maintains a reputation for united 
loyalty and team work, the method 
under discussion can doubtless be 
credited at least partially. 

Then when the rate of turnover, 
unfortunately very high in these days 
of restlessness and turmoil, maintains 
an average materially lower than that 
of the factory as a whole, we must 
credit a few points at least to our 
program. 

It is also an impressive fact that the 
full coöperation of other departments 
and companies has been developed,— 
and it has been developed from an 
initial attitude of skepticism. 

But most conclusive of all is a talk 
with the individuals not only in this 
group, but also in the departments 
and companies coming in touch with 
the activities of the group. That is 
conclusive. 

In saving waste, we have inspired the 
workers of hand and head. 
EVERYTHING HAS A VALUE. 


Efficiency and Thrift 
The New Demand upon the Industrial World 


By W. Rocxwoop CONOVER 


InpDustRY THE Basis or NATIONAL 
PROSPERITY 


NDUSTRY in its manifold forms 
is the recognized foundation of 
human existence. It is thus both his- 
torically and coincidentally the eco- 
nomic basis of the state and of 
our national government. A large 
‘proportion of the aggregate of hu- 
man endeavor’ is measured by the 
visible evidences of material benefit 
derived from organized forms of pro- 
ductive labor. In time of peace 
industrial enterprise is an essential 
element in the development of the 
race, the upbuilding and growth of 
communities, the establishment of 
order, the stability and permanency 
of both state and national govern- 
‘ments, and the conduct of private 
life. In time of conflict it becomes a 
vitally important factor in equipping 
and sustaining contending armies 


in the field, and the indispensable, 


source of maintenance of the engines 
of war. 


Ture Part or Inpustry in RECON- 
STRUCTION _ 


During the period of reconstruction 
and rehabilitation of the world upon 
which we are entering it will devolve 
upon industry to do a large share in 
bringing about the improved condi- 
tions which we are seeking to attain. 
Not only will industrial efficiency be 
.measured by the value and character 
of the service rendered to the people 
at large in supplying an abundance of 
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products, but it will also be measured 
by the degree of economy and thrift 
with which ‘the products essential to 
business and private life are produced 
—the amount in dollars and cents 
which is saved to the consumer in 
manufacturing and distributing costs. 
Our progress thus far in the work of 
reconstruction has, in no small degree, 
been retarded by the world-wide 
spirit of unrest. We have been ap- 
palled to learn the extent of certain 
forms of propaganda having for their 
purpose the upheaval of existing 
conditions both in government and 
business and the overthrow of the 
established order of both national 
and private life. Labor strikes, both 
in this country and in Europe, have 
accomplished the disorganization of 
the normal functions of human ac- 
tivity. We are, for these reasons, 
facing a future of industrial uncer- 
tainties which at present offer little 
hope of a speedy adjustment of the 
many perplexing problems before us 
or a permanent reestablishment of a 
rightly ordered basis of living. 


IMPORTANCE OF INDUSTRIAL 
EFFICIENCY 


In view of these facts it becomes 
imperative that all our industrial 
operations: be placed upon a higher 
plane of efficiency and economy in 
order to render a larger measure of 
assistance during the present period 
of increasing unrest and distress. It 
is essential that manufacturers and 
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managers everywhere institute anew 
processes of investigation and analysis 
in order to determine where they 
stand in the competitive scale of pro- 
ductive power among the industries 
of the world. Extravagance and 
waste and inefficiency have hereto- 
fore been nearly universal. Nowhere 
have invested wealth and capital 
attained a full measure of success 
commensurate with the possibilities 
involved, or produced results repre- 
senting one hundred per cent utility 
of equipment and facilities supplied. 
Large resources have been devoted to 
industrial enterprise only to demon- 
strate thdt net earnings. are not 
comparable with initial expenditures, 
and nowhere do we obtain the full 
benefit of human effort or the largest 
product possible through the con- 
sumption of labor and material. 
Many industries are handicapped 
by high manufacturing costs through 
failure to establish proper systems of 


economic control in all the functions: 


of industrial operation. In many 
manufacturing plants there is evident 
a large degree of inefficiency and 
waste, coincident with which there 
usually exists a lack of coordination 
- and cooperation in the functions of 
management and factory supervision. 
Losses and delays in production occur 
because of incorrect or incomplete 
. designing, improper and inadequate 
distribution and supply of -tools and 
materials to the shop, incomplete 
drawings and instructions to the 
workmen, and lack of care in author- 
izing and following out production 
schedules. To.these add defective 
equipment, unsanitary shop condi- 
tions and lack of interest in the 
individual, and we have’ the chief 
explanation of the universal decreased 
effectiveness of human endeavor and 
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the inevitable curtailment of the 
volume of industrial product. 
Statements of the ratio between 
capacity and accomplishment in in- 
dustrial undertakings are sometimes 
exaggerated and pessimistic, but one 
does not need to look far to perceive 
that too large a factor of the world’s 
labor is expended in the consumption 
of man-power and energy without a. 
satisfactory commensurate return. 


ORGANIZATION FOR More EFFICIENT 
SERVICE 


We have a gigantic task, a stupen- 
dous work, to perform, if we are to 
meet all the problems of reconstruc- 
tion at home and render our share of . 
service in rehabilitating the war-torn 
and ravaged sections of the earth. 
We cannot hope to accomplish this 
task rightly and completely without 
a changed vision of the problems of 
production, of commerce and labor 
and of the distribution of the material 
necessities of life. It will not be 
sufficient simply to produce in quan- 
tity. It will be our greater duty to 
establish. a higher order of efficiency 
and to practice a degree of thrift in all 
our industrial processes which will 
enable us to meet the pressing needs 
of the people at greatly reduced 
manufacturing costs. 


New Lines of Organization 


The organization of new industrial 
undertakings will doubtless have to 
be developed along new lines. Indus- 
tries will need to be established for 
more definite and specific purposes. 
The plans for founding new business 
or building new factories must give 
greater consideration to a proper dif- 
ferentiation between that portion of 
the product or apparatus which it is 
desirable to manufacture at the home 
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assembly plant and those parts or 
details which can be purchased with 
greater economic advantage from 
outside concerns engaged in the pro- 
duction of small parts. Because of 
this fact it will be necessary to analyze 
more exhaustively the principal phases 
of proposed organization and all acts 
relating to the founding of a new 
industry in the beginning, in order to 
‘proceed with fully defined plans in 
reference to the nature and extent of 
the equipment required, lay-out and 
construction of departments and 
buildings, and the spaces to be allotted 
to receiving, shipping, storage, etc. 

Concentration of productive proc- 
esses and of tools and equipment on 
the one hand, and segregation of 
manufacture on the other, must be 
studied in the relations which they 
bear to transportation, to available 
sources of supply, to advantages in 
making purchasing contracts, to pro- 
ductive efficiency, and coincidentally 
and directly to economic and profit- 
able factory costs. 


New Principles of Management 


The advanced principles of manage- 
ment and supervision must receive a 
new degree of. attention, and more 
scientific thought and study must be 
given to the subject of coordination 
and cooperation of executive and pro- 
ductive forces. Greater concentra- 
tion of authority and of allofficial acts, 
the elimination of repetition and du- 
plication. of directive effort, and the 
establishment of higher standards of 
operation, involving greater speed and 
precision and greater finality in all the 
rules of shop practice, will be essential 
to meet the demands of progress in the 


new industrial period that is before .- 


us. New standards must be set up 
as rapidly as new experiences have 
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developed new knowledge and have 
demonstrated more practical methods 
of performing either official or me- 
chanical work. 


Constructive Engineering and Designing 


Our engineering and designing work 
will need to be more constructive, 
more final in its application to shop 
processes. The experimental stage of 
new designs will have to be wrought 
out and completed in a field or depart- 
ment by itself. The new order of 
things and the rapidity with which a 
new invention of public or private 
utility must be put into production 
will render imperative a greater degree 
of completeness and refinement in 
design than has heretofore been 
realized. When the shop starts work 
it must be with well defined plans and 
instructions, with no stoppage of 
productive processes through uncer- 
tainty or lack of information, and with 
the stamp of finality and ‘accuracy 
upon every workman’s drawing as he 
takes up each new, task on bench or 
machine.. i 


Improved Production Routine 


In the organization of production 
routine there must be a broader and 
more intimate knowledge of shop 
conditions, in order that the move- 


- ment of materials in rapid, progress- 


ive order and sequence of operations — 
may be provided for, and the delivery 
of separate details to the assembly 
floor with regularity’ and certainty ' 
accomplished. This will involve a 
more extended analysis of both human 
labor and shop equipment, a rear- 
rangement frequently of men and 
machine tools, in order to systematize 
movements and secure greater preci- 
sion of actions both manual and 
mechanical. It will involve a greater 
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refinement of shop processes, the 
- substitution of modern tools for old, 
of machine performance for manual 
_ tasks,‘and a general speeding up of all 
operations in effective unison of effort 
toward a common end. 

The old methods of handling pro- 
duction must be eliminated from pres- 
-ent industrial establishments and the 
progressive shop of the future. The 
distributing of tools and materials, 
instituting schedules of. output, or 
providing the workman with drawings 
and instructions, must be with such 
accuracy and promptness of service as 
shall render the application of all 
directiveeffort to manufacturing proc- 
esses efficient and complete. 

Production routine cannot be di- 
vorced from indirect labor in any anal- 
ysis looking toward improvement in 
industrial processes as a whole. The 
systematic supply and movement of 
materials through successive machine 
and assembly operations are directly 
dependent upon the expense forces 
of the shop. These forces need to 
be organized into units of proper size 
for harmonious action and coopera- 
tive effort. Careful supervision and 
patient instruction need to be given, 
the standard of service raised and a 


higher degree of efficiency established © 


in the same manner that we demand 
precision and cohesion in mechani- 
eal work. 


Purchasing Raw Materials 


The purchasing department has 
a new and added burden and a more 
difficult task to perform brought 
about by the world war. Many new 
problems are involved in obtaining 
the factory’s supply of raw materials 
which did not exist three years ago. 
With increased cost of metals and 
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fabrics other influences have com- 
bined to make the work of the pur- 
chasing agent hard and often impos- 
sible of result. Retarded output due 
to strikes, increasing consumption 
and demand in every part of the 
world, congestion and delays in trans- 
portation, all tend to render the obtain- 
ing of stocks more and more a matter 
of uncertainty and delay. 

With these increasing difficulties 
greater effort must be made, not only 
to find new available sources of supply, 
but to conserve and save in the pur- 
chase and use of everything required 
by the shop. System of control must 
be set up in every department and 
rigid rules of economy established 
which shall make impossible the 
improper employment or wasting of 
anything of inherent value. This 
will involve the instituting of new 
méthods of procedure in most fac- 
tories, for as a nation and asindividuals 
we have not yet taught ourselves the 
full lesson of economy either in the 
administration of government or of 
industrial enterprise. We are predis- 
posed to extravagance and waste, to 
inordinate desire to have everything 
in abundance, to the consumption of 
many material things which cannot be 
demonstrated to be of essential value 
to either our physical well being or our 
mental advancement and growth. 
Not only productive stocks but ex- 
pense supplies and materials for 
maintenance of equipment and for the 
prosecution of daily office and shop 
routine must receive greater attention 
than in the past, and new practices 
be established which will limit and 
conserve the use of these materials 
within the bounds of carefully regu- 
lated and scheduled manufacturing 
requirements. 
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Greater Efficiency in Power Production 


The production of power, heat, 
and light is a field demanding spe- 
cial attention at the present time. 
It. offers new opportunity for vast 
improvements in the type and char- 
acter of installations, and a higher 
degree of economy in operation. 
present fuel shortage lays new empha- 
sis upon the need for more investiga- 
tion and study, on the part of manu- 
facturers and managers, into the cost 
of electrical energy and of steam for 
heating and manufacturing purposes. 


New stations will have to be built and’ 


extensions planned to provide for 
large increases in generating capacity. 
The old equipment of engines and 
boilers must be rapidly superseded by 
modern apparatus before power can 
take its proper place among other 
functions of Industry already engaged 
in the conservation and building up of 
the world’s resources. There must be 
immediate recognition of the need for 
more efficient installations from year 
to year, more scientific methods of 
operation and better systems of con- 
trol of consumption in the shop, in 
order to keep pace with the present 
and future growth of industrial supply 
and demand. 


Conserving Industrial Wastes 


A. new interest has been awakened 
in the subject of salvaging wastes 
which is obviously the direct result of 
the war. Conservation in industry 
has within the brief space of less than 
three years become a world-wide 
slogan. ‘The world is fast becoming 
aroused to the fact, that saving is now 
one of the chief, vital principles of 
existence; that the extravagant, 
wasteful practices of the past mean 
ruin to the nation continuing them, 
and that it is necessary to remould our 


The 


THE ANNALS OF THE AMERICAN ACADEMY 


thought and action to higher stand- 
ards in both political and economic 
life. 

In industry these -words have as- 


‘sumed a new and more vital signifi- 


cance for us since our entrance into the 
world’s struggle to establish a firmer, 
more stable foundation of peace. Sav- , 
ing and utilizing the by-products of 
production have gained a new promi- 
nence among other established prac- 
tices of recognized value in engineering 
and manufacturing. There now exists 
a paramount necessity to save every- 
thing of inherent value which cannot 
be ignored or gainsaid. It is becom- 
ing pressingly evident that “we must 
reorganize our present practices both 
in business and manufacturing in order 
to meet the new problems brought 
about by the world war. Ti is plainly 
the duty of industrial managers every- 
where, of the leaders of big business 
of every kind and of the citizen in 
every calling of life, to study ‘in this 
great crisis the conservation of waste 
and the salvaging of the by-products 
of production and,every-day living as 
never before in the history of our 
country. Not a pound of metal or 
fabric; not a drop of essential oils or 
chemicals; not a piece of leather, 
rubber or wood; not even a scrap of 
paper, should be allowed to go to 
waste or escape the process of recla- 
mation. l 

Salvaging industrial wastes has a 
more far-reaching significance than 
most people realize. The necessity 
for universal, energetic action is now 
multiplied a thousand fold. It is 
obvious that the unnecessary con- 
sumption of finished fabrics or failure 
to reclaim by-products necessitates 
increased production of raw materials, 
and increased production, of whatever 
nature, means additional labor, addi- 


EFFICIENCY AND THRIFT 


tional transportation facilities, the 
tying up of railway equipment and 
congestion of traffic; all of which 
serlously affect the movement of the 
long list of products required by the 
consumer. l 

The conservation of by-products 
is more emphatically brought to our 
attention by the exigencies of the 
great industrial struggle now going 
on, by the measure of uncertainty of 
continued and uninterrupted produc- 
tion of many of the important com- 
modities of life, and by the increase in 
living expenses of the people beyond 
reasonable and just bounds. There 
appears at present no ray of light fore- 
casting to a satisfactory degree the 
establishment of a properly stabilized 
condition of things in the industrial 
labor field. i 

The gigantic strides of business, the 
growth | of new communities, the 
wealth of big cities and the world- 
wide demand for products have all 
tended to develop a confidence in our 
abounding resources and a habit of 
wastefulness both in production and 
consumption. This tendency has been 
conspicuous in governmental opera- 
tions, in the building and opera- 
tion of systems of transportation, in 
many public enterprises, and in the 
operation of manufacturing plants as 
well. Contiguous areas between 
shops, as well as factory floors and 
storerooms, show accumulations of 
metals and other materials, left over 
from productive processes or from 
_the work of maintenance and repairs. 
‘Lack of time and reduced labor forces 
make it convenient to leave the dis- 
posal of these materials to some future 
date. 
Successive inventories frequently 
show lists of parts held for possible 
supply orders, which could judiciously 
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be turned into the scrap market at 
advantageous prices and thus aid in 
maintaining the country’s supply of 
essential metals. Comparatively few 
industries are free from these accumu- 
lations and few realize the extent of 
the loss entailed through neglect to 
save and sell their by-products sys-. 
tematically, as an important part of 
business. It is essential, now more 
than at any previous period in the 
history of manufacturing, that indus- 
trial managers give a fuller consid- 
eration to this most vital of factory 
subjects. 

It is the practice of many managers 
to devote their attention chiefly to 
getting out largeshipments of product, 
piling up profit and loss surplus, lead- 
ing in novel engineering designs and 
in an efficient performance of manual 
and mechanical processes in the shop, . 
while the conservation of wastes and 


, utilization of factory by-products 


receive only a limited degree of atten- 
tion. The failure to utilize by-prod- 
ucts im these industries does not 
represent the true degree of efficiency 
with which manufacturing processes 
as a whole are conducted, nor may it 
always be a definite measurement of 
managerial and executive ability. 

It may not always follow that the 
organization which does not pay sys- 
tematic attention to this important 
phase-of business is not progressive in 
other functions of manufacturing. It 
can, however, be stated as a generally ` 
accepted truth, that the industry 
which gives special care and consid- 
eration to the problems of thrift in 
general excels in all other phases of 
industrial operation, whether relating 
to executive capacities or to mechani- 
eal processes. Wastefulness is both 
a direct -cause and result of errors 
In operation, a cause of decrease 
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in productive volume, of increased 
factory costs and a burden to the 
public in higher prices in finished 
fabrics and materials. 


Waste Reclamation During the War 


During the war much was done to 
incite the people to greater interest 
and activity in saving wastes. The 
whole nation was urged to establish 
practices of thrift and economy and 
-to conserve materials: in order to 
render assistance to the government 
in its time of need. The Reclamation 
Service of the Department of Com- 
- merce did a most valuable work in 
teaching the country to save. All 
kinds of metals, steel, iron, copper, 
brass, aluminum and alloys, and a 
variety of wastes such as rubber, rope, 
paper, cotton fabrics, bags, barrels, 
boxes, oils, chemicals, and residues of 
many sorts and kinds were reclaimed 
by manufacturers and by the people 
at large and sold or converted into 
by-products and bases of use in the 
prosecution of the war and of indus- 
trial enterprise. 

During the period of conflict the 
amount of waste materials gathered 
,increased approximately twenty-five 
per cent. In the year 1918- several 
items, including scrap metals, paper, 
rags, wool waste, bags and cotton 
linters aggregated more than one and 
one-half million dollars. The govern- 
ment itself took unusual interest in 
the work of conservation and reor- 
ganized its methods of disposing of 
waste. Many materials which the 
Army and Navy had disposed of by 
dumping and burning were carefully 
saved, sorted and classified and util- 
ized or disposed of to good advantage. 

The railroads also have caught the 
spirit of better economy and have 
developed new practices in the field 
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of conservation which have netted 
many millions jn money return for 
scrap sold and in valuable materials 
saved for further use. l 
The larger industries of the country 
are rapidly beginning to view this 
subject in a new light and to assume 
their share of responsibility in this 
great work of putting human activity 
and human living on a more efficient, 
progressive and sounder economic 
basis. One of our big electrical plants 
is reclaiming more than eighty million 
pounds of scrap products annually. 
Others are studying the subject with 
a new interest and establishing sys- 
tems which make for better economy 
and thrift. Such is the work of 
organization and such are the results 
which may be secured. 


The Need of Permanent Reclamation 
Service 


It is to be keenly regretted that the 
Senate Appropriations Committee 
failed to make any appropriation for 
the continuance of the Reclamation 
Service. Because of this fact the 
office has been closed. In view of the 
universal, pressing need for greater 
conservation and the almost incalcu- 
lable value of the work to the ration, 
it is difficult to conceive any true 
justification of the committe’s action. 
It requires but slight analysis to con- 
vince us that the department should 
be maintained as a permanent govern- 
ment service to the people. Through: 
this office practical appeal could be 
made to the governors of states, 
through the governors of states to’ 
mayors of cities and presidents of 
villages, and through these latter men 
to the heads of boards of trade and to 
public spirited citizens, to cooperate 
in the great work of saving the nation’s 
wastes. ‘Through this channel also 
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could þe disseminated much useful 
knowledge and instruction relating 
to the work of reclamation, which 
would thus reach in a helpful way not 
only the populous industrial centers 
but the outlying districts as well, and 
by this means bring about a wide- 


‘spread, concerted action for the public 


good. No one may attempt to pre- 
dict the full extent of the value or the 
aggregate return of such a movement 
to the government and country at 
large. . 


A New CONCEPTION or Economy 


No appeal to the manufacturer to 
save and utilize by-products can be 
made too forcible or too strong. What 
we need throughout the whole extent 
of America today is to learn individu- 
ally and collectively as a nation the 
vital principles of economy and con- 


servation. We need as a people to 


y 


learn to save everything, of whatever 
intrinsic value, not simply during the 
present moment of great world-wide 
demand, not simply during the coming 
period of reconstruction work, but for 
all time to come. There is insistent 
need to establish those principles of 
thrift and economy in all our indus- 
trial undertakings, which shall make 
extravagance and wasteful practices 
things to be decried, and shall set a 
price of honor and credit upon the 
saving of the so-called unimportant 
things—the smaller by-products of 


- manufacturing. 


It should be the purpose of the 
management of industries, both large 


and small, in all parts of the country,’ 


to conserve everything possessed of 
inherent value. 
must be given to the cost of accumu- 
lation and preparation for market, 
but the work of reclamation should be 
carried on to as large an extént as 
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-and without actual loss. 


Proper consideration, 
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possible consistent with conditions 
Improved 
methods of sorting and handling will 
usually permit a wider range of classi- 
fications which result in obtaining 
higher prices for the various classes 
and grades. The question of profit, 
however, in the process of reclamation 
should not always be the chief or 
deciding factor.. It should be our aim 
to render all the assistance possible 
both to the national government and 
to the mills which manufacture raw 
materials or finished fabrics, in con- 
serving everything that may be of use 
in production, and in consistently 
following out this principle we will be 
of practical service to the public at 
large. 


CONSERVATION OF Human LABOR 


The factor of human labor has 
assumed a new and most important 
place in all industrial operations. 
During the recent world conflict its 
importance was multiplied a thousand 
fold. Today every productive proc- 
ess is manifestly dependent either 
directly or indirectly upon the con- 
stant application of human energy, 
mental or physical. It is evident, 
therefore, as we take up the work of 
reconstruction, that our efforts can- 
not be successfully carried forward 
without the codperation of the indi- 
vidual and of skilled labor as a class. 
All our plans looking toward the 
establishment of a higher order of 
efficiency in manufacturing and a 
greater degree of economy must in- 
clude the workmen whom we employ. 
It is now a part of our duty to teach 
them habits of thrift, the way to 
become provident, the way to accu- 
mulate and save. We must afford 
them assistance and encouragement in 
establishing homes, in investing in 
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real estate and bonds, in buying shares 
in the factories where they labor, in 
protecting their families with safe 
insurance, in educating their children, 
and in any and all ways help them in 
the growth and development of higher 
standards of life. 

Now, as never before in the world’s 
_ history, nations and governments are 
looking to industry to do the greater 
share in the united effort to establish 
.an era of permanent prosperity and 
peace. And what does it all mean? 
It means that man-power at home is 
as big as man-power in the trench. 
It means that economy of effort and 
precision in action are as important 
in the factory as science and discipline 
on the fields of battle. Conserving 
human energy and devoting it to the 
business of the world’s production 
must be-accomplished by training and 
study just as definitely as we train for 
the scientific practices of war. New 
methods in the employment of help, 
adapting men to tasks for which they 
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are fitted, training them for higher 
service, instructing them in economy 
of physical strength, educating them 
in the maintenance of health and 
comfort and safety, are all problems 
of management which emphasize the- 
greater responsibility of the nation’s 
immediate future. 

It is essential that the highest 
accomplishments possible of attain- 
ment shall be realized in all industrial 
enterprise. The call is to industry. 
If we are to attain political freedom 
and economic stability throughout the 
countries of the world, it must be 
through a higher refinement of man- 
power—a fuller degree of perfection in 
all the varied forms of manual and 
mechanical art. Systems of control 
must be set up in every factory in the 
land; analyses of all manufacturing 
operations, of official and directive 
functions, of every detailed process of 
production, must be instituted, which 
shall make possible the highest degree 
of perfection in all human endeavor. 


Requisites of a Good: Investment 


By Auspert W. Arwoop 
Princeton, New Jersey 


SUITABLE INVESTMENTS FOR’ THE 
Masses 


T is the purpose of this brief article 
to consider a few essential factors 
of the problem of providing suit- 
able investments for the masses of the 
people. Iam not concerned with the 
investment problem of the business- 
man, so-called, or of the more pros- 
perous professional. The important 
question which the country must face 
is that of inducing the great bulk of 
its wage earners to save. Provided 
they do save what then is to become 
of their funds? 


OPPORTUNITIES OFFERED 


¢ ‘Speculative Stocks 


It must be agreed and admitted at 
the outset that the small investor 
should not risk or speculate with his 
funds. This is hard doctrine because 
the little fellow likes to take a chance 
as well as the big one. Indeed the 
promoters of dubious stocks make 
out a specious but alluring argument 
for financial democracy, one might 
say, when they offer oil or mining 
stocks that promise fabulous returns. 

“Why labor for years?” they ask. 
Why -put your money into cold 
vault like repositories? What the 
average man wants is not a repository 
for his money, but a good thing. 
Bankers, financial writers and advis- 
ers-—all these tell you to put your 
money in the savings bank. Why 
not take a try at fortune? The 
millionaire made his money by taking 

big chances, and by making lucky 
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strikes. I will give you a chance at 
the same game.” 

Not until the offering of speculative 
stock to people of small means is , 
widely recognized as charlatanism of 
the worst kind will much progress be 
made in spreading sound investments 
among the masses. I refer of course 
to promiscuous, miscellaneous stock 
offerings, and not to the purchase 
of shares in recognized, established 
transportation and industrial com- 
panies directly by the worker in those 
companies. It would be a hard doc- 
trine indeed that the masses, most of 
whom are destined to remain wage 
earners all their lives, should never 
invest except in low interest bearing 
securities. 


Profit Sharing 


The opportunity for profit making 
on the part of the wage earner, aside 
from what is technically known as 
profit sharing, may come, and in 
increasing numbers of cases probably 
will come, through the purchase of 
stock in the company for which he 
works. 


Government Securities 


Cannot this whole problem of 
suitability and adaptability of invest- 
ments for the people be treated in a 
brief, simple manner? Is it not solely 
a matter of degree? By that I mean 
that disadvantages such as risk, 
inconvenience, lack of marketability 
and the like in return for which the 
owner expects larger profits, should 
be assumed in increasing measure 
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only as the investor progresses in 
wealth. | 

Elimination of Risk.—The poorer 
the investor the fewer “outs” should 
there be to his investments. The 
wealthier the investor the more 
chances can he afford to assume in 
return for the possibility of large 
gains. This is a simple principle, 
an A B C of the subject, but I think 
` that even among experts its practical 
applications are often overlooked. 

Let us start with the young married 
man, the workman or clerk of twenty- 
seven years, with a wife and one or 
two children. What should he invest 
in? Obviously in government savings 
stamps or in a good, strong savings 
bank. Frankly I do not think there 
is much choice between them. These 
two forms certainly come nearer to 
investment perfection for the young 
man of our imaginings than any other. 

In either case he has a high/degree 
of security, although of course the 
savings stamp of the government is 
safer theoretically than the savings 
bank. But for practical purposes it 
is well known that certain classes of 
Savings banks are sufficiently free 
from risk. In other words the young 
clerk will not lose his hard won 
savings in either place. ‘That is the 
first consideration. There is of course 
the Postal Savings Bank, but I take 
it that with the higher rate of interest 
paid upon government savings stamps 


and upon savings bank deposits. 


there is no advantage in urging the 
merits of Postal Savings. 
Convenience.—In the next place the 
stamps and the savings banks, or 
rather the certificates which are built 
up upon a collection of stamps, ,offer 
great convenience in the matter of 
deposit and withdrawal. There is 
not only convenience but freedom in 
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these matters; also sufficient privacy- 
This applies both to the elements of 
time and of amount. ` Finally there 
is freedom from taxation. 

Limits of Government Securtivee and 
Savings Accounts.—How any sane and 
honest. person can urge the wage 
earner to invest elsewhere until he 
has at least enough in the savings 
bank or in government securities of a 
non-fluctuating character ta meet sud- 
den emergencies I cannot conceive. 
Further let-me say that I do net re- 
gard these two forms of investment as 


wholly synonymous and interchange-,. 


able. The wage earner should (if he 
lives where there is a savings bank) 
have both. The government stamps 
or certificates are the safest invest- 
ment on earth, but it would be a mis- 
take for the wage earner to put several 
hundred dollars into them and none 


“into the bank. For the savings bank 


account gives him a standing in the 
community, and affords him advan- 
tages when it comes to making loans 
and obtaining information regarding 
business or financial subjects which 
the government securities do not 
afford. A savings bank account, to 
be quite frank about it, has ulterior 
advantages which the government 
securities lack. 


Life Insurance 


Next in order for the worker who 
has dependents is life insurance. 
This, I think, is too obvious to require 
elaboration. Often it is well to keep 
on buying life insurance up to large 
sums, many thousands of dollars in 
fact, before any other imvestment 
whatever is'even considered. Why 


"waste time talking about the relative 


advantages of public utility bonds as 
against preferred industrial stocks 
for, let us say, a bookkeeper when we 
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know perfectly well that if he should 
die his family would be in dire want. 
It is utter piffle, and I think that a 
large part of the efforts of stock 
brokers and bond houses, or invest- 
ment bankers, to win’ the small 
investor are entirely injurious and 
pernicious. These people that are 
sought out are still in many cases 
about twenty thousand dollars below 
the point where they should become 
direct investors at all. They are 
still in the life insurance stage. 

Somewhere along here the clerk 
with the wife and child should be 
taught to open a regular checking 
bank account, for the convenience 
which it affords and- also for the 
standing which it gives him in the 
community. 

Having acquired a good little nest 
egg in the form of a savings bank 
deposit, or government savings stamps, 
or both; having taken out ample life 
Insurance and opened a bank account 
big enough to take care of current 
bills, then the young man had better 
consider the purchase of Liberty 
bonds and a home. I refer of course 
fo piping times of peace and not to 
war times when to purchase a Liberty 
bond is an essential of patriotism. 

_ Certainly the clerk should not buy 
even a Liberty bond any earlier in his 
financial progress than this, because 
the bond is subject to market fluctua- 
tion and no one is warranted in urg- 
ing upon him the risks of the market 
until he has various back logs of the 
kind already described. As for a 
home, the wisdom of its: purchase 


depends of course to some extent upon . 


the young man’s location, upon 
whether his job is reasonably perma- 
oent and other similar considerations. 
But generally speaking it is a good 
investment and pays dividends of 
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family happiness and good citizen- 
ship Which cannot be expected of a 
bond or stock in a corporation of 
which the owner hardly knows the 
name. 


Building and Loan Associations 


Next let our clerical friend look into 
the building and loan in his town or 
the credit union, if there is one, in his 
own office. Or perhaps his firm iè 
offering stock toits employees. This is 
the one case where he can judge direct 
investments. Of course many employ- 
ees do not like to buy stock in the 
concern for which they work because 
they fear it will tie them to their 
present employer or because it may 
give the employer an excuse to reduce 
their wages. But if these dangers 
are guarded against, if the independ- 
ence of the worker is in no way 
infringed upon by a stock selling 
arrangement, or if the worker prefers 
to stay in one place and cast in his lot 
more or less permanently with one con- 
cern, then the more widely the custom . 
of inducing employees to invest in 
the business the better. 

With many thousands of workers, 
especially of the clerical and more 
highly skilled classes, I see no reason 
why investment should take any other 
form after the more primary require- 
ments already referred to have been 
taken care of. Of course I recognize 
the danger of possible abuse. Fly-by- 
night concerns might enlist their 
employees’ money and decamp with 
it. But even the more ignorant 
worker can form a fair judgment as 
to whether the concern which employs 
him is of that variety. 

Certainly he can form a hundred 
times better judgment than of a 
concern for which he does not work. 
And the corporations which have 
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have in most cases been highly» suc- 
cessful. A concern must be fairly 
stable before it can really make any 
headway in such financing. 

If our clerk still goes on earning 
enough for further investment—if he 
feels he has put all that is safe in his 
own concern or if his employer does 
not offer him stock—then let him 
study outside offerings, first of bonds 
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and then of stocks. But I feel that 
there is no such hurry to educate the 
small investor in direct participation 
in corporate bonds and stocks as many 
experts insist. After the young man 
has provided for himself in the manner ` 
here briefly outlined then there will 
be time enough to consider the bewil- 
dering variety of direct investments, 
with their qualities, their suitabilities _ 
and adaptabilities. 


Speculation and the Small Investor 


By Tazo. H. Pricr 


Editor of Commerce and Finance 


CHANCE A Factor IN Lire 


ROM the cradle to the grave life 

is a speculation. It has been 

said that “We are all under sentence 
of death with an indefinite reprieve,” 
but most of us, nevertheless, calculate 
upon at least an average life and make 
our plans accordingly. Facing, as we 
do from hour to hour, the chances of 
illness, accident or financial, disaster, 
it is not surprising that we should be- 
come more or less callous to the 


hazards of existence and be willing to. 


increase them by putting our money, 
when we have it, into schemes or 
investments that promise or are de- 
scribed as promising large returns. 

It is the essential uncertainty of life 
coupled with the hope that each indi- 
vidual entertains that he may be more 
lucky than his fellows that is at the 
bottom of the speculative instinct that 
most men and women evince. This 
instinct is a sound one, for without it 
progress would be impossible. 

We have the spirit of adventure to 
thank for nearly all the great discov- 
eries that have advanced mankind. 
It has been very truthfully said that 
“if our alphabet were ideographic in- 
stead of phonetic, the words conserva- 
tive and unprogressive would look very 
much alike” and the speculative in- 
stinct is not to be discouraged, for 
- through its exercise Columbus dis- 
covered America and the political and 
scientific pioneers of all generations 
have opened up opportunities by which 
humanity has profited. 


PITFALLS Or SPECULATION 


In thus acclaiming speculation it is, 
however, important to carefully dif- 
ferentiate it from gambling. Specu- 
lation has been defined as hazard plus 
intelligence, gambling as hazard with- 
out intelligence, and if we bear these 
contrasting definitions in mind it will 
not be difficult for us to avoid the pit- 
falls that the unscrupulous provide for 
those who are willing to risk their 
money thoughtlessly. 

In an effort to protect the careless 


. or gullible members of society against 


themselves many of the states have 
enacted what are called Blue Sky 
Laws designed to make fraudulent pro- 
motion, over-capitalization and stock 
swindles impossible, but there are no 
laws that can give a fool immunity 
from the consequence of his folly, 
and it is questionable whether the 
Blue Sky Laws haven’t done more 
harm than good in that they lead 
many to believe that the securities 
that are issued in accordance with 
their provisions may be bought 
as safe investments without further 
investigation. 

It is, in fact, extremely doubtful 
whether the judgment of men can be 
educated or clarified by legislation 
which seeks to make the exercise of a 
discriminating and studious intelli- 
gence unnecessary, and since chance is 
a factor in the problem of life that can- 
not be eliminated, a study of the law 
of chance is necessary in order to deal 
with it intelligently. 
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Tue Law or CHANCE 


The great astronomer, Richard 
Anthony Proctor, was the first atthor- 
ity of note to develop the law of 
‘chance. By a series of experiments 
extending over a number of: years he 
discovered and proved that where the 
chances were theoretically equal, it 
was necessary that they should be 
taken an almost infinite number of 
times in order that the results might 
equally counterbalance each other. 
Thus, he asserts, it is not certain that 
a well balanced coin thrown into the 
air even a million times will come down 
heads up 500,000 times and tails wp 
500,000 times at the end of the experi- 
ment, and the first postulate of the law 
of chance that should be taken into 
consideration is the factor of luck. 
We must make allowance for it in all 


our calculations and endeavor, in so. 


far as it is humanly possible, to put 
ourselves beyond its operation. For 
this reason, no one should embark in 
any speculation, however promising, 
unless his knowledge of the business 
involved and the conditions surround- 
ing it are sufficiently intimate and 
personal to enable him to feel sure that 
the probabilities at least favor the 
expectation of a profitable result. 


CHANCE INVESTMENTS 


Since no one can be thoroughly 
informed with regard to more than one 
or two of life’s more important finan- 
cial, industrial, commercial or agri- 
cultural activities, it is a corollary of 
the foregoing statement that it is 
exceedingly unwise and hazardous for 
anyone to put his money into a busi- 
ness with which he is unfamiliar unless 
he makes the investment upon the 
advice of a trustworthy person in 
whose knowledge of the proposed 
investment he has profound confidence. 
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It is, for instance, foolish for a 
farmer to invest his hard earned sav- 
ings in land that he has never seen and 
concerning whose agricultural possi- 
bilities or market value he has no first ` 
hand knowledgé. ` It is equally foolish 
for any one else, no matter how he may 
have made his money, to invest it in 
any security of whose value he cannot 
convince himself by personel examina- 
tion or in regard to which he is unable 
to obtain trustworthy information 
from a person in whose knowledge and 
good faith he has complete confidence. 

As a generalization, therefore, it 
may be said that it will be wise to 
make it a rule not to invest aby money 
in things concerning which we are 
unable to inform ourselves by personal 
examination, unless we base our action 
upon the advice of those who are 
specialists in the business concerned - 
and of whose integrity we are entirely 
confident. In the field of corporate 
investments, meaning thereby the 
stocks and bonds of corporations, 
there are throughout the United States 
a number of high class and responsible 
concerns, firms or companies whose 
business it is to select sound enter- 
prises in which the money of their 
clients may be invested. To the con- 
sideration of. the problems involved 
they bring years of experience and 
training. They are thoroughly alive 
to the fact that if they make mistakes 
they will lose the prestige and con- 
fidence that they enjoy in the financial 
world, and while they err occasionally 
their judgment is, as a rule, sound. 
It is, therefore, safe to say that no one 
having money to invest should buy 
the securities of any corporation unless . 
they are recommended or endorsed by 
some responsible investment concern. 

The fly-by-night-salesman who 
comes into your town with a fairy 
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story in regard to the distant oi! well 
or mine into which he asks you to put 
your money should be summarily dis- 
missed with the suggestion that he 
submit his proposals to the nearest 
successful banker and that you will 
consider them only after that banker 


has approved of them. The land: 


agent who seeks to sell you property 
in the Everglades of Florida or the 
Great American Desert upon the 
theory that it can be reclaimed and 
made to blossom like the rose by the 
expenditure of a little money should 
be similarly treated. The promoter 
of a company that controls a patent 
for a machine that will do the work of 
one thousand men should be required 
to furnish indubitable proof of the 
machine’s efficiency and its successful 
commercialization before. you allow 
him to persuade you to put your hard 
earned savings into. the corporation 
that has been organized for its develop- 
ment. °? : 
If you are, however, disposed to 
take long chances and are convinced of 
the good faith and honesty of those 
who are inviting you .to make the 
hazard you should then feel sure that 
the odds in your favor are sufficiently 
high enough. For those who have 
money and are willing to risk a small 
portion of it in something that prom- 
ises very large profits but involves, 
nevertheless, great hazard, an intelli- 
gent investment made upon a basis 
that promises, say, a profit of $100 for 


every dollar invested is not perhaps 


unwise, but in making hazardous in- 
vestments of this sort care should be 
taken to apply the principle of average 
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as in the case of insurance, and a suf- 
ficient number of such investments 
shouldbe made in different enterprises 
to allow for an unfavorable result in 
the case of most of them. 

There are some investors who apply 
this ‘law of average scientifically. 
They put a small sum into each new 
enterprise that is brought to their 
attention under respectable auspices 
upon the theory that although only 
one out of each ten may turn out 
profitably their gain will be sufficient 
to more than offset the losses that 
they will sustain in the case of the 
other nine. It is, however, hardly 
practicable for the average investor 
who has but an occasional opportunity 
to put his money into these extra haz- 
ardous though promising enterprises 
to adopt such a policy, and even if he 
did, it is questionable whether he 
would have the courage to pursue it in 
the case of the tenth investment if his 
nine previous ventures had been un- 
successful. The only wise course for 
him to pursue is, therefore, to refuse to 
embark upon any speculation con- 
cerning whose hazards he is not 
thoroughly informed, either by per- 
sonal observation and experience or 
the testimony of those in whom he has 


. confidence. 


If he follows this rule he may possi- 
bly miss an occasional but very remote 
opportunity for making a large profit 
but he will, on the other hand, be rea- 
sonably sure to avoid the loss of his 
capital and will be certain to enjoy 
the complacency of mind which comes 
to those who insist upon “safety first” 
in the use of their money. 


- United States Government Bonds as Investments 


By Josera E. Cummincs 
‘School of Business, University of Minnesota, recently of the United States Treasury Department 


GOVERNMENT BONDHOLDERS ` 


NTIL the spring of 1917 the 
average American citizen of 
this generation was very little inter- 
ested in the investment features of his 
country’s bonds. ‘There have been, 
however, three or four previous periods 
of our national history during which 
government securities attained consid- 
erable significance in the lives and 
calculations of a comparatively large 
proportion of our citizens. In the in- 
tervals of these periods of national 
emergency United States bonds have 
been almost exclusively an investment 
for financial institutions and persons 
of wealth. 

Aside from the general fact that 
the great mass of Americans did not 
acquire the habit of investing in securi- 
ties of any sort, there are two chief 
reasons why government bonds ordi- 
narily have been attractive to only a 
certain small group of institutions and 
wealthy investors. (1) The denomi- 
nations of the bonds have been toc 
large to be conveniently handled by 
small investors and the “circulation” 
privilege attached to many issues has 
operated to keep the interest rate, 
or at least the yield, so low as to 
make their purchase profitable only 
to national banks or those persons 
` seeking the advantage of a tax-exempt 
investment. (2) The tax exemption 
feature, as a practical matter, has 
been much more valuable in the past 
to the wealthy person than to the 
individual of moderate means. These 
conditions, and some others of lesser 
force, have operated to keep the aver- 


age oitizen from concerning himself 
in ordinary times, with the invest- 
ment possibilities of government se- 
curities. 


BonpuHotpErRs During War PERIODS 


The financial exigencies of war have, | 
during several periods in the past, made 
it imperative to raise such large sums 
that a comparatively wide distribution 
of the government’s obligations became 
absolutely essential. In attempting to 
borrow money for war purposes any 
government is ordinarily confronted by 
numerous financial obstacles peculiar 
to war time, as well as by the increased 
difficulty accompanying the demands ` 
at any timefor unusually great sums. 
These conditions make it necessary for 
the war-time administration ta mate- 
rially increase the attractiveness of its 
securities, not only to special groups 
but to the entire citizenry of the nation 
as well as to foreign investors, when 
the international situation so permits. 
This increased attractiveness of the 
securities offered, plus the promptings 
of patriotism and whatever coercive 
measures are possible, has resulted 
during every war period in making 
government bondholders of large groups 
of American citizens who, under ordi- 


“nary circumstances, would never have 


seen or handled the stamped paper of 
their country. 

The proportion.of citizens who were 
incorporated in the bond purchasing 
class during our past wars has varied 
according to the government’s compar- 
ative need for money and its ability at 
the time to touch the mass of its people 
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with inviting terms and coercive 
measures. l 

The financing of the Mexican War 
in 1846 and. the Spanish-American 
struggle in 1898 called for compara- 
tively small sums at times when the 
national financial conditions were so 
good that few persons were added to 
the then existing class of government 
security holders. On the other hand, 
the War of 1812 and the Civil War 
_ were prosecuted under conditions which 
strained the financial resources of the 
nation and forced a comparatively 
wide distribution of government bonds. 

An analysis of conditions under 
which these war bonds were purchased 
and of their post-war prices on the 
stock exchanges will determine whether 
or not United States bonds issued to 
finance the War of 1812, the Mexican 
War, the Civil War, and the Spanish- 
American War were a good invest- 
ment for the original subscribers who 
retained these securities or, in fact, for 
anyone who purchased during or im- 
mediately following the war period. 
Because of the present wide distribu- 
tion of our Liberty Bonds and Victory 
Notes such an analysis should be of 
interest and value to the large group of 
persons who are concerned with the 
question of the probable future value 
of their present holdings of war bonds 
as well as those who are turning over 
in their minds the desirability of invest- 
ingin Liberty Bonds! at present market 
prices. 

Crv War Bonns 

During the period of the war the 
national debt increased from about 90 
millions in 1861 to over 2,700 millions 
in 1865. As the war went on there was 
a steady shifting of the national credit 

1 The term Liberty Bond is used throughout 


this paper in its popular sense, d.e., to include 
both Liberty Bonds and Victory Notes. 
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to a higher interest rate basis. In 1861 
36 per cent of the debt was paying 5 


` per cent interest and 64 per cent was at 


6 per cent. By 1865 only 11 per cent 


.of our debt was on a 5 per cent basis. 


Fifty-four per cent was at 6 per cent 
ahd 36 per cent of the total debt was 
paying 7.3 per cent interest. These 
were the nominal interest rates, but 
it has been estimated that, because of 
the depreciated state of the currency 
and the fact that interest was paid in 
coin, the average interest being paid 
on the public debt amounted to about 
8 per cent. Our national debt at the 
termination of the war was repre- 
sented by approximately twenty mis- 
cellaneous varieties of securities, rang- 
ing from 5 per cent long-time bonds to 
6 per cent three-year compound inter- 
est notes. The story of the conditions 
of issue and the subsequent market 
price of a few of the larger and more 
typical of these issues indicates that 
investors in Civil War bonds not only 
received a very profitable rate of inter- 
est, but also, in practically every in- 
stance, a substantial increase in their 
capital investment. 

- Loan of July and August, 1861.—The 
U. S. 6’s of 1881, as they were called, 
were marketed at par. The bonds ran 
for twenty years and matured in 1881. 
This issue sold slowly and was placed 
with difficulty. On October 1, 1861, 
approximately 189 millions of the U. S. 
6’s of 1881 were outstanding. By 
1866 they were quoted on the market 
at 106% currency and continued to 
rise steadily thereafter until approach- 
ing maturity brought about a gradual 
decline to par. The increase in value 
of these bonds was even more rapid 
than is mdicated by market quotations 


‘in currency. All during this period the 


currency in which the bonds were 
quoted was approaching parity with 
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gold. The chart given above shows the 
gold equivalent of the New York Stock 
Exchange quotations on this issue from 
1866 to maturity. 

It will be noted that by 1870, nly 
five years after the termination of the 
conflict,. the U. S. 6’s of 1881 were 
quoted above par in gold and that they 
continued to rise in market value until 
1877 when they were selling for the 
equivalent of approximately 110 gold. 

Loan of February, 1862.—-The secur- 
ities issued under this act were the first 
of the famous “Five-Twenties.” This 
title came from the fact that the bonds 
were redeemable in five years and due 
in twenty years. Interest was payable 
in coin at 6 per cent. The average 
selling price was 100.35 currency—the 
equivalent at the time of about 88 
gold. On October 1, 1865, nearly 515 


millions of the issue were outstanding. 

‘The chart following shows that within 
three years alter the end of the conflict, 
““Five-T'wenties” were selling on the 
market at considerably more than their 
issue price in gold. By 1871 the gold 
equivalent of their market price was 
nearly two points above par,—an in- 
crease in capital value to the original 
subscribers of approximately 16 per 
cent. In addition to this substantial 
increase in the value of their invested 
eapital, the holders of these bonds had 
been regularly réceiving their interest 
in coin during a period when currency 
fluctuations caused the actual rate of 
interest to amount to much more than 
the nominal 6 per cent. During cer- 
tain periods the actual value of the 
interest received was at least double 
the nominal rate. 
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Loan of March 3, 1864.—Because 
these bonds were payable in ten years 
and due in forty they were popularly 
known as “Ten-Forties.” ‘They drew 
interest at 5 per cent payable in coin. 
On October 31, 1865, approximately 
173 millions of this issue were out- 
standing. These bonds were marketed 
at from 100 to 107 currency. The 
currency dollar during this period 
- averaged in value 49.2 gold. Thus the 


investors who paid 107 currency for ` 


this issue gave less than 53 gold for a 
security that by the end of the war had 
risen approximately ten points (to 62.2) 
In. value.. 

12 


By 1872 “Ten-Forties” were quoted 
on the exchange at the equivalent of 
100 gold. The high point was reached 
in 1878 when the issue was selling on 
the New York Exchange for 108 gold— 
over twice the price paid by the original 
subscribers. In addition to having 
their capital doubled the original 
purchasers of “‘Ten-Forties” were re- 
ceiving Interest in coin amounting to 
over 9 per cent on their investment. 

These facts make it clear that those 
who subscribed for obligations issued 
by the United States government to 
finance the Civil War secured an invest- 
ment that gave very high returns, 
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While the nominal rate of interest on 
all Civil War issues was high, the real 
return was still higher because of inter- 
est payment in coin on obligations 
purchased with depreciated currency. 
In addition, holders of nearly all Civil 
War issues benefited by substantial 
increases in capital investment through 
purchasing the government’s obliga- 
tions.with more or less depreciated 
currency and later having them re- 
deemed in gold. Between 1869 and 
1873 the government used its surplus 
- revenue to retire its unmatured bonds 
by purchase at the market price in 
currency. These securities had so 
improved in the public estimation 
that the difference between what the 
government had originally received for 
them and what it was required to pay 
toget them back was, in every instance, 


a very substantial amount. The aver- _ 


age price paid for United States bonds 
by the Treasury Department during 
this period was 112.27 currency. 

U.S. 5s 10-40’s 


Marker Price iw Goup EQUIVALENT ON OR 
Azsour JULY 1 


Year Market Price* 
TOGO 6 carbene ew 62.2 
NOGG cc eos ek eee ee 69. 
TSG: PET ee 72.9 
Iie] Ete AEAEE E eae are ts 76.6 
Melat. boeken ee meses 81.2 
LS103 S35 sux ees 94.8 
TSERG tee Read ewes 99.3 
i Eo yA Seve ea 100. 
tc fs Dene ee ar ae EE 100.5 
LEI aa ita ear baer s 102.5 
n Eey Aa PAARE E hearse 103.5 
RO cornice reeks 106.7 
YY eee ea ee 107.7 
TS 1S peo EE 108.1 


* Based on New York Exchange quotations 
from contemporary issues of the Commercial 
and Financial Chronicle. 


War Loans or 1812 


In 1830 the House Ways and Means 
Committee estimated that for over 80 
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million dollars worth of government 
obligations issued from 1812 to 1816, 
the Treasury received but 34 millions 
specie value. Many of the issues were 
marketed at large discounts—the first 
departure from 'the usual American 
policy of issues at par. The specie 
value of the returns from loans was 
still further reduced by the acceptance 
of depreciated state bank notes in 
payment. The difficulty in raising 
money was to a large extent due to 
the unpopularity of the war in New 
England and the Eastern States. 
These centers of capital furnished only 
an insignificant share ofthe funds 
raised. 


Marker Quorations 6 Per Cent Loan 


War or 1812 
(On on ArouT JULY 1) 

Year Market Price * 
DOL Oe ie kee sao es ` 923 
ISIO oiera Pines 89 
ISi oare eee a a 103 
OL OGig eneee 108 
TSI PEE E 1013 
Oe oie tae E 1064 
1691... .acesatchcaua 1098 
DOO eorna isena 1044 
1628 fae woe tea wees 1022 
NEPA, orate sak.a es etees 105% 
I ko yi O 101} 
neer EE ena wes 1022 


* Prices on the New York Exchange from 
contemporary issues of the New York Shipping 
and Commercial List. Only consolidated quo- 
tations on War Loan 6’s are available up to 1821. 
Prices for the loans of 1813 and of 1814 were 
quoted separately, beginning with 1821. Since 
these prices vary less than a point, the average 
has been used for the sake of simplifying the 
table. 


16 Million Loan of 1813.—When this 
loan was marketed public credit was 
falling rapidly and it became necessary 
to accept bids below par. In order to 
raise the full amount the subscription 
books were opened a second time and 
new conditions, imposed by subscribers, 
accepted. This issue matured in 
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thirteen years, bore interest at 6 per 
cent, and sold at about 88 currency. 

6 per cent Loan of 1814.—In borrow- 
ing the first installment of this 25 
million dollar loan the government 
was forced to agree that if more favor- 


able terms were extended to later sub- - 


scribers the more favorable conditions 
should be retroactive as regards pur- 
chasers of the first installments. Un- 
der these circumstances the bonds were 
marketed at from 12 to 20 per cent 
discount and some payments accepted 
in state bank notes worth 65 specie. 
It will be noted that these securities, 
which werę issued at from 80 to 88, 
were selling at par within four years 
and at a considerable premium there- 


after. The high point was reached in. 


1821 when the average price for the 
year on the New York Exchange was 
over 109. This was a nominal rise of 
some 28 points, but the real increase in 
the value of the investment was, in 
many cases, approximately 100 per 
cent. ‘This, of course, was due to the 
fact that payment was accepted in 
depreciated currency and the securities 
redeemed when the monetary situa- 
tion had improved. Much of the debt, 
in fact, was redeemed at more than 
par. Surplus revenue accumulated 


after the war and as no provision had 


been made for redemption before 
maturity the Treasury Department 
found it necessary to pay full market 
price in order to retire these obligations 
which were drawing a much higher rate 
of interest than was justified by the 
post-war condition of the national 
credit. 


Mexican War Bonps 


The prosecution of this war created 
a net debt of 49 million dollars. Due 
to the strong financial condition of the 
country, the excellent credit of the 
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nation, and the comparatively small 
amount of money required, all of the 
loans were placed at par or above. 
The aggregate premium on all the loans 
amounted to approximately a half 
million Hollars. Nearly all offerings 
were oversubscribed. Eighteen mil- 
lions were asked for in one case and 
nearly 58 millions were subscribed. 
The following table shows that the 
post-war market value of these bonds 
was always high, up to the outbreak of 
the Civil War when they met the tem- 
porary fate of all securities durmg that 
period. 

U.S. 6’s of 1867.—These bonds were 
due in twenty years and paid 6 per 
cent interest. They were marketed in 
1847 at prices ranging from 101 to 102. 


U.S. 6s or 1867 
MARKET QUOTATIONS On or ABOUT JULY 1 * 


Year Price 
LORD acted eee ews 1164 
1850 ariarian eee 115 
it fs 9] Se E 1163 
BOS ic 6ic-d wie Seale EE 118 
So i eee ee ee ee 1214 
TOON i cb ik deeses 120 
DOOD Ss Baca ett ae 1192 
MOOG a wouter eewekees 117 
LOO EE E A ua ieces 109 
1858... cae e eevee 1142 
HOOT oo Se wind a bese 108 


* New York Exchange quotations from con- 
temporary issues of the New York Shipping and 
Commercial List. 


It will be noted that by 1853 the 
U. S. 6’s of 1867 had reached a high 
point of 121%. 

Other Mexican War Bonds.—In 1848 
16 millions of another 6 per cent loan 
were sold at 103 to 104. These bonds 
were known as the U. S. 6’s of 1868. 

Their post-war market value ran 
very closely with that of the U. S. 6’s 
of 1867 as given in the above table. 

In 1846 about 5 millions of ten-year 
6 per cent bonds were marketed at par. 
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These ‘securities were quoted at be- 
tween 106 and 107 until they ap- 
proached maturity. ‘Comparison with 
the twenty-year 6’s described above 
shows that the Jonger term of the 
twenty-year bonds gave them a con- 
sistent advantage on the market of 
approximately ten ‘points over this 
ten-year loan of otherwise similar 
securities. 

In spite of the fact that all Mexican 


War Loans sold above par they almost 


immediately went still higher on the 
market—indicating a strong demand 
for these securities at prices that gave 
a yield much smaller than the nominal 
rate of 6 per cent. 


SPANISH-AMERICAN War Bonps 
U. S. 3’s 10-20’s (1918) 


(Couron) 

Low MARKET Price ror THE Yrar* 
Year Price 
IBIS. ks Wek ORE 104 
1800 us he ae ea es 106% 
ROGO 60.2 oh So hs a wien 1084 
BELED OEE AES 1084 
1902: estou deste Sous 1052 
10S sce E EET 1064 
EES ol he ees WS 1044 
1008. ci een eter 102% 
P0008 5.5641 ae ewes 1023 
S| 6 E nee 1004 
1908.2 8 o.4ceeetaeeen 1002 
19097 6565.0 8G Se nats 1002 
ONG es araeeit aoe Wee oS 1014 
DEE A 6nd EAEE EE 101$ 
IIl ora asenita was 1014 
LOWS: orainean gussa 1012 
| ESE: See te ae 100 
i Bs Se ee ae ae 1004 
POG eat eena 100 
i ee ee 988 


* New York Exchange quotations from con- 
temporary issues of the Commercial and Finan- 
cial Chronicle. 

To finance the war with Spain the 
government in 1898 asked for subscrip- 
tions at par for an issue of 200 millions 
of 3 per cent bonds—interest and 

principal payable in coin. These 
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bonds were redeemable in ten years and 
due in twenty years. The issue was 
seven times oversubscribed. The an- 
nual market price of this issue is shown 
by the preceding table: 

A considerable enhancement of the 


_market value of this issue was due to 


the fact that they were available to 
secure national bank note circulation. 
‘In 1900 over 132 millions of this issue ` 
were refunded into the 2’s of 1830 
(consols), also available to secure cir- 
culation and with a longer time to run. 


SUMMARY AND CONCLUSIONS © 


War Bonds Profitable Inuesiments.— 
The above analysis makes it clear 
that, without exception, the war bonds 
of the United States government have 
been, from our earliest history, very 
profitable investments. The post-war 
market price has in every instance 
exceeded the price received by the 
government at the time ofyissue. In- 
terest always has been promptly paid 
at the rate promised and in the medium 
specified. During the War of 1812 and 
the Civil War, when currency depre- 
ciation existed, the variations in the 
relative value of gold and currency at 
all times operated to the substantial 
advantage of subscribers to govern- 
ment loans. Civil War bonds origi- 
nally paid for in depreciated paper and 
technically payable in “lawful money”’ 
were redeemed in coin or its equivalent. 

How far the analogy between the 
post-war market value of previous war 
loans and Liberty Loans can be carried 
depends upon a number of factors 
which demand very careful considera- 
tion. For obvious, reasons even the 
strongest nations are invariably re- 
quired to give very good bargains in 
order to raise large sums of money 
during war times. In marketing Lib- 
erty Bonds the Treasury Department 
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could perhaps drive a harder bargain 
than it could during previous war 
periods, because of the existence of an 
established national credit, because of 
the greater possibility of an appeal to 
patriotism, and becduse of the existence 
of highly developed machinery for 
advertising and distribution. On the 
other hand, it was handicapped by 
the absolute and comparative hugeness 
of the amounts needed, the lack of a 
foreign market, and ‘the high earning 
power of capital in industry. The 
credit of our government undoubtedly 
was better in the eyes of its citizens in 
1917 than,at the beginning of any 
other war. Our past record in dealing 
with purchasers of government obliga- 
tions and our increased financial and 
political strength had operated to 
perfect confidence in the financial 
undertakings of the nation. During 
previous war periods the interest rates 
and other conditions were necessarily 
more favorable to bond subscribers 
than would have been necessary if 
more efficient means of reaching the 
mass of citizens had existed. 

During the Civil War Jay Cooke 
demonstrated, on a small scale, the 
great value of a comprehensive system 
of advertising and distributing ma- 
chinery in government bond selling. 
Political considerations prevented the 
Treasury Department from making 
the fullest possible use of his ideas and 
organization at that time. 

The establishment of the National 
Banking System in 1863 was a some- 
what belated attempt to improve the 
situation in this respect. Each great 
war in which this government has been 
engaged has called for much greater 
sums of money than preceding conflicts. 
In every instance the unexampled 
amounts of money required have ap- 
palled the people and caused them to 
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doubt the nation’s ability to stand the 
financial strain. l 

In 1862 the United States govern- 
ment was having considerable difficulty 
in raising what at that time seemed like 
huge sums necessary to prosecute. the 
Civil War. During this period the 
London Economist expressed its opin- 
ion of our financial future in these 
words: 

It is utterly out of the question, in our 
judgment, that the Americans can obtain, 
either at home or in Europe, anything like the 
extravagant sums they are asking—for Europe 
will not lend them; America cannot. 


The Times expressed conservative 
British opinion as follows: 

No pressure that has ever threatened is 
equal to that that now hangs over the United 
States, and it may safely be said that if in 
future generations they faithfully meet their 
liabilities, they will fairly earn a fame which 
will shine throughout the world. 


In spite of these weighty and honest 
opinions to the contrary we did suc- 
ceed in financing the war for three more 
years until victory was won, and within 
five years after the end of the war the 
United States had either paid off or 
refunded on better terms all its obli- 
gations which were redeemable at that 
time. 

As the people of Civil War days were 
appalled by a debt which after five 
years of fighting amounted to less than 
three billions, even so was there an 
element of doubt and distrust among 
the plain people of this country when 
in 1917 we began to figure war costs in 
units of ten, fifteen and even twenty 
billions per year. As is usual in times 
of stress and emergency, national fi- 
nancial strength was underestimated. 
This feeling naturally increased to 
some extent the difficulties of borrow- 
ing money, and the necessity for offer- 
ing especially favorable terms to 
lenders. 
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It is probably true that the demand 


for capital in industry was stronger 
during the World War than’ during 
any previous war. The proportionate 
amount of material supplies of all 
kinds required was much greater than 
during any previous conflict and with 
practically the entire world at war the 
effective demand for products of indus- 
try was much greater than at any 
other period of the world’s history. 
This industrial competition for funds 
would necessarily be reflected in the 
terms of loans offered by the govern- 
ment. 

Post-War Value-—All these things 
would indicate that the terms which 
would secure takers for government 
securities during the war would be 
considered very favorable indeed in 
the post-war period. During all pre- 
vious war periods the United States, as 
` well as other great nations, has found 
it necessary to borrow money on terms 
which soon after the war were reflected 
in a high market price for their war- 
time issues. The above brief analysis 
of the conditions surrounding our 
national borrowings to finance the 
latest war make it seem probable that 
history will repeat itself in this respect. 

In 1890 the average. interest rate 
being paid on United States bonds was 
4.08 per cent. By 1915 the average 
rate of interest had dropped to 2.37 
per cent. There are two main reasons 
that make it seem probable that Lib- 
erty Bonds will never attain a market 
price which will reduce their yield as 
low as that paid in 1915 by the long- 
time obligations of our government. 
First, the terms of the “old” issues 
are, with the exception of the rate of 
interest, in several respects more 
favorable to investors than are the 
conditions attached to the various 
issues of Liberty Bonds; second, it is 
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possible that post-war conditions of 
the security market will be somewhat 
less favorable to government bonds 
than was the pre-war market. The 
“old” bonds have the advantage of 
complete tax exemption while the 
Liberties are subject to certain forms 
of national taxes if held in large blocks. 
The Liberty Bonds do not bear the 
“circulation” privilege which has given 
the somewhat artificial value to many 
earlier issues of United States bonds. 
In this connection it is interesting to 
note that an issue of 50 millions of 3 
per cent Panama Canal bonds, which 
were not available to secure bank note 
circulation, was marketed in 1911 at 
an average price of 102.58. With the 
decline in importance of National Bank 
Note circulation it is probable that 
the “‘eireulation” privilege will also 
decrease in importance and value. 
Supply and demand effects the price 
of investment securities jyst as it 
controls the price of the more concrete 
commodities. The vast increase in 
the supply of investment securities, 
because of the huge government issues, 
has undoubtedly had the effect of in- 
creasing the supply of this commodity 
beyond the effective demand. This 
results in the presence of large amounts 
of so-called “undigested” securities. 
The period required for this invest- 


“ment demand to catch up with the 


present oversupply will probably be 
lengthened by excessive industrial 
competition for funds demanded by 
the great amount of after-the-war 
industrial and commercial readjust- 
ment necessary. While these condi- 
tions, and perhaps some others of lesser 
importance, make it seem unlikely 
that Liberties will completely attain 
the favor of the “old” issues of gov- 
ernment securities, it should be pointed 
out that Liberty Bonds, because of 
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their higher interest rate may sell at a 
very substantial premium indeed, þe- 
fore their yield is reduced to that paid 
by the older issues in -1915 and pre- 
viously. 

A very real, if seldom realized source 
of profit in the purchase of govern- 
ment bonds, may well be expected 
through the operation of buying with 
inflated currency and taking payment 
of interest and capital after this war- 
time inflation has decreased. It is a 
commonly appreciated fact that the 
dollar today will purchase only ap- 
proximately half as much in goods 
and service. as it would in 1913-14. 
This, of course, means that the 1919 
dollar is worth in reality only about 
50 per cent as much as the 1913-14 
dollar. If we exchange these “cheap” 
dollars for government securities now, 
and hold them until our currency has 
resumed its former value in exchange 
for goodss it is clear that our capital 
investment will be approximately 
doubled in real value. The possibility 
of profit from this source is, of course, 
contingent upon post-war deflation of 
the currency and a consequent increase 
of the purchasing power of the dollar. 
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While the question of deflation is still 
a subject for argument we believe 
that it is safe to state that the weight 
of intelligent opinion holds that while 
the purchasing power of the dollar may 
never return to the before-the-war 
basis, nevertheless, we may expect a 
substantial increase in the value of our 
currency in its relation to other com- 
modities as industrial conditions ap- 
proach to normal. The greater this 
deflation the greater will be the increase 
in the real value of the capital now 
invested in long-time securities. 

Using as a guide, the experience of 
the past, modified by the changed- 
conditions of the present, it would ap- 
pear very probable that the obligations 
issued by the United States to finance’ 
the World War will be sufficiently 
attractive to cause them to sell at a 
substantial premium as soon as the 
security market is entirely adjusted to 
a peace-time basis. This fact com- 
bined with the probability of an in- 
crease in the purchasing power of our 
currency, point to a yield considerably 
in excess of the nominal rate of inter- 
est to those who now hold United States 
bonds of the recent issues. 


The Development of-Thrift Facilities 


By Mitton Harrison 
Executive Manager, Savmgs Banks Association of the State of New York 


Money SAVING AN Inpex to THRIFT 


ETTER buying, greater system in 
private affairs and the quality of 
doing without what one may desire are 
elements manifesting personal thrift. 
However, consistent saving of money 
must be the result of the practice of 
such thrift elements. The evidence 
of thrift is independence; indepen-. 
dence is secured through the saving 
of money, but the quality of that 
. independence must not be disregarded. 
To continuously stint and live only on 
the bare necessities of life, thereby 
maintaining a low standard of living, 
may permit a person to accumulate an 
amount of capital which will be suf- 
ficent to assure independence, but the 
quality of that independence will be 
exceedingly poor. Life is a tissue oË 
habits, and if the tissue is miserly it 
cannot be changed at a time when the 
life is the tissue, and thus the means of 
independence can only be enjoyed by 
relatives, after death. High quality 
independence, therefore, presupposes 
the maintenance of a decent standard 
of living throughout the period of 
accumulation, and money saving must 
be consistent in order to reach real hap- 
piness during the unproductive days oÈ 
life. 


Faciurtizgs ror Money SAVING 


Since saving of money in the way 
above described is the Alpha and 
Omega of thrift, the establishment of 
adequate facilities as an aid thereto is 
of first importance. During the pas? 
five years the establishment of proper 
and adequate facilities for the saving 


of money has been advancing tremen- 
dously. As a result, more of the pres- 
ent generation of Americans will enjoy 
a happier old age than those of preced- 
ing generations. 

People doubtless are saving more 
consistently today than they ever have 
before. ‘The propaganda of the Treas- 
ury Department in the encouragement 
of thrift has had a marked influence 
upon the American people. It has 
brought the lesson of saving to the 
masses of the people. The war may 
have been the object and the immedi- 
ate reason, but the fact remains that 
people generally know the meaning of 
money saving. The present may wit- 
ness undue extravagance. but every 
person who spends, no matter how 
wildly the spending may be, feels a 
restraining force due to the lessons of 
thrift taught in the heat of war. 

There are twice as many banks to- 
day as there were five years ago, and 
there are 28,000 of them in the nation, 
that are urging the people to save and 
conserve through the establishment of 
savings departments. It is admitted . 
that such business is profitable to the 
bank, but nevertheless, money saving 
facilities are thereby increased. As a 
general principle, the adult who knows 
the lesson of thrift will not save unless 
the facilities exist directly at hand. 
The industrial worker will not go four 
blocks away from the beaten path of 
the plant to his home to deposit a small 
sum from his weekly wage, unless thrift 
is an inborn habit or a habit acquired 
at an early age or to save in order to 
pay an obligation that must be met. 
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DEVELOPMENT or Tauret FACILITIES 


Thus, the banks of the country, recog- 
nizing this necessity, are expanding 
their facilities into industrial plants 
but free from the influence of em- 
ployers. Building or Savings and 
Loan Associations are being estab- 
lished in factories and mills. Govern- 
ment savings stamps and certificates 
are being made conveniently available 
to industrial workers. Plans are being 
made and carried out to sell railroad 
and municipal bonds in small denomi- 
nations, as well as participation cer- 
tificates secured by high-grade bonds. 
These bonds may be sold not alone 
through banks, but in drug stores and 
other local responsible retail stores. 
Savings banks are planning to install 
concrete safety deposit vaults which 
will contain boxes of sufficient size to 
hold a considerable number of bonds 
and private papers. ‘These will be 
made available to the people of small 
means at æ very nominal sum. There 
is one savings bank in the Middle-west 
which has already contracted for the 
installation of a concrete vault to 
contain 100,000 of such boxes, to be 
rented as low as $1 per year. ‘They 
expect to operate the vault at a profit. 
Thus, savings facilities are developing 
satisfactorily. | 


SMALL SAVINGS AND CAPITAL 


The savings account is simply the 
nurturing force in the accumulation of 
capital by the person of relatively 
small means. Its primary purpose is 
to promote the systematic saving of 
small amounts. When the account 
reaches several thousand dollars, it 
ceases to be a desirable savings ac- 
count. The law of the State of New 
York limits the balance of a savings 
account in the name of any one person 
to $3,000. The Connecticut law does 
not permit a greater aggregate deposit 
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by one person within one year or more 
than $1,000, and $2,000 is the limit of 
a savings account in Massachusetts, 
while New Jersey law limits the ac- 
eount to $10,000. The average sav- 
ings bank would rather go to the ex- 
pense of caring for ten accounts of $100 
each than to carry one account of 
$1,000. The deposit of small amounts 
is preferred to the deposit of large 
amounts. This is only the result of 
following the fundamental principle 
of the savings account as the nurturing 
force in the accumulation of capital. 


INDEPENDENCE THROUGH THRIFT 


In the days before the war a few 
thousand dollars seemed adequate to 
care for a person during his unpro- 
ductive days; this was because the 
principal was used and. the interest or 
income was disregarded. He was 
comfortable while the money lasted 
and a pauper or dependent when the 
principal was exhausted. Such kind 
of people continued to live in the 
city where their savings went solely to 
living expenses and thus $3,000 meant 
meals for a few years; whereas, if the 
sum were invested in a small farm, and 
there are plenty of them available, it 
would mean happiness and content- 
ment during the remainder of life. 
But a very small proportion of the 
people who have lived all their lives in 
a city would be content to vegetate in 
a village even during old age. What 
then 1s the solution of the problem? 
Life msurance has solved the problem 
of the care of dependents in the event 
of the death of the producer of the 
family income, but the care of people 
grown old or incapacitated must be 
left to the accumulation of capital 
from which some income may be de- 
rived, if the independence of the in- 
dividual is to be maintained. It is 
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argued that when parents have grown 
old, it is the duty of the children to care 
for them, but this does not assure the 
independence of the parents and only 
creates a deterrent force in the progress 
of the children in building up their own 
lives. This may be counted as a sel- 
fish attitude to take but nevertheless 
each person is responsible for his own 
life and it is only one short span, 
wherein a person must begin early to 
accumulate capital for success in life 
and for independence in old age. The 
principal theme of thrift is indepen- 
dence. 


INVESTMENT OF SMALL SAVINGS 


Adequate accumulation of capital 
requires facilities which will absorb 
the capital accumulated and will re- 
turn a fair rate of income. The future 
will have plenty of opportunity for the 
absorption of capital. The world will 
look to America for the finance of 
foreign governments, of foreign rail- 
roads and cities. On the other hand, 
the demands for capital for domestic 
finance will tremendously increase. 
It will not be long before most banks 
will be selling the bonds for such 
finance, in small denominations, over 
their counters on the partial payment 
plan. But the effort to urge the people 
to buy will have to be continuous and 
strong in order to be effective. Lib- 
erty and Victory Bond and War Sav- 
ings Stamp drives may have made 
America a nation of bond buyers, but 
there is some question as to whether 
such drives have made America a 
nation of bondholders. The effort 
made to sell war bonds could not be 
paralleled in times of peace in the sale 
of either government bonds or other 
high grade issues. The people will 
have to be met with cold facts; only 
their selfish interests can be appealed 
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to. To produce results propagandists 
of saving must begin with the payment 
of private debts by the individual and 
then urge him to save, for his assets 
must be greater than his liabilities if 
there is to be any real surplus or saving. 


Wuere SAVING Suoro BEGIN 


The facilities for saving must begin 
in the schoolhouse. There is no more 
effective way of teaching thrift than 
through the school savings bank estab- 
lished and operated by school children. 
Every school in America should install 
such a bank. Nota slot machine, but 
a real bank, with tellers, bookkeepers 
and even officers, all of whom should 
be school children. The teacher may 
exercise a supervision in the operation 
of the bank, but the children should be 
allowed to do the work. 

The School Savings Bank.—New 
York City Schools have been most suc- 
cessful in this respect. Soealso have 
the schools of Detroit, Rochester, 
Minneapolis, St. Paul, Chicago, Kan- 
sas City and San Francisco. ‘The chil- 
dren systematically save until they 
have an amount sufficient to open an 
account in the local bank or to buy a 
Government Savings Stamp. Saving 
money easily becomes a habit with the 
ordinary child and it continues through- 
out his life. There is no school lesson 
the child could learn that will produce 
better results than that of depositing 
his pennies and nickels—real money-— 
in the school savings bank. He learns 
the value of money, he learns funda- 
mental economics and it stays with 
him; it makes him a better student, a 
better business or professional man; 
it gives him an appreciation of the 
value of individual independence, 
which, if it were learned by all the 
people, would advance our civilization 
a thousand years. The establishment: 


DEVELOPMENT OF THRIFT FACILITIES 


of school savings banks is eminently 
important in the further development 
of thrift facilities. 

= Household Economics Departments.— 
Savings banks are considering increas- 
ing thrift in the home by the establish- 
ment of household economics depart- 
ments. Approximately 65 per cent of 
savings depositors in the savings 
banks are women. Through advice 
given to such depositors by’ women 
employed by the banks who have been 
especially trained in household eco- 
nomics, homes are being financially 
reformed and adjusted so as to permit 
families to live within their incomes 
and thereby produce a saving in 
money. The correct spending of 
money to maintain a home requires 
considerable intelligence, an Intelli- 
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gence which the housewife should have 
acquired at public school, instead of 
some non-essential learning. The 
household economics department of a 
savings bank is still in an experimental 
state but it will not be many years be- 
fore most savings banks will be making 
every effort through such means to 
better the condition of the home, by 
urging the housewife to use the budget 
system, by urging Boards of Educa- 
tion to teach rudimentary principles 
of better buying and of the value of in- 
dependence in old age. 

In conclusion, the possibilities of the 
thrifty people of the United States are 


‘unlimited. Every safe and sound 


facility for the accumulation of capital 
must be put into operation. It is an 
Herculean task, but America can do it. 


$ 
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Codperative Credit Institutions in the United States 


By James B. Morman 
Assistant Secretary, Federal Farm Loan Board 


EALTH begins with thrift and 


increases as saving is prac- - 


ticed. In the whole organic king- 
dom man is the only being which 
stores up the fruits of labor for future 
use. Thrift, or saving, is at the 
foundation of civilization. Yea, more, 
it is the framework of property and 
the source of economic and social 
relations. To encourage thrift, there- 
fore, is to promote social progress by 
increasing the supply of stored-up 
wealth for use in our democratic sys- 
tem of national economy. 


Propuction oF WEALTH 


In striving to produce wealth man 
may either work alone or in codpera- 
tion with others. The long experi- 
ence of the race, however, has demon- 
strated that more wealth is produced 
by division of labor in group produc- 
tion than by an equal number of 
individuals working separately. But 
it took a long time for mankind to 
learn this truth. 


Competition—M onopoly 


During much of our past history, 
the organization of modern business 
has rested on competition. What 
the struggle for existence is to the 
natural world, the law of competition 
is to the economic world. To elimi- 
nate competition in any particular in- 
dustry is to create monopoly, a most 
dangerous power, the economics of 
which are not established dn the law 
of supply and demand, but on the 
arbitrary will of the directors of the 
monopolistic industry. Against this 


phase of social economy, the whole 
civilized world.is now in open revolt, 
for to it is attributed in no small de- 
gree the great problem of the high 
and rising cost of living which strikes 
at the very foundations of national 
welfare and the health and happiness 
of the people. 


Coéperation Through Division of Labor 


But between competition and mo- 
nopoly stands codperation. The basis 
on which it rests is that of “mutual 
help for self-help.” Its purpose is 
not to destroy, but to build up: by 
combining the savings of many into a 
collective force for service. Funda- 
mentally, therefore, coöperation rests 
on the economic basis oi division of 
labor which increases wealth produc- 
tion. Its origin in modern history is 
very simple, beginning, it is said, in 
the custom of the Swiss peasantry of 
borrowing milk from one another. to 
secure a sufficient quantity to make a 
cheese. This led to the pooling of the 
milk at a common center, the alter- 
nate manufacture of the cheese by the 

* different peasants, and the final divi- 
sion of the products according to the 
quantity of milk furnished by each 
member of the codperating group. 
The mutual help thus rendered was 
found not only to save the waste of 
individual small supplies of milk 
which taken alone would not be suff- 
cient for the making of cheese, but to 
bring greater returns at less loss and 
less labor than an individual could 
expect or secure if producing milk 
and making cheese alone. 
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CREDIT [ĪNSTITỌTIONS IN THE UNITED STATES 


Society as constituted today is 
divided into “rural” and “urban” 
population. The rural workers are 
engaged in the production of wealth 
from the soil to provide food and the 
‘raw materials of many textile manu- 
factures. On the other hand the 
workers in towns and cities, grouped 
as “urban,” are largely engaged in 
industrial pursuits which work up the 
raw materials produced on the farms 
into finished products. Here, then, 
we have the mutual relations of both 
groups of our population clearly indi- 
cated showing the interdependence 
of one class of the people on another 
class which results in benefits to both. 
Taken in its broadest aspects, civili- 
zation 18 progressive coöperation in 
the production and distribution of 
those things which make for the 
health, the wealth, and the happiness 
of all the people. 


kad +» 
Turirvr THroucH CoOÖPEBRATIVE 
CEEDIT [NSTITUTIONS 


The four primary needs of mankind 
are food, fuel, clothing and shelter. 
The masses of humanity born into the 
world must earn these things by their 
own labor. With growth in popula- 
tion and civilization, a house, which 
provides shelter, becomes costly and 
the average worker would be unable 
to occupy a home which he could call 
his own if some method of coöperation 
did not exist which enables him to 
buy a place and pay for it out of his 
savings. Such a system, however, has 
been devised and is called “codpera- 
tive credit.” 

‘The institutions primarily supply- 
ing this form of credit are known as 
Building and Loan Associations. 
These are mentioned first because 
they have been in existence longer 
than those institutions which pro- 
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vide credit facilities for rural workers. 
In either case the need of credit and 
credit’ institutions is based on the 
same fundamental principle, namely, 
the mutual aid furnished through co- 
operative effort as a means of self- 
help to every individual member of 
the organization. 

In view of the financial and eco- 
nomic problems now confronting our 
country, probably no theme is more 
timely than that of pointing out how 
coöperative credit institutions en- 
courage thrift among all classes of 
people in the United States. 


Building and Loan Associations! 


In some respects the building and 
loan associations are the greatest 
codperative financial system in the 
world. They began in 1831, and from 
that time to the present they have 
had a steady growth through private 
enterprise and mutual self-help. As 
generally understood a building and 
loan association is an incorporated 
institution with a capital which may 
be increased or decreased by the 
issue or cancellation of shares, or by 
payment or withdrawal of payment 
on shares. The original source of this 
capital is the savings of members, and 
the purpose is to make loans to mem- 
bers for building or acquiring homes. 
The owning of homes being an en- 
couragement to thrift, building and 
loan associations are exempt from 
taxation on the ground that their 
purpose is considered a benevolent 
one and that it promotes the welfare 
of communities in which they are 
located. 


1 For more detailed accounts see Senate Doc. 
396, 64th Cong., Ist Sess., pp. 24-32; Secretary’s 
Annual Report, United States League of Local 
Building and Loan Associations (Cincinnati) for 
1918. 
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In accordance with coöperative 
principles, these associations are ad- 
ministered by their member at a 
mere nominal cost. They have a 
limited territory, the membership is 
not large, and the subscribers to 
shares are mostly people of only 
moderate means. In carrying out the 
principles of building and loan asso- 
ciations the aim is to encourage co- 
operation in local community life. 
For this reason each association 
should be self-sustaining and with a 
membership only large enough for 
all to attend meetings regularly and 
watch over its affairs. 

Funds are provided by accepting 
the savings of members and investors. 
Each association issues and sells 
shares which are mainly of two kinds 
—installment shares and investment 
shares. 

On installment shares the subscriber 
makes his payments at stated inter- 
vals. These are the ones in general 
use for loan transactions. A bor- 
rower subscribes for shares in an 
amount equal to his loan, a first mort- 
gage is given on the property on 
which the loan is made, and the 
shares are pledged to the association 
as additional security for the loan. 
Payments made by members are 
applied on a share until paid off, and 
each share is credited with its por- 
tion of the profits. Borrowers in 
reality, therefore, receive interest to a 
_ limited extent on their own debts, a 
result attributed entirely to the prin- 
ciple of codperative credit. At ma- 
turity a borrower’s shares are can- 
celed,—that is, when his payments 
equal his debts; and his mortgage is 
canceled with his pledged shares. 
The latter can at no time be with- 
drawn during the period of the loan. 
“The installment share was origi- 
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nally the only kind issued and created 
an obligation to keep up regular pay- 
ments until maturity. In effect, 
therefore, it requires self-imposed 
compulsory thrift or saving which 
inculeates the habits cf frugality 
and economy on the part of bor- 
rowers. In this day of extravagance, 
waste and high living, the habits 
inculcated through building and loan 
associations are worthy of being given 
broad publicity in the interests of our 
national welfare. 

On investment shares the sub- 
scriber may make one payment in 
full or he may make several partial 
payments at stated periods to suit 
his convenience, and he may sub- 
scribe for as few or as many shares as 
he pleases. At maturity the shares 
are canceled, and in the case of a non- 
borrowing member the face value of 
his shares is paid to him in cash. 
Pledged shares by borrowers cannot 
be withdrawn until the loan has been 
paid, but the credits on investment 
or “free” shares may be withdrawn 
ordinarily on sixty days’ notice. 

Since the only credit instruments 
of a pure form of building and loan 
association are its shares, loans can 
only be made as fast as savings accu- 
mulate. This difficulty is inherent 
in the codperative method of pro- 
viding credit, but it is well under- 
stood by the members who realize 
that it cannot be changed without 
destroying the codperative feature. 
As a matter of fact very serious con- 
sequences have more than once fol- 
lowed when building and loan asso- 
ciations deviated from the straight 
and narrow path of codperative credit. 
The most dangerous departure from 
these principles was the right ac- 
corded in some states to use the credit 
as well as the cash of members for 
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CREDIT INSTITUTIONS IN THE UNITED STATES 


the issue of bonds or other debt 
obligations. In the last quarter of 
the nineteenth century there were 
many failures of these associations 
due largely to the fact that the laws 
did not always require adequate 
supervision, that large associations 
were formed by persons who had no 
correct knowledge of the limitations 
of coöperation, and that the average 
officials were unfamiliar with intri- 
cate financial methods. 

Evidently, then, a building and 
loan association when it conforms to 
its original concept, is distinctively 
a thrift society, whether considered 
from the standpoint of the borrower 
or the investor. The compulsory 
periodical saving which it requires of 
members gives it the character of a 
thrift institution to a greater extent 
than is possessed by a mutual savings 
bank or similar institution, and the 
safeguards thrown around the invest- 
ment ofits funds make it one of the 
sanest and safest institutions for 
home building by persons of moderate 
income. Its methods are strictly 
cooperative, the only creditors are 
its own members, and it is managed 
and financed exclusively by them. 

That building and loan associations 
have encouraged thrift, both before 
and during the World War, may be 
shown by the following figures: There 
were in the United States in 1914 no 
less than 6,429 associations having 


a membership of 2,836,433 and a. 


share capital of $1,248,479,139. This 
means that there was one member for 
every 13.45 persons engaged in gain- 
ful occupations, for every 7.14 census 
families, or for every 2.55 urban dwell- 
ings. Financially considered, it means, 
$1.00 of assets for every $13.91 of in- 
dividual deposits in all banks in the 
United States. That the World War 
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did not diminish thrift but rather 
encouraged it may be shown by the 
following figures for December 31, 
1918, as compared with those for 
1914: Number of associations 7,484; 
membership 4,011,401;.and assets 
aggregating $1,898,344,346. Well may 
it be said of this kind of codpera- 
tive credit institution: “By their 
fruits ye shall know them.” 


A Proposed Federal Home Building 
Plan? 


The well-recognized merits of build- 
ing and loan associations have led to 
a proposal to establish a federal sys- 
tem. On July 15, 1919, Senator W. 
M. Calder, of New York, introduced 
“a bill among the objects of which 
are to encourage home ownership and 
to stimulate the buying and building 
of homes”; and “to create a standard 
form of investment based on building- 
association mortgages.” 

This bill was referred to the Senate 
Committee on Banking and Cur- 
rency, but no report had been made 
thereon up to October 20. I shall 
content myself, therefore, with pre- 
senting the merest outline of this 
proposed plan for encouraging home 
building, because of the changes 
which are likely to occur when a 
measure of this kind passes through 
the troubled waters of legislative 
criticism. 

In its general outlines this bill 
follows closely the provisions of the 
Federal Farm Loan Act, the codpera- 
tive feature of which is described 
later in this paper. It provides for 
dividing the continental United States 
into eleven federal building loan bank 
districts and the establishment of a 
bank in each district which shall 
make loans to “building associations” 


2 Senate Bill 2492, 66th Cong., Ist Session. 
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for the purpose of encouraging home 
building by wage-earners and others. 
The term “building association?’ how- 
ever, is defined broadly to include 
“all duly incorporated domestie 
building and loan associations, savings 
and loan associations, coöperative 
banks, homestead aid, or other kin- 
dred incorporated associations or- 
ganized and conducted exclusively 
for the mutual benefit of their mem- 
bers and doing -what is generally 
known as a coöperative building and 
loan association business,” and which 
are under state supervision. 

The establishment of a federal 
building loan bank is provided for in 
the following manner: Whenever ten 
or more building associations located 
within a district, with aggregate as- 
sets of not less than $5,000,000, shall 
associate themselves together for the 
purpose for which they are organized, 
they may establish a federal building 
loan bankin their district with a paid- 
in capital of not less than $100,000 in 
shares of $1,000 each. This capital 
may be loaned to building associa- 
tions on first mortgages on dwelling 
houses, no other security being ac- 
ceptable, said mortgages being de- 
posited with a registrar as security 
for an issue of bonds in equal 
amount. 

Bonds may be issued up to twenty 
times the capital of a federal building 
loan bank and funds may be advanced 
to any member association up to 
twenty times the amount of the capi- 
tal stock owned by such member. 
The rate of interest on bonds, which 
are tax-exempt, cannot exceed 43 
per cent, and the compensation to the 
bank for services may not exceed 4 
per cent. The interest rate on funds 
advanced to the associations, there- 


‘institutions 
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fore, cannot exceed 5 per cent. After 
paying expenses and providing for a 
reserve account, the banks may de- 
clare dividends to shareholders of the 
whole or part of its net earnings and 
carried as undivided profits. 

Here, then, we have a plan for the 
coöperation of codperatives in which 
building and loan associations within 
a given district may pool their credit 
for mutual benefit. The scheme is 
largely patterned after the Land 
Bank of the state of New York, which, 
however, has made little or no progress 
since 1914. Many objections have 
been raised against the New York 
plan of financing the savings and loan 
associations of that state; and whether 
or not these difficulties could be over- 
come if a similar institution were 
established under federal fostering 
and supervision is problematical. In- 
asmuch as the federal plan for estab- 
lishing codperative credit institutions - 
is In an embryonic condition, the prob- 
lems connected therewith may be 
left for solution should that time ever 
come. 


Credit Unions—Urban and Rural 


Turning from the strictly urban 
aspect of codperative credit, as repre- 
sented by building and loan associa- 
tions, let us now consider types of 
institutions which, beginning as 
urban, have become semi-rural or 
strictly rural iff character. These 
are* called “people’s 
banks” in Canada and “credit 
unions” in the United States.’ 

While the people’s banks were orig- 
inally organized in Canada to lend 
small sums to members on personal 

3 For a more detailed account of these coöp- 


erative credit institutions, see Morman’s The 
Principles of Rural Credits, pp. 263-275. 
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security in the towns and cities of 
Quebec, the percentage of their mem- 
bership is now so overwhelmingly 
composed of farmers,—90 per cent 
being farmers and 10 per cent wage- 
earners,—ihat the name could well 
be changed to “rural banks.” In 
passing over into the United States, 
the modification brought about in 
their character led to the adoption of 
the name of credit unions, the aim of 
which was to make short-time loans 
tò members on chattels. That both 
types of credit institution were in- 
tended to promote thrift may be 
shown by a brief account of their 
origin and development. 

' The people’s banks in Canada owe 
their origin and success to the un- 
tiring energy of Alphonse Desjardins. 
The first bank was established at 
Levis, Quebec, beginning operations 
in January, 1901. From Quebec 
these banks spread to Ontario and 
have even made their way into some 
of the New England states. 

The capital of each bank is raised 
by selling shares at $5 each and by 
receiving deposits, on which savings- 
bank interest rates are paid. Stock- 
holders are free from liability—a 
departure from the European system. 
Deposits can be withdrawn at will, 
or by giving thirty days’ notice at the 
utmost. Shares of stock may be paid 
for by small installments. Every 
applicant for membership has to be 
approved by a council of adminis- 
tration, the by-laws requiring that 
the applicant must be honest, punc- 
tual in his payments, sober, of good 
habits, and industrious. Each bank is 
carried on by three committees. The 
council of administration controls the 
admission to membership, supervises 
the transfer or withdrawal of stock, 
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selects the manager who alone draws 
a salary, and overlooks the manage- 
ment df the business. The credit com- 
mittee determines the amount of 
credit each member can receive and 
passes on all applications for loans. 
The council of supervision audits the 
accounts and has general supervision 
over the bank. A reserve fund is 
built up by means of 20 per cent of 
each year’s profits and a membership 
fee of 10 cents; and the reserve fund 
is protected by a providence fund, 
raised by taking 10 per cent of the 
annual profits, which is designed to 
meet any calls that threaten the 
bank’s stability. Loans usually run 
between ‘$10 and $150, although 
larger loans are sometimes made, the 
rate of interest being about 6 per 
cent. These institutions do business 
within a limited area where everyone 
is known to all the shareholders, and 
where every shareholder is interested 
in the repayment of loans. 

These are the general principles 
which regulate the activities of the 
codperative personal credit institu- 
tions in Canada and the United 
States. They have been eminently 
successful in the Dominion where 
more than 150 have been organized 
since 1906 with more than 66,000 
members; and, notwithstanding they 
are small institutions making small 
loans, the business transacted amounts 
to nearly $9,000,000 a year. As a 
means of encouraging thrift among 
small farmers and poorer-paid classes 
of wage-earners, the Desjardins’ type 
of semi-rural codperative bank, in 
which farmer and wage-earner can 
unite their savings to lend to- others 
of their own class, affords a good op- 
portunity for supplying cheap money 
for short-time loans on personal or 
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chattel security. But their success 
has undoubtedly been due to the real 
codperative spirit existing among the 
members.’ 

Turning from Canada to the United 
States we find that credit unions have 
been organized as separate institu- 
tions in both city and country. In 
the states of Massachusetts and New 
York a considerable number have 
been organized in various cities among 
the working-classes, Massachusetts 
alone reporting 50 urban credit unions 
in 1916. 

Rural Credit Unions.—During the 
past few years, however, more atten- 
tion has been given to organizing 
credit unions among farmers, these 
rural credit unions now serving as 
supplemental institutions to the fed- 
eral farm loan system which provides 
farm mortgage loans only, the coöper- 
ative feature of which is outlined and 
discussed in the following section. 
The original plan of rural credits 
legislation in the United States in- 
cluded both short-time (personal) 
and long-time (mortgage) credit, but 
no legislation on personal rural credit 
has ever been seriously considered 
in Congress. To a very limited ex- 
tent,. therefore, the organization of 
credit unions among farmers has oc- 
cupied this neglected field of personal 
or short-time credit. The following 
are the principal data on rural credit 
unions as reported in 1916: 


4 In a letter to the writer under date of October 
11, 1919, Mr. Desjardins says: “With reference 
to the development of thrift as one of the effects 
of the World War, I can assure you that the 
movement has greatly increased, so much so 
that since 1916 the total amount deposited in 
our credit unions has more than doubled, al- 
though the number of credit unions has not 
materially increased during that time.” 
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Number Me Out- 
State of Ders standing 
unions cans 
Massachusetts. .. I 44} $1,585.00 
Connecticut. .... 5 127 7,365.25 
New York... ... 8 261 | 10,700.45 
New Jersey..... 5 132 6,984.80 
North Carolina. . 9 322 4,931.20 
$31,266.70 


The security given by members for 
loans in rural credit unions is either 
chattel mortgage or endorsement, and 
the prevailing rate of interest is 6 per 
cent. In the latter case a farmer in 
order to borrow money must know two | 
or three neighbors who are willing to 
sign a note with him. But both the 
borrower and his indorsers must be 
known to the credit committee of the 
union or a loan will not be granted. 
Through living close together they 
learn the habits of thrift, industry 
and honesty of borrower and indorsers. 

The greatest number of rural credit 
unions have been organized in North 
Carolina, the State Department of 
Agriculture supervising the ‘work. 
The credit unions among farmers in 
the other states mentioned above have 
all been organized with the aid of 
the Jewish Agricultural and Industrial 
Aid Society. 

The effect of the war on the devel- 
opment of rural credit unions has not 
resulted in increasing their number 
except in North Carolina, where the 
state has taken an active interest in 
the organization and success of these 
institutions. This is not to be inter- 
preted, however, to mean that the 
war has been detrimental to the en- 
couragement of thrift among farmers. 
It is more than likely that the in- 
creased prosperity during the past 
three years has enabled those farmers 
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who were formerly members of credit 
unions to pay off their loans and 


thereby were automatically released ' 


from membership. This is likely to be 
the reason for the status of credit 
unions among farmers August 31, 
1919, as reported by the United States 
Department of Agriculture, which is 
summarized as follows: 

According to the latest report of the Jewish 
Agricultural and Industrial Aid Society, 
several of the rural credit unions in New York 
have been obliged to wind up their affairs. 
In place of the eight credit unions among 
farmers reported in 1916, only threé now exist 
in that state, and no mention is made regard- 
ing the present status of the credit unions 
among Jewish farmers in the states of Con- 
necticut and Massachusetts. On the other 
hand the report from the superintendent of 
rural credit unions in North Carolina shows 
that they then numbered 28, with a total mem- 
bership of 980, and with outstanding loans 
aggregating $38,164. This would seem to 
indicate that North Carolina is the only state 
where any considerable progress has been 
made in the development of credit unions 
among farmers. 


Summing up the situation as to 
both kinds of credit unions, they are 
known to be excellent local savings 
banks, stimulating thrift, bringing 
out hoarded money, and conferring on 
local communities the benefits of 
properly and safely invested money. 
However small a village or a farming 
community may be, it can organize a 
credit union, give to its inhabitants 
the benefits of banking, and extend the 
practice of thrift to every home in the 
locality. Such a credit union bor- 
rows from its members by accepting 
savings deposits and lends to other 
members for. productive purposes. 
The fundamental principle is that 
thrift precedes savings and credit. 
The general tendency of these simple 
institutions is to develop individual 
capacity for a higher personal and 
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public life. There is every reason, 
therefore, for encouraging the or- 
ganization of credit unions in every 
well-defined community in the United 
States. 


Federal Coéperative Farm Mortgage 
Credit 


The last type of credit institution 
of a codperative character to be de- 
scribed forms a very important feature 
of the federal farm loan system. This 
new method of making farm mortgage 
loans includes both individualist and 
coéperative features. Both have ma- 
terially aided in improving farm mort- 
gage credit conditions and have a 
very important relation. to our na- 
tional welfare. In conformity to my 
topic, however, I shall confine myself 
more particularly to presenting facts 
and figures on codperative farm 
mortgage credit. 

The Federal Farm Loan Act went 
into effect on July 17, 1916, the day 
it was signed by President Wilson. 
The primary object of the law was 
to provide capital for agricultural 
development, the money to be loaned 
to farmers for productive purposes at 
a low rate of interest. Only first 
mortgage loans could be made on 
farms or farm lands, and two kinds of 
land banks were authorized to make 
these loans. One kind is known as 
Federal Land Banks, which make loans 
to farmers through “agents”? or 
through national farm loan associa- 
tions, a codperative organization; the 
other is known as Joint Stock Land 
Banks which are operated by private 
capital for lending money to indi- 
vidual farmers. 

ë For an extended discussion of the relation of 
rural credits to national welfare, see Chapters 


XI-XITI, inclusive, of the author’s recent work, 
on The Place of Agriculture in Reconstruction. 
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Twelve Federal Land Banks were 
organized largely by government capi- 
tal, the amount subscribed by the gov- 


ernment being $8,891,270 out of the, 


minimum of $9,000,000 authorized. 
The balance of the capital was sub- 
scribed by private individuals. The 
aid furnished by the government in 
establishing this codperative system 
consists in supplying the capital 
without interest. This capital, how- 
ever, is to be repaid and part of it has 
already been paid back by the Fed- 
eral Land Banks. 

National farm loan associations 
may be organized in any locality with 
not less than ten members whose sub- 
scriptions for loans cannot be less 
than $20,000. Loans are made at 54 
per cent interest, range from $100 to 
$10,000, and on the amortization 
plan of repayment. The associations 
are chartered by the Federal Farm 
Loan Board. 

The primary codperative feature is 
community organization for borrowing 
on land security, but there is not un- 
limited land liability. Individual 
mortgages are given for the payments 
on which each borrower alone is 
responsible. The codperative lia- 
bility lies in the subscription to stock 
in the association equaling 5 per cent 
of each loan which, however, becomes 
an investment and receives dividends 
from the Federal Land Banks. The 
money subscribed for stock in the 
association by the borrowers is re- 
subscribed by the association in stock 
of the Federal Land Bank, the stock 
being held by the bank as additional 
security for the loans made through 
the associations. On September 30, 
1919, the capital of the twelve Federal 
Land Banks aggregated $21,387,689, 
of which amount $13,032,860 was 
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owned by the national farm loan 
associations. 

The first loans : were made on 
March 27, 1917, so that on Septem- 
ber 30, 1919, the system had been in 
active operation practically two and 
one half years. The rapid growth of 
this codperative plan of farm mort- 
gage credit may be realized by a study 
of the following table which gives by 
states the number of associations 
chartered, number of loans granted, 
and the total amount of loans: 

The codperative feature of the 
federal farm loan system was orig-. 
inally designed not only to aid 
farmers to procure better credit 
facilities, but to encourage thrift 
among all classes of the rural popula- 
tion by furnishing a savings-bank 
institution in the form of a national 
farm loan association. ‘This feature, 
if carried out and developed, might 
well serve as a nucleus for the organi- 
gation. of a rural credit union for 
making short-time personal loans to 
farmers. I present this as a new sug- 
gestion in connection with the thrift 
campaign and which may serve a 
very useful purpose in our rural social 
economy. 

Under the law national farm loan 
associations may receive savings de- 
posits from both members and non- 
members for the purchase of farm 
loan bonds. Anyone who may have a 
few dollars saved may start a savings 
account with an association for this 
purpose. A certificate is granted 
which states the amount of money so 
deposited, and the savings may bear 
interest for one year as high as 4 per 
cent. These deposits are sent to the 
Federal Land Bank of the district for 
investment in bondsor first mortgages. 


€ See Federal Farm Loan Act, Sec. 11, subd. 4. 
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NUMBER or NATIONAL Farm Loan AssocraTions CHARTERED, TOGETHER WITH THE NUMBER AND 
Tora Amount or Loans Mape xn Eacan STATE FROM THE ORGANIZATION oF THE FEDERAL 


Farm Loan SYSTEM TO SEPTEMBER 30, 1919 


Total 
amount 
loaned 


6 
Number of 
national Number 
District and State farm loan of loans 
associations made 
chartered 
District No. 1: 
ETa. AA E E SEE EE E E 16 511 
New Ham panires.c<4s-05 Sete ieee eas aoa 6 147 
PA TMOG eck hich wert acta nas Aoi cae Y 11 306 
Massachusetts.. ..., ore 0... ceca anrr veces 17 591 
Rhode Island. ........... ccc ccce uve nenn 2 50 
Connecti eUt eae TEN AAEN 15 390 
New York: oera ed a 55 r a eke aa 42 1,351 
New Jersey cos ineur uina aeiae tee hens 17 240 
District No. 2: 
Pennsylvania. 22542055564 eosteseeudovseees 45 864 
Witla oe Lad EEEE sad ewes 5 2,392 
West Virginia... . 0.00... cece ee eee Q4, 627 
Maryland © ogc eeu doe ped ad oe ewe 14 204 
TGA WE PG oo coes tia g iea a Be Morte enue wai 1 12 
District No. 3: 
North Carolina......... 0.0... ceeeeceeeee 128 2,610 
South Carolina.. ... 0.00000. e cece eee eee 100 1,631 
GCOPRIA, 64453 Su exes i adawew ou was 65 945 
BlOCG yg so -52 Pts oek th betas bake ne BEE 68 1,371 
District No. 4: 
Tennessee... . cece ce cee cere eee ee neces 112 1,966 
Kontuek «Sie tw- ive Pa-pueesaing aa ESA 81 1,378 
TPMT to's 86555 i ios oi ews ncaa anak S ae AE s 90 2,361 
ID gitar Vises als ke teen ee oe ieee A 85 527 
District No. 5 
Ala Dames eeraa eee ane Gee es 107 3,413 
MGUISIN oi eo Oo iowa cu vanes nae Minna kad 68 2,589 
Wississippld 344d he eee e ra echo 141 6,493 
District No. 6: 
PONS. eraen aaa ds, 4k Mokena aa A 112 L711 
DELET athe o vale de tal ee een E EE E cele Pak 134 2,609 
Arkansas soo oe Sse oe bea ees Saeed 137 - 4,757 
District No. 7: 
North Dakota- cvs cci624 Eeen see based a a 169 5,119 
Minnesotas io orice db denen AEE RET 144 3,117 
Wisconsin... e ssrnocsnenicsnrovseveissosi 86 1,797 
Mehana terrieri aE eenaa SE 117 2,699 
District No. 8: 
E EE E E oa EE a Ree ee 134 2,475 
INGDIASIN o eroana a 69. oo aw Oa eae ee ees 125 2,514 
South Dakota 6 e505 plas uh aleaaa ed 79 1,615 
Wy POME rs naen E Ea sane vena eens wees 22 443 
District No. 9 
ANSAS. oreuon a e ee a ee eB a A 129 3,082 
Oklahoma 119 2,587 
Colorado 180 2,395 
New Mexico... .. 0... cc cece cee cece easees 81 1,869 
District No. 10: 
Melas ccc oo mega s Bh aerate ee eee eee 320 10,212 
District No. IL: 
CalORM 1 ais.00°2, 8 ised ares des de te E les 113 2,869 
hs arc cia" Ni peptic habe ate dem ba uke a hese idee ean he 59 1,407 
IN GVA Ss eos oo ccha wyiy ya bance EAEE ee 8 88 
e CULASI ET: TORE E E E NO ae 9 232 
District No. 12 
CAL (eee ea a oe N ER 75 2,412 
Montinaro carinae aera a eens ets: 132 4,058 
lAa a ATI E Maire ees a EEA E E T 91 3,018 
WOSMINCLON 5 saadaan Ei co EAS 153. 4,408 
Toa Sackiety weed dae Sa eGo eee eeR 3,953 100,412 


$ 1,062,550 
312,900 
785,500 

1,488,605 
118,400 
1,201,600 
4,142,740 
801,250 


2,262,900 
6,341,850 
1,137,650 
634,700 
24,500 


4,635,550 
4,387,090 
2,454,285 
2,414,120 


4,881,500 
3,458,700 
7,913,300 
1,706,400 


5,752,445 
4,180,490 
8,259,570 


6,622,835 
7,006,900 
7,266,205 


15,339,300 
9,318,200 
4,093,400 
4,855,000 


17,410,250 
10,506,990 
6,500,950 
972,100 


10,771,500 
5,099,100 
4,591,000 
2,850,200 


28,666,561 


9,315,500 
3,973,800 
172,600 
603,500 


6,789,295 
9,949,640 
8,715,180 
9,426,745 


$261,175,346 
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The object of restricting the savings- 
bank interest to one year is to en- 
courage the exchange of certificates 
into farm loan bonds. 

Under a recent amendment to the 
Farm Loan Act which has passed the 
House of Representatives bonds for 
small investors are issued at $20, 
$40 and $100; for large investors at 
$500, $1,000, or larger denominations. 
When the money deposited with an 
association is sent to the Land Bank, 
it is invested for the benefit of the 
holder of the association certificate in 
first mortgages on farms, and such 
holder may receive farm loan bonds in 
exchange for association certificates 
whenever presented in an amount 
sufficient to buy abond. These bonds 
make a safe investment for small sav- 
ings as they draw interest at 49 per 
cent. 

Under the conservative plan of 
land appraisal and granting of a loan 
up to 50 per cent of the value of the 
land for agricultural productive pur- 
poses,——as well as the careful govern- 
ment supervision over loans, the 
associations, and the Land Banks,— 
no better security exists in, the world 
than farm loan bonds. And this will 
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hold true no matter if the present tax- 
exempt feature which now exists un- 
der the law should be removed from 
these bonds as has been proposed. 
Consequently, depositors, borrow- 
ers and investors all benefit under 
this system. This particular feature 
of farm loan associations receiving 
deposits, notwithstanding the fact 
that it has not yet developed tc any 
extent, could be made to serve a very 
useful purpose by encouraging thrift 
among all classes of our rural pooula- 
tion and by developing a more general 
spirit of codperation which could ex- 
press itself in the form of rural credit 
unions organized in every county 
throughout the length and breadth 
of our land. 

Even as it is today, with its farm 
mortgage codperative feature pre- 
dominant, the results of the federal 


‘farm loan system have been per- 


fectly wonderful in encouraging agri- 
culture, promoting thrift, and extend- 
ing credit. It stands as the greatest 
cooperative farm mortgage credit sys- 
tem in existence—a monument ‘of 
lasting merit to the great industry of 
agriculture in our own country, the 
greatest credit nation in the world. 


Life Insurance in Its Relation to Thrift 
By S5. 5. HUEBNER 


Professor of Insurance, University of Pennsylvania 


Tuas Purross or Lire INSURANCE 


HE fundamental purpose of life. 
insurance is the capitalization of 

the value of a human life, and through 
this means the protection of depend- 
ents or business interests against the 
loss of the value of that life through 
premature death! But while this is 
its primary object, life insurance also 
accomplishes d. very important sec- 
ondary purpose, viz., the promotion 
and protection of thrift. No other 
business institution bears so many 
important relations to saving. At least 
four of these relationships deserve 
special mention, and as regards most of 
them life insurance is unique in its 


1 Emphasis should be placed upon the value 
of human life as contrasted with the value of 
mere property. The productive lives in any 
community constitute by far its greatest eco- 
nomic value. It is the purpose of life insurance 
to capitalize this value for the benefit of the 
insured’s family or business. For years we have 
developed a science, “corporation finance,” 
which deals with the capitalization of lands, 
buildings, equipment, and good will. But it is 
only in recent years that our thoughts have 
turned to the incorporation of human life values, 
and life insurance furnishes the only known 
method of capitalizing the producing value of a 
life. The analogy between life insurance and 
corporation finance is complete. Life insurance 
is corporation finance applied to human values. 
From the moment the policy is issued an estate 
has been created. A life insurance policy is a 
callable sinking fund bond issued upon the life of 
the policy holder. It will be paid if Providence 
calls the policy holder. In case there should not 
be a call, the bond will also be paid through the 
accumulation of its sinking fund provision, or 
the reserve as it is commonly called. Live or 
die, payment of the bond is a certainty. The 
value of the earning capacity of the life has been 
capitalized, and should premature death destroy 


service and unapproached by any 
competitor. 


l. Lore [INSURANCE PROTECTS THE 
SAVING PERIOD 


A common objection against life 
insurance may be stated as follows: 
“I do not believe in life insurance, I 
believe in saving, and I can make and 
save more in other ways.” The an- 
swer to this objection is that life insur- 
ance alone makes saving feasible for 
the great majority of people. If possi- 
ble, both insurance and saving in other 
ways should be practiced. But to 
start on a plan of saving (outside of life 
insurance), where a dependent family 
exists, without hedging against the 


this value the proceeds of the life insurance 
policy will act as a substitute to continue, in a 
measure at least, the former earning capacity of 
the deceased. i 

The protective feature of life insurance, and 
for that matter of all forms of insurance, has 
received too little emphasis from economists. 
Their efforts have been confined mainly to a dis- 
cussion of the problems connected with produc- 
tion, distribution and consumption, and a 
review of leading text-books on economics 
indicates the authors’ difficulty in assigning 
insurance to some one of the standard divisions 
of the science. Often the subject is treated 
merely in an appended chapter. Insurance 
cannot logically be placed in any of the afore- 
mentioned categories. It partakes somewhat 
of all, it is true, but its real place is in a separate 
division of economic science, viz., the elimina- 
tion of risk. The real function of all insurance is 
the elimination of risk in our economic activities. 
It is to be hoped that our text-books on eco- 
nomics will soon assign to insurance the separate 
division that its distinct function in our economie 
life so well warrants. Elimination of risk, as 
here suggested, contemplates not only the many 
commercial forms of personal and property 
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uncertainty of having the saving 
period cut short by an untimely death, 
is for the overwhelming majority of 
people an act of wanton foolishness 
and gambling. l 

' Jt is easy to make'a resolution to 
save $10,000 in 20 years by ways 
other than life insurance. But let us 
not forget that we are only human 
beings and that the fulfillment of a 
resolution is on the average a very 
doubtful product of a somewhat frail 
and exaggerated mentality. Assum- 
ing the sincerity of the resolution, there 
are three great obstacles that should 
always be borne in mind. In the first 
place, what right has a man with de- 
pendents to say, “I will save $10,000 
in 20 years,” when he does not know 
that that number of years—yes, even 
one year—will be given to him. The 
mortality table shows that out of 
£85,441 persons 30 years of age, 720 will 
be cut short in their effort to save the 
above $10,000, in the first year of the 
trial; and in all 15,637 will fail to 
accomplish their purpose in the set 
time of 20 years through premature 
death. . 

But death is not the only factor that 
may defeat the carrying out of a reso- 
lution to save. Let us not forget that 
a resolution to save, even eliminating 
the chance of premature death, is con- 
fronted by two other great dangers: 
(1) lack of will power to continue the 
plan (the resolution being more often 
ended in this way than by death) and 
(2) failure to keep intact what may 
have been saved, owing to bad invest- 
ment, speculation, or tempting expend- 


insurance, but also the numerous other economic 
devices which accomplish the same economic 
function, such as “continuous organized mar- 
kets,” “hedging” in our produce and security 
markets, “options,” “future contracts,” “short 
selling,” “stop loss orders,” etc. 
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itures. Let us not forget that only 
about one adult in ten manages to 
accumulate a fairly decent compe- 
tency, and that one half of the limited 
number who succeed in doing so again 
lose the same before death. 

The three pitfalls just mentioned 
may be easily avoided through the use 
of life insurance which assures an 
estate—live or die—equal to the full 
face value of the $10,000 promise, as 
soon as the first premium is paid. In 
other words life insurance insures the 
resolution to save the $10,000 in 20 
years. An illustration of a 20-year 
$10,000 endowment policy will serve 
to make this clear. Such a policy 
promises $10,000 at any time in the 
event of death during the 20-year 
period, and also the payment of the 
same sum at the end of the 20-year 
period in the event of survival, i.e., 
$10,000 is promised, live or die. An 
analysis of this contract showsethat it 
is composed of two distinct portions, 
each supplementing the other. One 
portion represents a savings bank 
accumulation which is available at any 
time (after the second or third pre- 
mium is paid) to the insured through 
surrender of the policy or at the 
maturity of the contract. But this 
savings feature is supplemented by 
term insurance (the other portion) 
which is, however, not a level term 
insurance of $10,000 at any time, but 
an imsurance of an amount, which 
added to the investment accumulated 
in the savings fund at the time of 
death will make the amount of the 
policy payable equal $10,000. The 
term Insurance portion of the contract 
is for a decreasing amount, being 
nearly equal to the full face value of 
the policy at the start, and gradually 
decreasing throughout the term of the 
contract. Thus, if at a particular time 
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the savings ‘portion of the endowment 

policy has accumulated to $1,000, the 
' insured will be protected by $9,000 
of term insurance. In the event of 
death, the insurance company will 
pay the saying accumulation of $1,000 
plus the term insurance of $9,000, or 
a total of $10,000. In other words 
the insurance company agrees always 
to make good the difference between 
the amount actually saved (in this 
case $1,000) and the originally pro- 
posed estate which the insured was 
not given time to save (in this case 
$10,000), or $9,000. Had the insured 
relied upon other methods of saving, 
he would have left a pittance of $1,000, 
a sum totally out of accord with duty 


and good citizenship where a depend- 


ent family is at stake. When the 
accumulation under our policy reaches 
$5,000 there will be term insurance for 
only $5,000. Finally, at the end of the 
20-yeare period, the savings fund will 
have grown to the full face value of 
the policy of $10,000, and the term 
insurance protection will have been 
reduced to zero. ‘The original resolu- 
tion having been fulfilled, the insurance 
protection necessary to protect the 
saving period is now no longer needed; 
and the insurance company will pay the 
full sum, or continue to hold the same 
in trust at the option of the insured. 
The premium for the policy may be 
divided into two distinct parts, one 
part for the savings or investment 
fund, and the other for the decreasing 
term insurance. It should here be 
noted that all life policies, other than 
mere term contracts, are endowment 
policies. The 20-year endowment 
policy, for example, accumulates a 
savings fund which will equal the face 
value of the policy at the end of 20 
years, the same then being paid to 
the insured. A whole life policy, on 
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the other hand, is also an endowment 
policy maturing at age 96, i.e., the 
savings fund in a whole life policy 
gradually accumulates to the full face 
value of the policy at the end of life, 
which is 96 according to the American 
experience table. At that time the 
policy will be paid although actual 
death may not have occurred. In a 
long term endowment policy, at any 
given age, the savings fund 1s so 
arranged as to accumulate gradually 
to the full face value of the policy at 
say, age 65, the age of retirement, or as 
it might more properly be called, the 
age at which economic death occurs. 

Protection of the saving period is 
the most important relationship of life 
insurance to saving. In our illustra- 
tion, life insurance was used for a two- 
fold purpose, viz., to save as well as to 
protect the saving period. But even 
where the saving is effected outside of 
life insurance it is highly essential to 
use some kind of a life insurance policy 
to protect the saving period, although 
it be only a pure term insurance policy. 
Every building and loan association 
account should be hedged; otherwise 
great distress may result in case an 
untimely death cuts short the saving 
account to a mere pittance. Every 
mortgage on a home or a small business 
should likewise be hedged with life 
insurance. Briefly stated the insur- 
ance proceeds, in the event of death, 
serve to complete the building and loan 
association account or the payment of 
the mortgage. Moreover where earn- 
ings are reinvested in a business enter- 
prise, especially during the early years 
of development, or where the business 
is of a speculative nature, such invest- 
ment should be protected against loss 
through the capitalization of the value 
of the life that constitutes the back- 
hone of the business venture. 
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The above illustration should make 
it clear that life insurance policies, 
other than ordinary term policies, con- 
tain an important savings feature. 
At the close of 1917 such savings held 
in trust for policy holders by 241 Amer- 
ican life insurance companies aggre- 
gated $6,000,000,000, and the gain in 
the savings for the year exceeded 
$400,000,000, or at the rate of $141,801 
for every working hour of the year 
(assuming an eight hour day), $2,364 
every working minute and $39 every 
working second. This showing has 
been greatly exceeded since 1917, al- 
though exact figures are not yet avail- 
able. 
ance is distancing all other savings 
institutions. The savings accumula- 
tions of the 241 regular life insurance 
companies at the close of 1917 were 
three and one third times the combined 
assets of the 7,269 building and loan 
associations in the United States as 
reported to the annual meeting of the 
United States League of Local Building 
and Loan Associations. The gain in 
the savings of these insurance com- 
panies during 1917 amounted to nearly 
three times the total gain in assets for 
all the building and loan associations of 
the country. Moreover, the savings 
for policy holders held by these insur- 
ance companies exceeded the, total 
deposits of all the 1,807 savings banks 
of the country by $467,000,000. The 
gain in the savings of the companies 
during 1917 amounted to nearly one 
and one third times the total gain in 
the deposits of all the savings banks in 
the country. 

All these immense savings are earn- 
ing a very fair rate of interest consider- 
ing the safety of the investment. Past 
experience shows that life insurance 


As a matter of fact, life insur- — 
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companies have earned on the savings 
held for policy holders the largest 
interest return consistent with safety. 
During 1917 the interest earned on all 
the mean invested funds of the 38 
leading. companies was 4.94 per cent; 
while the average annual interest 
return for 20 years (1898-1917) was 
4.80 per cent. 

Not only is the rate of earnings very 
substantial, but, judging from the sol- 
vency record of insurance companies, 
the security of the savings held is 
the very best. Very rarely is there a 
failure of a life insurance company 
after it has once passed through the 
stage of initial development. Even 
in the case of newly formed companies, 
the insolvency record shows an incon- 
sequential loss of savings. This may 
be illustrated by the record for the 
decade 1905-14, a wholly abnormal 
period in life insurance history which 
was characterized, as probably never 
before, by a craze for forming new 
companies. During that decade 55 
companies suspended operations, but 
all died during infancy, the average 
age of these companies being four 
years. The combined insurance of all 
the failing companies was only $139,- 
500,000,? and of this all except $1,033,- 
000 was reinsured in other companies. 
In other words only one dollar out of 
every $140 of protection carried by 
the suspending companies was lost; 
but even here the policy holders had 
returned to them the full cash value 
(the savings) of their policies. The 


- reasons for such stability are not dif- 


ficult to comprehend. In the first 
place, life insurance “is based on 
nature’s law of mortality.” A sinking 
fund is accumulated in advance for all 

2 The combined insurance carried by all the 


regular companies exceeded $27,090,000,000 at 
the close of 1917, 
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future payments as per the require- 
ments of a conservative mortality 
table, and the acceptance of risks is 
based on a medical selection. More- 
over, no other business is so stringently 
regulated and supervised by the state. 
A drastic record of solvency is required 
by law, and investments, commissions, 
expenses, and important practices are 
dictated by statute. The investments 
of the companies are also so widely 
scattered as-to kind, class, and location 
that a possible loss in one investment 
is counter-balanced by a gain in other 
directions. 


3. LIFE Insurances Represents COM- 
PULSORY AND CONVENIENT SAVING 


The regular payment of the premium 
from year to year will soon be looked 
upon by the insured in much the same 
manner as he comes to regard interest 
upon a mortgage. Consequently, to 
secure tke necessary funds to pay the 
premium, his industry will be consider- 
ably enhanced, or his efforts to save 
the required premiums out of income 
will be increased. It is the common 
assertion of individuals who hold life 
insurance policies that they became 
the possessors of a considerable sum of 
money which, under other circum- 
stances, they would never have accu- 
mulated, or which, if they had done so, 
would have been lost or dissipated. 
Life insurance causes policy holders to 
stick more steadfastly to their resolu- 
tion to save than do other agencies for 
the inculcation of thrift. When once 
started, the desire to remain protected 
through insurance acts as a powerful 
spur to continue the savings feature. 
The regular payment of premiums soon 
strengthens the policy holder’s ability 
to save and soon moulds his thought in 
the right way. Not only is the saving 
habit developed through life insurance, 


187 


but the insured’s effort to acquire the 
where-with-all is also increased. When 
the necessity of insurance protection 
is once recognized, household and per- 
sonal expenses are soon adjusted to the 
necessity of paying the premiums. 
Saving under life insurance policies 
is also convenient, the method being 
admirably adapted to the placing of 
small sums to prompt and profitable 
use. The premiums may be paid in 
installments, if desired, and every dol- 
lar deposited with the company begins 
immediately to earn interest. It is 


: for this reason that life insurance has 


been called “compound interest in 
harness.” ‘The average investor can- 
not invest his small savings as regu- 
larly as can the insurance company. 
For the average person a life insurance 
policy represents the accumulation of 
small sums (which in all probability 
would not otherwise be accumulated) 
over a long period of years into a sub- 
stantial total. Stated in another way, 
life insurance bears the relationship to 
thrift that the, modern utilization of 
by-products (largely wasted in former 
years) bears to many of our leading 
manufacturing enterprises today. ‘The 
periodic driblets—the premiums—are 
not particularly missed by the insured. 
In fact they were earned—and other- 
wise would probably not have been— 
in anticipation of the due date of the 
premium; and had they been other- 
wise earned it may be doubted whether 
they would have been saved; and had 
they been saved it may be doubted 
whether they would have earned a 
fairer rate of interest elsewhere. The 
present savings held in trust for pol- 
icy holders by the regular companies 
ageregate some $6,000,000,000. It is 
doubtful whether one fifth of this huge 
sum’of capital would be in existence 
today if it had not been for the com- 
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pulsory and systematic influence upon 
saving exerted by the life insurance 
method. 


4. Lire Insurancn Prorects AGAINST 
THE HAZARD oF OUTLIVING ONE’s 
INCOME 


Assuming the efficiency of the pro- 
tective and compulsory savings fea- 
tures of lfe insurance, the thinking 
public is rapidly coming to recognize 
the desirability of conserving the 
principal of a life insurance policy 
against the modern tendencies of 
reckless expenditure or loss through 
speculation or unfortunate investment. 
To assure an income for life, it is now 
common to issue policies on the “in- 
come plan.” This means that the 
principal of the insurance, instead of 
being given to the beneficiary in a 
lump sum, will be paid in installments 
for a definite number of years, like 20 
years, irrespective of whether the 
beneficiary lives that long or not, and 
for as many years thereafter as the 
beneficiary may survive. In this way 
a definite income is assured as long as 
it may be needed by the beneficiary, 
1e., for life. The insurance company 
becomes the trustee of the principal 
of the policy. Judged by a mortality 
table the average life of beneficiaries, 
at any given age, is well known. 
‘Therefore, the beneficiary may be 
promised an annual or monthly income 
for life, and the amount promised will 
be derived from two sources, viz., (1) 
a portion of the principal itself, and 
(2) the interest earned on the balance 
of the principal remaining with the 
company after the payment of each 
installment. 

The same function is performed by 
annuities, which may be defined as 
contracts, whereby for a cash payment 
the insurance company agrees to pay 
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the annuitant a definite income for life. 
Their purpose is to protect against the 
hazard of outliving one’s income, and 
at the same time to increase the income 
to an extent which contemplates the 
gradual exhaustion of the principal 
itself. 

To illustrate the manner in which 
annuities permit the utilization of sav- 
ings for old-age support, let us assume 
that a man aged 65 possesses $15,000, 
and that this fund constitutes his sole 
means of support. If invested in the 
most careful manner, let us say in 
“gilt-edged bonds,” so as to avoid any 
danger of loss, the current rate of re- 
turn will not exceed 5 per cent, thus 
limiting the owner’s income to $750 a 
year. This amount may prove woe- 
fully inadequate for proper support, 
yet the owner, not knowing how long 
he may live, does not feel that he can 
afford to take a portion of his principal 
each year for living expensess because 
impairment of the principal means a 
corresponding reductijn in income. 
The danger confronting this man is 
just the opposite of that facing the 
man who wants insurance against 
death. The latter wants insurance be- 
cause he does not know how long he 
may live, while the former wants assur- 
ance that he will not outlive his income. 

The difficulty referred to can be 
remedied by investing the savings fund 
of $15,000 in a life annuity. By doing 
this a definite and much larger income, 
guaranteed for the whole of life, can be 
obtained. To quote the rates of a cer- 
tain company, the investment of the 
$15,000 in an annuity at age 65 will 
yield an annual income throughout 
life of $1,538.10, instead of $750 per 
annum, or 10} per cent as compared 
with the current rate of 5 per cent. 
As the age of the annuitant when 
purchasing the annuity increases, the 
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greater will be the return, amounting 
in this company to nearly 123 per cent 
at age 70 and to nearly 154 per cent at 
age 75. These large returns are possi- 
ble (1) because the death rate following 
ages 65, 70, and 75 is very high, and (2) 
because in accordance with the mean- 
ing of an annuity all payments will 
cease upon death and the unused por- 
tion of the purchase price of the annu- 
ity will redound to the benefit of those 
annuitants still living. The appar- 
ently large return is again made up of 
two portions, viz., (1) a part of the 
principal, and (2) interest earnings on 
any net balance held by the company. 

The advantageous use of annuities 
by many classes of people must be ap- 
parent. Even where a decent savings 
fund has been accumulated, it is usu- 
ally of such modest size that the enjoy- 
ment of the fruits of a life’s toil for the 
period of retirement from active life is 
spoiled by the economy that must be 
exercised to make ends meet, by the 
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limited character of the comforts that 
can be obtained with the fund avail- 
able in view of the high cost of living, 
if the principal is not to be touched, 
and by the prospect of losing the source 


-of the income itself through unfor- 


tunate investment. The prospect, 
amounting almost to a terror, of living 
too long, makes necessary the keeping 
of the entire principal intact to the 
very end, so that as a final wind-up, 
the savings of a lifetime, which the 
owner does not dare to enjoy, will pass 
as an inheritance to others. In view 
of these facts it is surprising that so 
few have undertaken to enjoy without 
fear the fruits of the limited com- 
petency they have succeeded in ac- 
cumulating. This can only be done 
through annuities. Why exist on 
$750 a year (assuming 5 per cent on 
$15,000) and then liwe in fear when 
$1,500 may be obtained at age 65 
through an annuity for all of life and 
minus all the fear? 


Promotion and Practice of Thrift in Foreign Countries 
By S. W. STRAUS 


President of American Society for Thrift 


UROPEAN thrift really began 

—4 with Daniel Defoe. His essays 
marked the first crystallization of pub- 
he thrift impulses. His plans for a 
Mutual Marine Insurance Society and 
his Essays on Projects constituted the 
first definite step toward organized 
public thrift. The genius of Defoe be- 
stowed its rich gifts upon the world 
during the latter part of the seven- 
teenth century, but so far ahead of his 
time was he that it was not until an- 
other hundred years that any definite 
thrift institutions began to take form. 
With the establishment of Europe’s 
first savings bank in Brunswick, Ger- 
many, in 1765, there began a steady 
application of the principles of thrift, 
which grew with constant substan- 
tiability as the processes of education 
developed. 

The havoc of war has greatly 
changed conditions among the masses 
of the people in Europe. There is a 
temporary absence of the former poise 
and steadfastness of the people. A 
wave of discontentment, together with 
a wave of thriftlessness, is sweeping 
England andthe Continent. Onehears 
stories of the growth of popular dis- 
cord and of unprecedented waste- 
fulness and debauchery in the capitals. 
The upheaval of war has left many 
strange impressions on the hearts 
of men, and it will only be through the 
return of the European masses to their 
former standards of thrift that the 
great political problems now confront- 
ing the nations across the sea will be 
solved. Belgium, long one of the most 
thrifty nations in the world, is begin- 


ning to settle down to her former basis. 
Her people have gone back to work. 
Production is being rapidly increased 
and the old time thrift is being 
reinstituted. 

While one must witness witk deep 
concern the throes of social and eco- 
nomic agony with which Europe now 
is suffering, it must be borne in mind 
that common sense, justice and right 
will prevail in the end, that the process 
of stabilization will be carried through 
to successful conclusion and that the 
thrift of the old days will again be- 
come generally practiced. 

It was only through thrift that the 
peoples of many of the countries of 
Europe were able to live and make 
progress before the war. With tre- 
mendous populations crowded and 
herded together on small areas of land, 
life itself would have been impossible 
had it not been for the frugal cultiva- 
tion of every square foot of soil and 
the conservation of every atom of 
resource. 


BEGINNING OF THRIFT In EUROPE 


In tracing the history of thrift in 
Europe, it has been found that, after 
the establishment of the first savings 
bank, a period of thirteen years elapsed 
before the second one was opened. 
This was in Hamburg, Germany, in 
1778. In Aldenburg, Germany, the | 
third savings bank was opened in 1786. 

France manifested her first accept- 
ance of thrift in 1790 when a savings 
bank was founded at Loire. Two years 
later the idea reached Switzerland in 
the establishment of a bank in Basil; 
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in another two years one was opened in 
Geneva. 
English thrift had its first definite 


manifestation in 1797 when Jeramy: 


Bentham began the establishment of a 
system of crude imstitutions called 
“Frugality Banks.” A Christmas 
fund was established in the parish of 
Wendover, Buckinghamshire, through 
which the working classes were en- 
couraged to save money during the 
summer to be returned at Christmas 
time with an additional bounty. What 
appears to have been the first English 
Thrift Society was established at Tot- 
tenham, Highcross, in 1798 by Miss 
Priscilla Wakefield, called a “Friendly 
Society for Women and Children.” 
This was an annuity movement with 
provision for sick benefits and burial 
funds. Three years later it was de- 
veloped into a savings bank which 
appears to have been the first institu- 
tion of the kind m Great Britain. The 
movement spread rapidly and met 
with special favor in Scotland where 
in 1810 the Rev. Henry Duncan began 
a parish bank at Ruthwellin Dumfries- 
shire, containing many features of the 
modern savings bank. The institution 
proved profitable, and in 1814 the Rev. 
Mr. Duncan’s plans were followed in 
Edinburgh by the organization of 
the “Society for the Suppression of 
Mendicity,” out of which grew the 
Edinburgh Savings Bank. 


Forms or THRIFT 


Great Britain 


Savings Bank. By 1817 the thrift 
movement m England had attained 
such proportions that the British Par- 
liament began the control and regula- 
tion of savings banks. With this 
splendid encouragement banks sprang 
up im all important centers of popula- 
tion in England, Scotland, Wales and 
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Ireland, so that by the close of the 
year 1818 there were in existence more 
than two hundred savings banks. 

As the thrift movement grew in Eng- 
land, certain false conceptions of thrift 
took root. Many of the so-called thrift 
societies were out-and-out charity or- 
ganizations. The people gained con- 
fused ideas. Misconceptions were fos- 
tered. Thrift work, if not conducted 
along the lines of actual charity, was, 
in many instances, encouraged in its 
most narrow sense. The broad, con- 
structive principles of personal effi- 
ciency were ignored and the poor were 
taught to hoard their small earnings 
without thought of the underlying 
principle that thrift means the process 
of thriving, of upbuilding, of growing. 

One must save his money not merely 
for the sake of saving, like the miser, 
but for the purpose of utilizing his 
earnings in ways that do him the most 
good. He must be thrifty with his 
time, his energies, and his health as 
well as with his money. He must study 
himself as well as the rights and needs 
of those about him. The thrifty man 
must be a dynamic force m his com- 
munity, not a dead weight on society. 
In much of the thrift work done in 
England before the war, these basic 
principles were not understood. The 
conditions, which were the logical out- 
come of these errors, were briefly de- 
scribed by Mr. Hartley Withers, editor 
of the London Economist, who said: 


When the public was called upon to assist 
in financing the war by saving, the entire 
country was honeycombed with delusions 


concerning money and the spending thereof 


which made it seem an almost impossible task 
to persuade it within any reasonable time, 
that saving money was a patriotic duty in 
time of war or at any other time. The well- 
to-do class, the education of which concerning 
money matters was mostly a minus quantity, 
were convinced that, since spending money 
gave employment it was at all times the right 
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and proper thing to spend money as fast as 
possible and “help poor people” who wanted 
work. It had not dawned upon them that 
there is any difference between spending 
money on a display of fireworks and on build- 
ing a factory to give employment to those 
who built it, and to continue to give employ- 
ment to all who work in it, and, moreover, 
to increase the supply of goods that a man 
wants for his living and comfort. Among the 
poor classes this belief also flourished in a vague, 
unconscious way and in their case the preju- 
dice against saving was greatly strengthened 
by the very narrow margin that the general 
level of wages gave them for subsistence. 
Their power to save was so small that those 
who spent all they got would almost inevita- 
bly be obliged at one time or another toliveon 
someone else, and the deeper economic fact 
which lies behind saving in normal times— 
that without saving there can be no new 
capital, and that without new capital there 
can be no expansion of the equipment of in- 
dustry—had not even dawned except upon a 
small minority of thinking Englishmen. 


England learned well her lesson of 
patriotic thrift during the war. Every 
man, woman and child bought savings 
securities to the average of nearly 
£3,000 per capita. More than 40,000 
war savings associations flourished and 
it is estimated that, as a result of these 
efforts, £1,250,000,000 came from the 
pockets of the very poor, a considera- 
ble percentage of whom had not saved 
before. This was true because the war 
furnished an exalted motive and the 
English people arose to their great op- 
portunity with true sublimity. 

A rather definite idea of the general 
standards of thrift in England prior to 
the war may be gained from the fol- 
lowing official statistics: During the 
period from 1907 to 1911, of all men 
who died in Great Britain, over 75 
years of age, 79.23 per cent left estates 
of less than £100, 90.12 per cent left 
estates under £500 and 93.45 per cent 
left estates of less than £1,000. Dur- 
ing this period the 79.23 per cent of 
the total number of estates represented 
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only 4.57 per cent of the value of all 
estates; the 90.12 per cent comprised 
but 8.19 per cent of the-total value of | 
estates; while the 93.45 per cent of the 
total number of estates constituted 
only 11.36 per cent of the total value. 
It may be said, however, that, regard- 
less of this rather poor showing, al- 
most every English family was pro- 
tected in. either one way or another 
through membership in a provident, 
friendly or insurance association. 


- The English Post Office Savings Bank 
was the pioneer in this phase of thrift 
work, and, therefore, the Postal Sav- 
ings Bank systems in all European 
countries are patterned after the Brit- 
ish plan. The system, since its estab- 
lishment in 1861, has accomplished 
much good. It is interesting to note 
that the original bill “for establishing 
a fund and assurance office for invest- 
ing savings of the poor” was intro- 
duced in the British Parliament as 
early as 1807, but only after agitation 
lasting more than half a century did 
the government take up this work. 

In the United Kingdom there are. 
some 12,000 offices of the Postal Bank, 
where deposits or withdrawals may be 
made. A short time before the war 
one person out of every seven in Eng- 
land had money deposited in the Post 
Office Savings Bank. Deposits as low 
as a shilling and as high as £150 are 
accepted from the depositor annually, 
and each depositor may have placed to 
his credit the maximum of £200, in- 
cluding interest. When his account 
exceeds this amount the balance is 
invested in government securities, un- 
less the depositor designates some other 
use for it. The interest paid deposi- 
tors is 24 per cent. 

For the benefit of small savers, 
penny stamps are issued, which can be 
redeemed when a shilling’s worth have 
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been saved. Children over seven years 
of age may deposit and withdraw in 
their own names, but when under seven 
the guardian must transact the busi- 
ness. Accounts may be opened both 
by individuals and by societies. With- 
drawals may be made by the depositor 
in person or upon due order. In cases 
of emergency the depositor may with- 
draw funds by telegram. 

The English Postal Savings Bank 
system attends to the collection of divi- 
dends for its depositors whose accumu- 
lations have been invested in govern- 
ment stock, and it also makes sales of 
these securities, for which service a 
small commission is charged. Not- 
withstanding the popularity of the 
British Post Office Banks, and the vast 
- amount of money deposited, and the 
low interest rate paid depositors, the 
system ‘has not been self-sustaining. 
Italy, on the contrary, makes a profit 
from hey Post Office Savings Bank 
system, after paying 5 per cent interest 
on her consols. 


Belgium 

Generally speaking, Belgium, in her 
pre-war days, was a nation in which 
pauperism was unknown. Everybody 
practiced thrift. The government had 
popular devices not unlike our war 
savings stamps, and, in fact, there was 
provision even for saving the pennies 
and investing them with the govern- 


ment. The Post Offices, the Govern- 


ment Savings Bank, and the branches 
of the Government National Bank all 
received deposits as low as one franc. 
When deposits were made in small 
amounts the depositor received an ad- 
hesive stamp similar to an American 
` war savings stamp. These were pasted 
in a book, which was given an official 
number and delivered without expense 
to the owner. This book contained the 
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record of all transactions with the de- 
positor, including the addition of the 
interest, which was computed annu- 
ally. In order to encourage school 
children and the very poor, postage 
stamps could be purchased and used as 
savings stamps. All letter carriers 
were provided with an equipment of 
stationery and stamps to supply those 
who wished to make, these little 
investments. : 

Another form of practical thrift fos- 
tered by the Belgium government was 
the life annuity, which could be con- 
tracted for any place where govern- 
ment savings were accepted, and at 
the offices of the tax collectors as well. 
By this system payments, varying from 
one to 1,200 franes, could be made. 
Special attention was given to teaching 
thrift to the children of Belgium, for it 
was recognized that only in this way 
would the nation remain thrifty. 


France 


The School Savings Bank, which orig- 
inated in France, has developed more 
successfully there than in any other 
country in the world, and no doubt the 
success of the system has been one of 
the underlying causes of the splendid 
thrift of the French people. It has 
been said that “France was saved by 
thrift.” After disastrous defeat at the 
hands of Germany in 1870 she lost 
Alsace and Lorraine,’ and was com- 
pelled to pay an indemnity of one 
billion dollars. The value of thrift 
then was splendidly demonstrated. 
The people came to the assistance of 
the government with their savings In 
those dark days, and made it possible 
for the heavy indemnity to be liqui- 
dated in a veryshort time. TheFrench 
have been known as a nation of bond 
buyers, and the issues of government 
bonds of very small denominations 
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have afforded a medium of investment 
which has appealed alike to the French- 
man’s frugality and patriotism. 

Savings Banks. Although France 
had an exceedingly low wage scale prior 
to the war, there were 362 savings bank 
depositors out of every 1,000 popula- 
tion. A very good idea of economic 
conditions among the people of France 
before the war may be gained from the 
following statistics: “The Annuaire 
' Statistique” for 1910, which com- 
prises the government reports of all the 
estates probated’in France during the 
year 1909, shows that of all persons 
who died that year, both men and 
women, 29.83 per cent left estates of 
less than 500 francs; 25.72 per cent of 
the total number left estates between 
500 and 2,000 francs; 28.07 per cent 
left estates between 2,000 and 10,000 
francs; 12.39 per cent left estates be- 
tween 10,000 and 50,000 francs; and 2 
per cent left estates between 50,000 
and 100,000 francs. 

Government Bonds. The thrift ac- 
tivities of the French were exerted 
largely through the medium of the 
small government bonds, issued ‘in 
denominations as low as two and 
three francs. Nine-tenths of France’s 
10,000,000 electors were investors 
‘either in government debt certificates 
or some form of security, and there 
were 12,500,000 savings bank deposit- 
ors in the Republic, over 50 per cent of 
whom had each less than $4 to his 
credit. 

An instance of French thrift is 
shown in the way the French secure 
- kindling wood. They gather up the 
` smallest twigs, load them in their little 
carts and carry them into Paris where 
they are~sold. French housewives 
‘probably excel the women of all other 
nations in their skill in utilizing the 
full amount of food from their pur- 
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chases. Absolutely nothing is wasted 
in the French kitchen. There is a 
recipe for every possible left-over 
article. 

. Ltaly 

The Peoples’ Banks of Italy heve for 
many years done much to develop 
habits of saving among Italians. Sig- 
nor Luigi Luzzatti was responsible for 
the Peoples’ Bank movement, which 
originated in Milan in 1866. The small 
bank was organized with a capital of 
only $140, the primary purpose of the 
institution being to combat the injustice 
of usurers. Shares in the bank were 
issued and sold in denominations of $5 
to $10 each, with a small entrance fee. 
From this small beginning the system 
grew until it now is a great factor in 
the life of the Italian people. Loans 
are made only on short-time maturi- 
ties, usually for a period of three 
months, although a rather liberal 
policy of renewals is maintained. 

“Loans of Honor” are made by 
some of the banks to persons who are 
able to furnish no security. and it Is a 
matter of gratification to know that 
these loans have been made with good 
judgment, and that the borrowers have 
been actuated by motives of very high 
integrity. . 

Signor Leone Wollenborg:- was the 
founder of a similar, movement among - 
the country people of Italy. He seems 
to have had an understanding of the 
educational value of thrift, which has 
resulted in considerable moral as well 
as financial benefits. No one could 
become a mémber of Doctor Wollen- 
borg’s banks unless he were able to 
read and write, and as a result, great 
good’ has been done in eliminating 
uliteracy. 

Membership in these banks is also 
denied to drunkards or persons guilty 
of any form of dissipation. The result 
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has been that they have exerted an 
‘uplifting influence in the rural commu- 
nities where they have been estab- 
lished. There were, according to the 
best available prė-war statistics, more 


than 400 rural banks of independent - 


formation in Italy, in addition ‘to ap- 
proximately 100 of the Wollenborg 
type. , 

The Peoples’ Banks of Italy have 
detracted somewhat from the number 
of depositors in the Post Office Savings 
Banks, as the people naturally pre- 
ferred to use institutions in which they 
were shareholders. These Peoples’ 
Banks, in addition to'encouraging fru- 
gality among the masses of the people 
in Italy, have enabled the farmers to 
develop thelr land to the highest state 
of productivity, furnishing the ready 
money with which to purchase stock, 
fertilizer, and machinery, erect build- 
ings, construct fences, and make such 
other improvements as are needed, 


Tue CoÖPERATIVE PLAN 


In many parts of Europe one en- 
counters some form of the coöperativè 
movement. The economic value of 
coöperative marketing methods is the 
elimination of the so-called middle 
men. The products go directly from 

producer to consumer, and all unnec- 
essary labor cost is eliminated. The 
producer gets the maximum price for 
his products, and the consumer gets his 
food commodities at the minimum 
price. 

In’ Belgium, Switzerland, Holland 
and Denmark, one found before the 
war much development of the codp- 
erative plan, particularly in the mar- 

- keting of Holland’s dairy products in 
London. Farmers of Holland offer 
splendid examples of thrift, not alone 
in the utilization of every square inch 
of available land, but also in the care 
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and attention given to live stock. In 
the summer time the finer cows are 
blanketed to keep off the flies, and in 
the spring time the cattle are covered 
to protect them from cold rains. In 
the Netherlands, the grim fight to pre- 
serve their land from the constantly 


‘threatening encroachment of the sea 


has bestowed on the Hollanders a 
sturdiness of character and has made 
them a most admirable people. Every- 
where in that wonderful. country of 
flowers, canals and windmills, one finds 
manifestations of intelligent, construc- 
tive thrift. Thrift has, indeed, made 
Holland, as it has made Switzerland, 
Denmark, Belgium and ‘France. 


SAVINGS IN THE UNITED STATES AND 
EUROPE 


By way: of comparing general con- 
ditions in Europe prior to the war with 
those in the United States, as based 
on the number of savings bank depos- 
itors per 1,000 population, the United 
States ranked thirteenth among the 
great nations of the world. The rel- 
ative standing of these countries in 
this respect was as follows: Switzer- 
land, Denmark, Norway, Sweden, Bel- 
gium, France, Holland, Germany, Eng- 
land, Australia, Japan, Italy, United 
States. In Switzerland nearly six out 
of every ten persons were savings 
bank depositors, but in the United 
States the ratio was just a little better 
than one to ten, Statistics in Switzer- 
land show that there was an average 
of five savings depositors for every 
two families, and in all of the European 
‘countries there was one savings de- 
positor to each family. 

The showing of various European 
countries in the ‘matter of fire pre- 
vention also is of much interest. The 
figures for 1913, the last pre-war year, 
show the per capita losses from fires in 
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the United States as compared with the 
losses in Europe as follows: 


United States. ...........05. $2.10 
England os sho ncisaace snare he eens 53 
Prante os$ 6 ssid a aa 49 
Germany. 4 cies oe eee 28 
AUBIN Gere sted ahaa a pares? 25 
jE a sn rae Hho Reese ee 25 
Switzerland.......... ENEIT .25 
Holland.........: fe SE ele ~ H 


The practice of thrift in foreign 
countries can be made to serve a most 
worthy purpose for America. First oi 
all, wecan learn the lesson of the value 
of little things. Thrift as exemplified 
in Europe, consisted primarily in the 
elimination of waste. The smallest 


amount of money was not too insig- 
_nificant to be saved nor was the most 


obscure bit of land unworthy of cul- 
tivation. Could America develop her 
natural resources as thoroughly and 
exhaustively as was the case with most 
of the countries of Europe before the 
war, our national wealth would be far 
beyond what it is today. This is one 
of the big lessons that America must 
learn. We must understand that the 
pennies are to be saved as well as the 
dollars, that the little scraps of food, 
little bits of land and the smallest 
amounts of our various resources and 
commodities must be guarded just as 
assiduously as our mightiest store- 
houses of wealth. 

Europe also can teach us that there 
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is a close inter-relationship between 
education and thrift. A general sur- 
vey of pre-war thrift conditions on the 
Continent gave impressive demonstra- 
tions of this fact. In Russia and the 
Balkans one found illiteracy. In Eng- 
land, Scandinavia, France, Belgium and 
Switzerland, one found a satisfactory 
average of literacy with a correspond- 
ing prevalence of thrift. America 
must learn eventually that the de-- 
velopment of thrift will not only be the 
means of solving economic and social 
problems, but that it also constitutes a 
subject of technical pedagogic interest. 

If we are to develop thrift in Amer- 
ica along lasting lines, we must begin 
at the foundation. We must make use 
of that most important laboratory, the 
schoolroom. We must learn to teach 
thrift in the classroom, not as a sep- 
arate subject, but in its relationship 
to such branches as arithmetic, his- 
tory, chemistry, biology, geography, 
grammar, household economics and 
business practice. An analysis of 


- European thrift will reveal that among 


nations where the most effcrt was con- 
centrated in teaching thrift to the 
children, the more sturdy and stead- 
fast were the people of that nation in 
their thrift practices. ' | 

- America must .learn these great 
fundamental truths from the peoples — 
across the sea. 


National Saving in the United Kingdom 


© By Wr11am ScHoorine, C.B.E. — 
Member of the British National War Savings Committee 


REMARKABLE development of 
national saving has taken place 
as a direct result of the war. 
are the statistics striking, but the 
character of the whole movement, and 
the basis of the appeal to save, are also 
remarkable. It is an example of an 
organisation, established to effect a 
somewhat limited purpose, achieving 
unexpected results of far greater im- 
portance. 

At the outbreak of war it was antici- 
pated that there might be a great- deal 
of unemployment, but as a matter of 
fact unemployment disappeared al- 
together, and weekly wage-earners as 
a whole were better off than ever 
before. 


Errect or War ON PERSONAL 
EXPENDITURE 


In the early stages of the war the 
government attracted workers to mu- 
nition making and other occupations 
connected with the conduct of the war, 
by offering wages in excess of the mar- 
ket rate; this and the national need 
brought into employment a large num- 
ber of people, especially women, who 
were previously not engaged in indus- 
try, and the family incomes became 
very large. in proportion to what they 
had, been previously. There were a 
smaller number of people who were 
making large profits out of war con- 
tracts, many of whom thought it ap- 
propriate to spend their money with 
ostentatious extravagance. The pro- 
fessional and upper classes—speaking 
generally—greatly reduced their ex- 
penditure, partly of necessity but 
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Not only’ 


largely from patriotic motives. ‘The 
best shops in the west end of London 
and elsewhere experienced ʻa great 
change in, the character of their cus- 
tomers and gradually began to cater for 
the extravagant and vulgar tastes of 
the nouveaux riches. ) 

The wage-earners, with better ex- 
cuse, were also extravagant and bought 
cheap jewelry, furs, pianos and other 
things in a> way that was rather 
pathetic. They also bought necessary 
clothes, useful furniture, and in par- 
ticular fed and clothed their children 
better than before. In thousands of 
cases people had a surplus over the cost 
of necessaries for the first time in their 
lives and none but the unsympathetic 
were prepared to blame them for 
injudicious extravagance. 


Errects or GOVERNMENT EXPENDI- 
TURES ON BUSINESS 


The expenditure of the British | 
government on the war was, of course, 
enormous. It raised by taxation about 
half the proportion of war costs derived 
from taxation during the Napoleonic. 
Wars; it raised money, partly by loans 
and partly by inflation, through print- 
ing a large amount of paper money, 
and also by the ‘artificial creation of 
credit through the banks. The natural 
result was to depreciate the purchas- 
ing power of money, or in other words 
to increase the cost of living. This led 
to demands for increased wages; added 
to the cost of war supplies; increased 
the amount of money required by the 
government; produced further infla- 
tion, and so on continuously, each 
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adverse sondia being consequence 
and cause of further injury. A vicious 
vortex was set up which still exists and 
from which escape is only possible by 
means of increased production and 
of economy by the government and 
by individuals. 


GOVERNMENT SECURITIES FOR THE 
WAGE-EARNER 


In these circumstances the Treasury 


. thought it would be advisable to obtain. 


subscriptions to government securities 
from the wage-earners, whose incomes 
in terms of money, and whose “ef- 
fective” incomes, especially from the 


family point of view, were so much . 


larger than before. Consequently a 
“Parliamentary War Savings Com- 
mittee” -was appointed. This effort 
was a failure. 

In 1915 a committee was appointed 
to consider War Loans in relation to the 
small investor. The Chairman was 
Mr. Montague, the present Secretary 
of State for India. This committee 
recommended the establishment of a 
body, which became known as the 
National War Savings Committee, 
and the introduction of a security called 
the War Savings Certificate. Both 
. these recommendations were adopted 
and an unexpectedly great amount 
of good has resulted. 


Tore War Savines CERTIFICATE 


The War Savings Certificate is a 
registered security which costs 15s. 6d. 
It was originally issued for five years, 
at the end of which time it could be 
cashed for £1. The period was sub- 
sequently extended to ten years, at 
_ end of which time the certificate be- 
comes worth 26s. 


, The Montague Committee pointed. 


out that some of the conditions neces- 
sary for a security that would appeal 


notice. 


THE ANNALS OF THE AMERICAN ACADEMY 


effectively to the small investor were: 


(1) The ability to withdraw the 
money invested at any time and 
without loss. 

(2) Facilities for safe -eustody for 

. people with no accommodation for 
keeping valuables. 


(3) A rate of interest as high as is 
. guven to the large investor. 


The War Savings Certificate fulfils all 
these conditions. It can be cashed 
through any post office on three days’ 
The amount obtainable within 
twelve months of the-date of issue Is 
the cost price of 15s. 6d. After twelve 
the amount is 15s. 9d. Thereafter the 
months cash value increases by one 
penny a month until at the end of four 
years and eleven months the cash value 


_is19s.8d. At the end of five years it is 


£1. It again increases by one penny 
a month, until: at the end of nine 
years and eleven months from the date 
of issue it is worth 24s. lld., and at 
the end of ten years 26s. 

On ‘purchasing a certificate, the 
investor has to sign his name; this need 
only be done once, since, when buying 
subsequent certificates, the reference 
number of an earlier certificate owned 
can be given. When application is 
made to cash the certificate, the signa- 
ture of the owner is again required. 
The transfér of certificates from one 
individual to another is ‘not normally 
permitted; as the certificates are 
readily cashable, there is no occasion to 
transfer them. 

No interest being earned during the 
first year, the rate of interest paid 
grows gradually during the first five 
years, and the rate for the five year 
period is just under 5% per cent per 
annum, compound. For the succeed- 
ing four years and eleven months the 
rate gradually falls slightly, but be- 
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comes 5.3 per cent compound for the 
ten ‘year period. 

No income tax is charged in connec- 
tion with the interest on these certi- 
ficates. In order to avoid loss of tax 
it is necessary to limit the number of 
certificates any individual may pur- 
chase.. This limit is fixed at 500, which 
cost £387 10s., and become worth £500 
at the end of five years and £650 at the 
end of ten years. Each member of a 
family may hold 500 certificates, and 
an individual may hold more than 500, 
if acquired by inheritance, but after 
the holding exceeds the limit, no further 
certificates may be purchased. ‘The 
loss of income tax is not so great as 
might be supposed, since the majority 
of the holders of certificates have in- 
comes which are. too small to make 
them liable to income tax. 

The cost of handling securities of so 
small an amount as 15s. 6d. is consider- 
able, but the advantages of a wide- 
spread holding of government securi- 
ties and the individual and national 
benefits from the encouragement of 
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thrift are so great that this expense is 
‘amply justified. l 


EXTENT OF SAVINGS OF SMALL 
INVESTORS 


As a result of the issue of Savings 
Certificates and other government se- 
curities in small denominations, the 
number of holders of British govern- 
ment securities has increased from 
345,000 before the war to over 17,000,- . 
000 at the present time. , 

War Savings Certificates were first 
issued in February, 1916. In addi- 
tion, various War Loans and War 
Bonds for amounts of £5 and upwards 
were issued through the Post Office. 
Loans and bonds for large amounts 
were issued through the Bank of Eng- 


_land. The contributions to war finance 


by the small investor are fairly 
represented by subscriptions to Post 
Office Issues. Another channel for 
the savings of the small investor is 
the Post Office and the Trustee Savings 
Banks. The following table summarises 
the subscriptions to these securities: 


Tasis I. Savines or SMALL Investors 





Increase or 


Government Securities 
Post Office Issues 


Decrease 
Date in Savings Totals 
Banks 7 
. . War Savings 
4 Deposits Various Certificates 
' ‘ £ £ £ - £ 

Aug. 1914—Jan. LOD nee ees -+ 8,316,000 ee Sate 3,816,000 
Feb. 1915—July LOU 402.2546. % sp onadiaaes -+ 13;517,000 $4,693,000 21,176,000 
Aug. 1915—Jan. 1916............... -t 4,864,000 11,339,000 16,203,000 
Feb. 1916—July 1916.......... e005. + 4,651,000] 21,888,000] 15,555,000/ 42,044,000 
Aug. 1916—Jan. 1917. .............. -+- 5,665,000 21,772,000 32,881,000 60,318,000 
Feb. 1917— July gob ly ee re — 8,250,000 33,318,000 40,602,000 65,670,000 
Aug. 1917—Jan. RSLS eco ore testaa ten aates + 17,256,000 17,949,000 30,346,000 65,551,000 
Feb. 1918—July 1918......... 0.0000. -+- 15,094,000 19,000,000 56,454,000 90,548,000 
Aug. 1918—Jan. 1919... 0.0. aanu -H 27,416,000 23,800,000 53,043,000 104,259,000 
Toas ere bade aE cats + 56,495,000! 183,709,000) 228,881,000 469,085,000 
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The figures for the Savings Banks 
show the variations in the afnount of 
the deposits and not the total deposits. 
The reductions in the deposits are due 
to money being withdrawn from the 
Savings Banks for investment in War 
Loans or Bonds. 

Single documents can be obtained 
representing one certificate, twelve 
certificates, twenty-five certificates, 
or any number from twenty-six to 
500. It is a significant fact that; since 
the signing of the Armistice, the sale 
of certificates has been well main- 
tained; this is especially noticeable in 
connection with the smaller denom- 
inations of one certificate and twelve 
certificates. 

Although, as we shall see presently, 
these certificates were largely pur- 
chased from patriotic motives in order 
to help the country during the war, 
the number that have been cashed 
in proportion to the total issued is 
extremely small, when compared with 
the normal withdrawals from Sav- 
ings Banks, or the surrender or lapse 
of industrial life policies. Some sta- 


tistics of certificates cashed are 
appended: 
Tague IL. War Savines CERTIFICATES 
CASHED 

S 

u H 

3g 

Date Amount | §.8 

-a 

oO 

fy Ea 

£ To 

6 months ending July 1916... 31,000; 0.20 

* “<< Jan. 1917 ... 529,000] 1.09 

i <“ July 1917 ...| 1,268,000| 1.43 

s “ Jan.1918...] 1,864,000] 1.58 

í “ July 1918...| 2,700,000] 1.57 

ái “<  Jan.1919...1 4,356,000] 1.96 


1 
10,748,000| 4.93 
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Savincs BANKS IN tHE UNITE 
Kinepom i 


There are two classes of Savings 
Banks in the United Kingdom: one is 
the .Post Office, and the other the 
Trustee Savings Banks. ‘The rate of 
interest paid by these banks is only 
23 per cent, and it was not unnaturally 
thought that the higher rate of interest 
yielded by certificates would lead to 
substantial withdrawals of deposits 
from the Post Office and Trustee 
Savings Banks. These expectations, 
however, were not realised, and since 
the Savings Campaign conducted by 
the War Savings Movement has been 
in. progress, the increase in the Savings 
Banks deposits has been much larger 
than in normal times. 

The National War Savings Commit- 
tee was most anxious to avoid any step 
that would be detrimental to the per- 
manent thrift institutions ofthe United 
Kingdom, since it was not generally 
contemplated that the War Savings. 
Movement would continue for long 
after the termination of the war. Its 
success has, however, been so marked 
that the movement will continue, and 
it is intended that securities of the 
character of Savings Certificates shall 
be a permanent feature of British 
government finance. The terms may 
of course vary, and the adjustment is 
likely to be made by an alteration 
in the price, leaving the conditions 
unchanged. 

It would be interesting to give some 
record of other thrift institutions in the 
United Kingdom, such as Industrial 
Life offices, and Friendly, Building, 
and Coiperative societies; but it may 
be more useful to devote the space 
available to some account of the Na- 
tional Savings Movement. 


‘Tae NATIONAL Savincs Movement 


The National Committee was ap- 
pointed by the government early in 
1916 for the purpose of organising 
England and Wales. A separate com- 
mittee was subsequently appointed for 
Scotland and, more recently, the move- 
ment has extended to Ireland. Theac- 
count here given refers mainly to the 
work of the National -Committee in 
England and Wales. 

The first step was to set up local 
committees throughout the country. 
The initiative in doing this was 
generally taken by the Lords-Lieuten- 
ants of the Counties, Lord Mayors 
and Mayors of Cities and Boroughs, 
and the Chairmen of District Coun- 
cils. Help of the most valuable char- 
acter was rendered by the Education 
Authorities.“  » 

The response to the appeal was at 
first extremely disappointing, but grad- 
ually the needs of the country and the 
sound economic basis of the movement 
won recognition and at the present 
time there are about 1,800 local War 
Savings Committees. 
of these committees is to set up Sav- 
ings Associations which collect sub- 
scriptions to War Savings Certificates; 
to carry on educational work which, 
as will be seen, is a most important 
feature; to supervise the working of 
the associations, and, generally, to act 
as the National Committee for the 
locality. 

The out-of-pocket expenses are paid 
out. of a Parliamentary grant admin- 
istered by the National Committee, 
but the whole of the work throughout 
the country is done by unpaid volun- 
teers, of whom there are some 200,000. 
The number of Savings Associations is 
about 35,000. 


NATIONAL SAVING IN THE UNITED KINGDOM 


The function’ 
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Waar tae Savincs Movement 
l 
ACCOMPLISHED 


It wag said at the beginning of this 
article that the movement was ac- 
ecomplishing much more than was 
originally contemplated.. The truth 
of this becomes apparent when we 
consider thé objects which various 
members of this great army thought 
they were working for. 

The original idea was to obtain 
money for the Treasury from the small 
investor for the conduct of the war. 
In the minds of many workers this was 
the sole object. This conception was 
fostered by special campaigns such as 
Business Men’s Week, Guns Week, 
and in connection with War Loans, 
the subscription lists of which were 
open for only a short time.. Friendly 
rivalry between towns was a feature of 
these campaigns, and the amounts 
subscribed m each area were widely 
published. The appeal to support the 
fighting forces with money was readily 
responded to from patriotic motives, 
and the high rate of interest yielded 
had no weight with the vast majority 
of the subscribers. 

It did not require much thought, 
however, to show two things. The 
first that so long as the country sup- 
ported the war, the government could 
pay for it In some way or other, and 
secondly ‘that the Savings Movement 
was accomplishing something of greater 
importance than supplying money for 
the Treasury. For the most part 
money could only be found by the 
small investor by reducing his personal 
demands for goods and services; the 
supply of these was limited and, by 
releasing them for war purposes, the 
fighting efficiency of the nation was 
increased. Further, genuine savings 
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effected a transfer of purchasing power 
to the government and served to 
diminish that artificial creation of 
purchasing power by the manufacture 
‘of credit which, as we have seen, was 
drawing the nation into a vicious vor- 
tex. Hence the Saving Movement was 
found to be increasing the efficiency 
for war, and, by encouraging sound 
instead of unsound finance, was pro- 
moting the future industrial prosperity 
of the country and its easier recovery 
from the strain of war. 

Looking a little more closely into the 
facts it was seen that the material cost 
of the war was an example of the cost of 
waste in general. So far as concerns 
the reduction in the national wealth, 
the sinking of the Lusitania by a 
German submarine, and of the Titanic 
by collision with an iceberg, are of the 
same character. Whether motors are 
worn out in joy rides, or on the battle- 
field, the consequent decrease in the 
aggregate wealth of the nation as a 
whole is identical. Hence, if the na- 
tion was not to suffer unnecessarily, 
the waste of war must be substituted 
for, and not added to, the normal 
waste of peace time. 

_Manifestly the welfare of theindivid- 
ual was being promoted by the adop- 
tion of the course that best furthered 
national well-being. If lower prices 
- were to be, expected in the future 
than during the war, deferred expendi- 
ture would be more beneficial than im- 
mediate outlay; by accumulation at 
interest the amount of money avall- 
able would be increased; there is the 
further probability that large amounts 
would be more wisely spent than small 
sums, thus yielding permanent satisiaz- 
tion in place of temporary gratifica- 
tion. Looking further ahead, money 
- could be provided for the education of 
children; the purchase of a house or a 
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business; or the starting of a boy in 
some profession or trade. 

The success of the movement was 
very largely due to the personal in- 


‘tercourse between the voluntary work- 


ers and the individual savers; they 
were making a joint effort in a common 
cause in face of a great national peril; 
it was seen that the restrictions and 
self-discipline were building character 
and forming wiser habits. Among the 
earliest and most successful features 
was the enthusiastic reception met 
with from the schools, in which in 
England and Wales there are some 
12,000 Savings Associations. It was 
not only that habits were being 
formed which the children will main- 
tain in after life, but the boys and 
girls became enthusiastic missionaries 
to their parents. 

Thus, little by little ‘the larger and 
enduring aspects of the movement 
came to be recognised. It, is because 
of this that the movement is continuing 
with but little decrease of efforts, or 
results, now that the war has been over 
for a year. 

It was to be anticipated that some 
associations would cease to exist, but 
large numbers of new associations are 
still béing formed. During the war 
many associations had the voluntary 
services of workers who collected sub- 
scriptions from house to house, and 
there were numerous associations in 
munition works which have come to 
an end; in such cases the pean 
could searcely continue. 

Where, however, groups of Seep 
exist for some other purpose, such as 
children in schools and work people in 


, common employment, the associations 


are continuing and their number is 
being added to. 

Special schemes have been devised, 
by means. of stamps and otherwise, 


NATIONAL SAVING IN THE Unrrep KINGDOM 


for receiving subscriptions of small 
amounts, such as six pences, and the 
account-keeping involved is not of an 
onerous character. ` 

A fundamental conception of the 
movement may be approached in. an- 
other way. Man owes his predomi- 
nance over other animals largely to the 
fact that he is a tool-making and tool- 
using animal; his progress in this direc- 
tion is indicated by the change from 
the axes and arrow-heads of the Stone 
Age to the power-driven automatic 
machines of today. It is estimated 
that the introduction of steam power 
was equivalent to the addition of 
1,000,000,000 human workers. Thus 
there has been created a vast army of 
“mechanical slaves” for doing a large 
part of the work which mankind re- 
quires. This development has mate- 
rially contributed towards the substitu- 
tion, to a continually increasing extent, 
of life for existence. Bare necessaries 
are more easily obtained and there is a 
growing margin or surplus, making 
possible a higher type of life. 


Some Errecrs oF THE WAR ON SAVING 


One good result of the war has been a 
general recognition that the standard 
of living must be higher than before; 
thus we have shorter hours of labour, 
and an increase, not merely in money 
wages but, in effective wages. These 
conditions are possible if—but only if— 
we have ‘increased efficiency and a 
larger output. Further, the increase 
of leisure will be fully beneficial when— 
and only when—people have learnt to 
use their leisure in ways that give 
lasting satisfaction and develop their 
higher faculties. 

If we look back to any epoch that 
has marked a social advance, we find it 
to be characterised by a fuller apprecia- 
tion of non-material joys. ‘There is a 
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desire for life, and life more abundantly, 
such as was expressed by the young 
Erasmus when he wrote from Paris “I 
have given up my whole soul to Greek 


learning. When I have some money I 
shall buy some Greek books, and then 


perhaps I shall buy some clothes.” 
There is today in the United Kingdom 
a widespread, partly inarticulate, hun- 
ger for a wider life—for some familiar- 
ity with the best that has been thought 
and said in the world—and a desire to 
promote by social effort a better and 
a happier England. These desires are 
at least as marked among the wage- 
earners as in any other class of the 
community. 

Recognising the advantages, that 
have come gradually through the ages, 
for a margin over bare necessaries, 
and appreciating the attractions of the 
products ‘of invention and discovery, 
the National Savings Movement is not 
advocating saving for saving’s sake, 
but for far greater reasons. Savingis 
urged as the practical method of pro- 
viding the means for wise spending in 
the future. We are familiar with the 


- housewife who can make one dollar 


yield more benefit than others can 
derive from two dollars; it is manifest 
that a better standard of living will 
come as much from wise spending as 
from high earning, and it is as a means 
to procuring the greatest and most 
lasting satisfaction, that saving is 
advocated. 

The normal waste of peace time, 
yielding little or no permanent satis- 
faction, diminishes the surplus avail- 
able for real life and, ‘through the 
action of familiar economic laws, im- 
poses the greatest burden upon the 
poorest classes of the community by 
increasing the cost of the necessaries 
of life. 

Especially while we are making good 
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the waste of war, restricted expenditure 
and abstention from extravagance and 
waste are imperative, and the accumu- 
lation of capital for the development 
of industry, and the maintenance of 
full employment at high wages are a 
purpose of the utmost national im- 
portance. 

‘ In the long run, however, the desir- 
able thing is not less spending but more 
. spending, always provided that it is 
that wise expenditure which makes for 
the enjoyment of a higher type of life. 

Throughout the long period of the 


life of man upon the earth there has. 


been a rising tide of progress, ac- 
companied by waves of retrogression; 
for the moment the war appears as a 
retreating wave, but it may,be made to 
serve as a force in aid of the advancing 
tide. Britain, like America, went into 
the war for the cause of Freedom, 
Honour, and Civilisation. The defeat 
of Germany was but a means to a 
greater end, and while there remains in 
our midst any preventable ignorance, 
poverty, or disease, the cause for which 
so much was sacrificed will not have 
been won. 
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That cause is as much worth fighting 
for now as it was while the war was 
waging. Recognising the splendid 
purpose the National Savings Move- 


„ ment can serve, its large army of 
volunteers is working m the finest 


spirit and with the greatest enthusi- 
asm for a social institution that will 
be a beneficial and enduring feature 
of British life. 

Before the war there was published 
An Open Letter to English Gentle- 
men; it was addressed primarily to 
Public School and University men. 
They were reminded that England 
had done much for them, and it was 
suggested that they would welcome 
the opportunity of rendering some 
social service to their country. The 
appeal was made “You would fight, 
will you not also serve?” When the 
need for fighting came we saw the 
response that was made. 

Today there is a double’ appeal; to 
some it is “ You have fought, will you 
not also serve?” To the rest of us 
“You could not fight, will you not 
therefore serve?” And. the fighting 
and ‘the service are for tke same cause. 


Thrift in the United States 


3 By Grorcre F. Zoox, Pu.D. 


Professor of Modern European History, the Pennsylvania State College; recently of the Savings 
Division of the United States Treasury Department. 


THRIFT AMONG AMERICAN COLONISTS 


HE thrift of a large portion of the 
American colonists is proverbial. 
Compelled as they were to earn their 
livelihood under extremely adverse con- 
ditions they showed how they appre- 


ciated the value of the products of their ` 


labor by saving them for future emer- 
gencies.. They also improved their 
spare time in the making of tools, 
clothing and shoes. As opportunity 
offered they built better homes, barns 
and warehouses. Thus they ‘assured 
themselves that their necessary wants 
in the future could be supplied with 
increasing ease. ‘They earned well and 
they, saved well. Much of what they 
produced and saved was permanent in 
- character and has been passed on to 
future generations to use and enjoy. . 

In later colonial times thrift re- 
mained deeply ingrained in the char- 
acter of the American people, especially 
those who lived in the northern and cen- 
tral colonies. From 1782 to 1737 Ben- 
jamin Franklin, writing under the 
pseudonym of “Poor Richard,” found 
a very sympathetic audience for his 
Almanac in which, through verse and 
precept, he so succinctly described the 
virtue of thrift and the vice of waste 
- and extravagance. ` 


BEGINNING OF SAVINGS INSTITUTIONS 


The thrift of time and materials 
which was emphasized by the American 
colonists naturally included money 
thrift, but there was no established in- 
stitution in America where people 
could place their small savings to ad- 


vantage until 1816. 'On. November 29 
of that year Thomas Eddy organized 
“The Bank for Savings in the City of 
New York.” This bank opened its 
doors for business March 26, 1819, with 
80 depositors and $2,807. in deposits. 
Within eight months these numbers 
increased to 1,481 depositors with 
$148,372.27 in deposits. 

Three days after the organization of 
the New York Savings Bank, that is on 
December 2, 1816, the “Philadelphia 
Saving Fund Society ” was formed ‘and 
immediately began to receive deposits. 
The Philadelphia institution was thus _ 
the first savings bank in the United 
States to begin operation. Shortly 
thereafter similar imstitutions were 
founded in Boston.and Baltimore. In 


‘1820 there were 10 savings banks in the 


United States with 8,635. depositors. 
These numbers grew to 61 savings 
banks and 78,781 depositors in 1840; 
to 278 savings banks and 693,970 de- 
positors in 1860; and to more than 
2,000 savings banks and about 11,000,- 
000 depositors in 1914. 

At the same time building and loan 
associations, first organized in 1831, 
also developed in a remarkable way. 
The number had so increased by 1886 
that a national organization of building 
and loan associations was formed at 
Minneapolis. On December 31, 1918, 
reports showed 7,269 such associations 
to be in egileenee with 3,838,612 mem- 
bers and assets of about $1,750,000,000. 


FACTORS Acainst THRIFT IN AMERICA 


Notwithstanding the opportunities 
for saving money offered by these or- 
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ganizations and the remarkable growth 
which they’ have had, the American 
people developed throughout the nine- 
teenth century the-unthrifty habits for 
which they have been known the world 
over. ‘The reasons for this condition 
are numerous. America has been 
blessed with abundant and bountiful 
natural resources which have been 
easily obtained and sufficiently well dis- 
tributed to allow the great majority of 
American people to live comfortably 
without undergoing the hardships suf- 
fered by those who live in old and im- 
poverished countries. 

Moreover, the ease with which cer- 
tain fortunate individuals have some- 
times secured sudden wealth from our 
natural resources has caused a wide- 
spread spirit of speculation. Far too 
many people, unwilling to accept the 
usual interest rates paid by recognized 
and legitimate investments, have pre- 
- ferred to risk the entire principal in 
speculation with the hope of “striking 
it rich.” This unfortunate tendency 
toward speculation has continued 
throughout all of our later history, 
although dealers in fake stocks and 
bonds have annually taken advantage 
of the situation to fleece such ‘people 
out of millions of hard-earned dollars. 

‘People who have had this unfortu- 
nate experience naturally do not forget 
it easily. In numerous instances they 
go.to the other extreme and become 
wary of all investments except perhaps 
those in real estate in their immediate 
vicinity. This has naturally had a 
tendency to keep considerable sums of 
money out of legitimate investments 
and even out of the banks about which 
many people have had-an ignorant awe 
or distrust which in our earlier history 
was often justified. This distrust ex- 
plains why in the year ending March 1, 
1908, 127,623 money orders represent- 
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ing a total of $8,054,894 were issued 
to “self” by the United States Post 
Office Department. 


Tenpencies Toward THRIFT 


Thrift in Production. There are 
several exceptions to the general state- 
ment that Americans have been un- 
thrifty. In the first place they have 
always demonstrated their great genius 
for thrift in production.. This means 
that as a nation we have developed 
quantity production at the lowest pos- 


- sible cost more than any nation in the 


world. In spite, therefore, of the wide- 
spread tendency to waste goods after 
they are produced-in this manne, the 
United States has steadily grown in 
per capita wealth from $307.69 in 
1850; to $779.83 in 1870; to $1,035.57 
in 1890; to $1,318.11 in 1904; and to 
$1,965.00 in 1912. | 

Saving Through Infe Insurance. At 
the same time an increasing prdpartion 
of Americans through the active propa- 
ganda of the life insurance companies 
have formed the habit of investing 
money regularly in insurance policies, 
a large proportion of which, especially 
of a decade ago, were a combination of 
insurance and investment. Even at 
the present time. many people still re- 
gard life insurance as a desirable way 
of saving money notwithstanding the 
comparatively low rate of interest 
which is paid. So successful, indeed, 
have the life insurance companies been 
that it has been said that while Eng- 
land is a nation of stock buyers, France 
a nation of bond buyers, the United 
States is a nation of Insurance policy 
holders. 

The success of the insurance com- 
panies demonstrates in no uncertain 
way the need for safe, convenient and 
well known small investments. In 
this respect the United States has 
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lagged far behind the European coun- 
tries. Some relief for this situation 
was offered by the establishment of the 
postal savings banks in 1910. Their 
deposits have steadily increased al- 
though during the fiscal year 1917-18 
the number of depositors decreased 
from 647,728 to 612,188. Three- 
fourths of these depositors are said to 
be recent immigrants from foreign 
countries. 
sorbing the small savings of the Ameri- 
can people, however, the postal savings 
banks have been a failure. 


EDUCATION FoR THRIFT In AMERICA 


Notwithstanding the use made of 
savings institutions in this country be- 
fore the Great War, the American 
people were extravagant and wasteful. 
The habit of saving for the future was 
possessed by but a small element of the 
population. The institutions for sav- 
ing money were not so numerous and 


well known as they should have been: 


and those that did exist were not com- 
monly patronized. A general. campaign 
which should have for its object the 
widespread teaching and practise of in- 
dividual thrift was an urgent necessity. 

Thrift and Efficiency Commission of 
the Young Women’s Christian Associa- 
tion. Campaigns for this purpose had 
been carried on by various agencies 
previous to America’s entrance into the 
European war. The life insurance 
companies, realizing the beneficial ef- 
fect of thrift on their business, have 
been consistent promoters of it. The 
‘Young Women’s Christian Association 
appointed a commission on thrift and 
efficiency which, in its report of 1913, 
emphasized the importance for women 
of a training for remunerative employ- 
ment and especially the wise spending 
ofe money and the accumulation of 
savings. The same ideas have been 
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emphasized in recent years in colleges 
and universities for young women 
where the study of household budgets 
has become a prominent feature of the 
home economics. curriculum. 

The American Society for Thrift. In 
January, 1914, the American Society 
for Thrift under the leadership of S. W. 
Straus was organized in Chicago. 
Through the efforts of this society the 
National Education Association was 
induced to appoint a committee on 
thrift, which conducted several essay 
contests among teachers and pupils of 
the schools of the country on the 
general subject of thrift. More than 
100,000 children entered the competi- 
tion for the prizes offered during the 
school year of 1916-17. A number of 
the essays and suggestions submitted 
by the teachers were printed as a 
monograph by the National Education 
Association and have become the basis 
of much of the present thrift teaching 
in the schools. 

School Savings Banks. In 1916 the 
American Bankers’ Association com- 
memorated the centennial of the found- 
ing of savings banks in the United 
States. This commemoration afforded 
a convenient opportunity to call the 
attention of the public to the impor- 
tance of the school savings bank move- 
ment iri the United States. This was 
a movement first begun in this country 
in 1876-by Sereno F. Merrill, superin- 
tendent of schools at Beloit, Wisconsin. 
Mr. Merrill had become imbued with 
the idea of school savings at the Vienna 
exposition of 1873 where he learned of 
the school savings plan then in opera- 
tion at Ghent and which: afterwards 
has been operated with such great suc- 
cess in France. After being in opera- 
tion in Beloit for five years, however, 
the school savings plan was dropped. 

To John H. Thiry, therefore, must be 
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accorded the honor of instituting school 
savings on a permanent footing in the 
United States. Thiry was a native of 
Belgium and was therefore familiar with 
the school savings system of Belgium 
and France. On March 16, 1885, be 
instituted a savings bank in one of the 
ward schools of Long Island City, New 
York. Atfirst the idea went slowly not- 
withstanding the fact that Mr. Thiry 
devoted much time and effort to the 
movement. In 1892, however, he was 
able to report that school savings banks 
had been formed in twelve different 
states with a total of 27,430 deposit- 
ors holdings deposits of $207,428.76. 
Thereafter the movement gained mo- 
mentum, and in 1915 through arrange- 
ment with the U. S. Comptroller of the 
Currency, the following statistics con- 
cerning the school savings banks were 
obtained: 
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which emphasized the virtue and neces- 
sity of saving, the people of the United 
States were brought suddenly to the ` 
realization shortly after entering the 
World War that we must conserve 
labor and materials as we had never 
done before. The money which had 
hitherto been spent for luxuries must 
be saved and loaned to the government 
for the purchase of: vital war supplies. 
To these ends the people were urged to 
produce the greatest possible amount 
of food and war materials; to conserve 
food and fuel; and out of current sav- 


„ings to purchase Liberty Bonds and 


War Savings Stamps. 

. War Savings Stamps. Furthermore, 
realizing that-the war could not be 
financed by the men of wealth unless 
assisted by the small savings of the 
millions of wage earners, the govern- 


ment provided convenient opportuni- 





Number | Number | Number Number Amount 
of 0 o of of 

|. Cities Schools Pupils Depositors Deposits 
New England States.......... 75 667 172,250 89,379 $202,962.20 
Eastern Central States........ TA 401 265,209 151,264 485,426 .65 

Southern States...........005 15 82 12,427 5,122 33,828.59. 

Middle Western States.......- : 80 560 $33,529 118,323 647,698.49 
Western States............... 16 -76 27,918 ' 5,082 29,847.47 
Pacific States.. .... ausan 20 189 117,451 29,370 393,376.70 
Total corre eee ens onr EKS 280 1,925 928,784 398,540 $1,792,640. 10 





The school savings bank movement 
has been materially assisted. by the 
passing of a law in Massachusetts in 
1910 providing for compulsory instruc- 
tion in thrift in the public schools. 
Acts of the legislature in New York, 
New Jersey, California and Minnesota 
also make provision for the correlation 
of the school savings banks with the 
local savings banks. 


War EMPHASIS on THRIFT 


Notwithstanding all the agencies for 
thrift and the various movements 


ties for the purchase of Liberty bonds © 
in small denominations. Also, follow- 
ing the example of Great Britain an 
organization was authorized by. act of 
Congress, September 24, 1917, for the 
sale of war savings stamps and for 
spreading the gospel of thrift through- 
out the length and breadth of the land. 
This organization known as the Na- 
tional War Savings Committee devel- 
oped national plans for widespread 
popular education in thrift and the sale 
of stamps. The actual sale of the 
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stamps was left to each of the twelve 
federal bank districts. In each one of 
these districts a war savings director 
was appointed with a corps of assist- 
ants who was to establish county and 
city or other local volunteer organiza- 
‘ tions In each state. 

` The war savings stamps were sold 
for $4.12 in January, 1918, advancing 
in price one cent each month through- 
out the year. At maturity, January 1, 
1923, the government promises to pay 
$5.00 for each stamp. The difference 
between the purchase price and the 
maturity value of the stamps makes an 
interest return of ‘about 4 per cent 
interest compounded quarterly. Other 
features of the stamps made them par- 
ticularly attractive small Anvestments. 
They could be registered at any first, 
second or third class post office as a 
precaution against loss; and they could 
be redeemed at any time before matur- 
ity by giving ten days’ notice to a post 
office. In such cases the rate of inter- 
est paid amounts to about 3 per cent. 
In order to preserve these attractive 
investment features to persons of small 
means it was provided that no one 
was to be permitted to hold more 
than $1,000 (maturity value) of the 
stamps. 

Thrift Stamps. As a means of 
assisting people to accumulate small 
sums of money for the purchase of 
savings stamps, thrift stamps were 
sold at twenty-five cents each. The 
thrift stamps bore no interest, but 


`- whenever sixteen of them were accu- 


mulated they were exchangeable with 
the addition of a few cents, varying 
with. the month of the year, for a sav- 
ings stamp. By means, therefore, of 
the savings stamps the government 
brought an attractive investment 
within the reach of practically every 
man, woman and child of the country. 
15 
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The plan of the savings campaign 
included considerable education in the 
principles of thrift. For this purpose 
a number of pamphlets emphasizing 
the necessity for thrift, advising the 
methods of organizing savings socie- 
ties, and showing methods of regular 
and systematic saving through individ- 
ual and family budgets were distributed 
to-the public. As the campaign pro- 
ceeded, however, the financial necessi- 


. ties of the government became more 


and more pressing and there was a 
gradual tendency to make the thrift 
campaign purely a selling campaign of 
war savings stamps. Every organ- 
ization which could possibly be induced 
to do so was enlisted im the sale of 
the stamps. The Boy Scouts and the 
schools undertook the work with espe- 
cial enthusiasm and the ,result was 
distinctly gratifying from a financial 
point of view. 

The sale of the 1918 series of war 
savings stamps began on December 3, 
1917, and continued throughout the 
year 1918. The original quota set for 
the country was not to exceed two bil- 
lion dollars. . This was an average of 
about $16:50 for each man, woman and 
child in the United States. One state 
only, Nebraska, exceeded this per 
capita quota with $21.18. Ohio was 
second with $16.39; South Dakota 
third with $16.38. The lowest were 
Georgia, South Carolina and Alabama, 
with per capita sales respectively of 
$4.78, $4.69 and $4.48. The grand 
total of sales for the entire country 
was $1,015,067,471.80 which was an 
average per capita of $9.64. 


THRIFT CAMPAIGN AFTER THE WAR 


The sale of savings stamps during 
the year 1918 was so gratifying to the 
Treasury Department that it was im- 
mediately decided to continue their 
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sale after hostilities ceased with the. 


hope- of, making them a permanent 
feature of the government. Tie pur- 
pose was partly to raise money but 
especially to carry home’ the lesson to 
every American that individual thrift 
Was as necessary after the war as it 
was during the war. This was an 
exceedingly difficult task because the 
natural tendency of the American 
people was to throw off all the war 


restraints and to resume the usual: 
extravagant practises of the pre-war 
' period. Furthermore the organiza- 


tion which had been carefully devel- 
oped during the war fell apart with the 
close of hostilities. Nearly the entire 
corps of workers in the Savings Divi- 
sion at Washington and in the various 


‘federal reserve districts had to be re- 


~ 


placed with new men and women who 
brought to the enormous task great 
enthusiasm but little experience in 
this field of work. 

The new campaign was to be less 
a campaign for the ‘sale of savings 
stamps and more of an educational 
movement in thrift. In carrying out 
this idea there was to be less of the 
popular emotional appeal and greater 
emphasis on the individual’s self inter- 
est. It was believed that as soon as 
the people of the country realized the 
value of practising thrift and the excep- 
tional manner in which savings stamps 
fulfilled the requirements of small, safe 
and convenient investments a steady 
growth in the number of investors 
would ensue. Thus the sale of the 
stamps would follow as a natural 
corollary of the educational move- 
ment. The objects of the entire move- 
ment as set forth by the Savings Divi- 
sion were to encourage people to— 


1. Put aside as a first obligation, before spend- 
ing anything, a definite portion of the income 
in savings for future use. 
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2. Invest these savings in a security which 
pays a reasonable and proftable rate of 
interest and which is absolutely safe—sav- 
ings stamps and other government securi- 
ties. 

3. Use the remainder of the income so as to 
‘get full value for the money expended. 

4, Use what is bought with as much care as if 
it were money itself. 


In conducting the thrift campaign of 
1919 the Savings Division immediately 
decided to work through established 
organizations. In order to deal with 
these organizations several sections of 
the Savings Division were created at 
Washington with corresponding units 
in the federal reserve districts. The. 
most important of these sections were 
schools, churches, women’s organiza- 
tions, publications, industrial, frater- 
nal and agricultural organizations. 
Each of these sections was to develop 
plans for continuing the savings socie- 
ties formed during the war and to 
stimulate the ' formation „of new 
ones. i 

In the field of the schools the thrift 
propaganda found a very cordial recep- 
tion. Upon several occasions the Na- 
tional Education Association endorsed 
the movement in the highest terms. 
At its last meeting in Milwaukee, July 
5, 1919, the elementary and secondary 
schools were urged to make the teach- 
ing of thrift compulsory. For the pur- 
pose of this instruction the Savings 
Division issued several pamphlets for 
use in the various types of schools. 
Further publicity was given to thé 
school program through the two maga- 
zines, The National School Service and 
The School Bulletin. Arrangements 
have also been made in a large propor- 
tion of the schools for the sale of thrift 
and war savings stamps. The pupils 
have responded enthusiastically to the 
opportunity to give a practical demon- 
stration of their instruction in thrift, 


THRIFT In THE UNITED STATES 


and have become ‘regular purchasérs 
of thrift and savings stamps. 


Among the women’s organizations’ 


the General; Federation of Women’s 
_ Clubs through its department of social 
and industrial conditions has werked 
out extensive plans for promoting the 
study and practise of thrift among the 
members of the local branches. In the 
industrial organizations savings soci- 
_ eties have been promoted among the 
employes with the purpose of inducing 
them to make pledges for definite 
weekly or monthly savings toward the 
purchase of savings stamps. A large 
number of envelope inserts advertising 
the investment features of savings 
stamps have also been distributed by 
corporations when mailing dividends 
to their stockholders. 

Through codperation with the field 
workers of the Department of Agricul- 
ture the Savings Division has also 
been able*to reach the farmers of the 
country. A series of twenty leaflets 
presenting practical thrift problems in 
the home were issued in coöperation 
with the home economics division. 
Widespread publicity for the thrift 
movement has also been gained by the 
work done with the labor organiza- 
tions, churches and fraternal organiza- 
tions. 

At this time it is difficult to estimate 
the success of the thrift movement 
since the close of hostilities. The 
number of stamps sold during the year 
1919 has fallen far below the mark set 
in 1918. This was anticipated from 
the beginning but the extent of the 
falling off has been an unpleasant sur- 
prise, and the figures are therefore 
quite disappointing. During the first 
six months the sales reached only 
$89,856,043.77 more than one-half of 
which were sold during the month of 


& 


21i 


January while the momentum of the 
campaign of the previous year was 
behind the movement. During the 
month of June the sales declined to a 
little less than five million dollars. 
Since that time they have begun to 
increase again. 

The causes for this great decrease in 
the amount of stamp sales are numer- 
ous. Inthe first place, with one excep- 
tion, all the districts have made the 
movement primarily educational ex- 
pecting that the sale of stamps would 
naturally follow. In the second place, 
the cost of living has been high and 
industrial conditions have been unset- 
tled. The savings movement during 
1919 has undoubtedly been advertised 
widely but it has not been convincing 
with a large element of the population. 
In other words it has been exceedingly 
difficult to make headway against the 
natural tendency to fall back into the 
pre-war habits of extravagance deeply 
ingrained in American character 
through years of practise. 

One must realize, furthermore, that 
the practise of thrift is largely a moral 
question for each individual and that 
as such it is a process of years rather ~ 
than months to secure a satisfactory 
universal response to such an appeal. 
It is for this reason that the success of 
the thrift movement now being prose- ` 
cuted with such vigor can never be 
properly measured by the number of 
savings stamps sold. The good effects 
will be felt all through our economic 
life and many of them will not be fully 
realized for years to come. Moreover, 
the task of making out of the American 
people a nation of thrifty men and 
women is a work of years, but the enor- | 
mous national and individual benefits 
accruing therefrom will justify what- 
ever time and effort is expended on it. 


‘ ment-plan 
bonuses, and the like; and indeed of 
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Psychological Notes on the Motives for Thrift 
_ By Epwanrp L. THORNDIKE 
Teachers College, Columbia, University 


COMPLETE inventory of. the 
motives for thrift and appraisal 
of each’ from the point of view of the 
common good would require thought 
and investigation by many men for 
many years. It would presuppose 


. adequate study of the actual working 


of scores of agencies such as savings 
banks, building loan societies, install- 
selling, deferred salary 


all forms of delayed versus immediate 
use of purchasing power. 

In default of such adequate informa- 
tion, principles should at least be 
based on what knowledge is available 
of the ways in which, and the reasons 


forwhich, children and adults do save— ` 
that is, delay the use of such purchasing 
‘power as they from time to time obtain. 


The writer, however, lacks even this 
knowledge and can offer only. certain 
facts and principlės based on the gen- 
eral psychology of motives. ` These 


- may perhaps be helpful. | 


PsycuoLocIcaL Basis or SAVING 


‘The original nature of man,—the 
equipment of capacities and tenden- 
cies, desires and aversions which he 
inherits as he inherits a back-bone, 
upright posture, and power to laugh 
and .cry—predisposes him rather 
against saving. Except for the tenden- 
cies to bring an attractive object to 
one’s lair and cherish it there and to 


` collect and hoard certain small ob- 


jects, man is by nature improvident. 
The parental instincts lead him to 
feed, nurse, ¢uddle and protect- the 
infant and child, but not to save for 


its future welfare. The tendencies to 
acquiring and hoarding may be used 
as a starting-point for habits of saving 
which may later be refined into habits 
of real thrift: they are, however, by . 
nature productive only of indiscrimi- 
nate saving of material objects; and it 
is doubtful whether they do much more 


‘good by the energy they supply, than 


they do harm by its undesirable mani- . 
festations. ' 

On the other hand there are, sonio 
against thrift, the very strong original - 
tendencies toward’ gratifying the gross _ 
sensory appetites, and toward display, 
mastery and approval. Everybody 
understands the potency of the sensory 
appetites, and their essential conflict 
with thrift. The cruder inborn pas- 
sions of approval, getting and mastery 
and their effect on thrift are not so well 
understood. 


Natural Tendencies of Man 


The essential facts are as follows: 
To the situation, “intimate approval, 
as by smiles, pats, admission to com- 
panionship and the like, from one to 
whom he has the inner response of 
submissiveness,” and to the situation, 
“humble approval, as by admiring 
glances, from anybody,” man responds 
originally by great satisfaction. The 
withdrawing of approving intercourse 
by masters and looks of scorn and deri- 
sion from anyone originally provoke 
a discomfort that may strengthen to 
utter wretchedness. The reader will 
understand that the approval and dis- 
approval which are thus satisfying and 
annoying to the natural man are far 
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from identical, in either case, with the 
behavior which proceeds from culti- 
vated moral approbation and condem- 
nation. The sickly frown of a Sunday- 
school teacher at her pupil’s mischief 
may be prepotently an attention to 
him rather than the others, may con- 
tain a semi-envious recognition of him 
as a force to be reckoned with, and may 
even reveal a lurking admiration for 
his deviltry. It then will be instinct- 
ively accepted as approval. 

Darwin’ long ago noted. the ex- 
traordinarily ill-proportioned misery 
that comes from committing some 
blunder in society whereat people in- 
voluntarily “look down” on one for an 
instant. Except for him, little atten- 
tion has been paid to the originality of 
the hunger of man for the externals 
of admiration and the intolerability 
of objective scorn and derision. Yet 
these forces of approval and disappro- 
val in “appropriate form, from those 
above and those below us in mastery- 
status, are and have been potent social 
controls. For example the discipline 
of a humane home or school today 
relies almost entirely upon such ap- 
proval from above, and finds it even 
more effective than severe sensuous 
_ pains and deprivations. The elabo- 
rate.parapliernalia and rites of fashion 
in clothes exist chiefly by virtue of their 
value as means of securing diffuse notice 
and approval. The primitive sex dis- 


play, is now a minor cause: women ob- . 


viously dress for other women’s eyes. 
Much the same is true of subservience 
to fashions in furniture, food, manners, 
morals, and religion. The institution 
of tipping, which began perhaps -in 
kindliness and was fostered by eco- 
nomic self-interest, is now well-nigh 
impregnable because no man is brave 
enough to withstand the scorn of a'line 
of lackeys whom he heartily despises, 
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‘or of a few onlookers whom he will 


never see again. 

Best of all illustrations of the potent 
craving for objective approval, perhaps, 
is offered by Veblen’s brilliant analysis 
of the economic activities of the leisure 
class. ‘These he finds to be essentially 
vicarious consumption and conspicu- 
ous waste, or the maintenance of a use- 
less. retinue and public prodigality in 
order to show that you have more than 
you can use, and so to fix upon you 


_the admiring glances of those who can 


afford to waste less or nothing at all. 
To manifest approving and disap-. 
proving behavior is as original .a 
tendency as to be satisfied and annoyed 
by them. Smiles, respectful stares 
and encouraging shouts occur, I think, 
as instinctive ‘responses to relief from 
hunger, rescue from fear, gorgeous 


display, instinctive acts of strength and 
‘daring, victory, and other impressive 


instinctive behavior that is harmless to 
the onlooker. Similarly, frowns, hoots 
and sneers seem bound as original re- 
sponses to the observation of empty- 
handedness, deformity, physical mean- 
ness, pusillanimity, and defect. 

As things are and have been in most 
communities, thrift reduces, or at least 
delays, the chance to win approval by 
“relief from hunger, gorgeous display 
and other impressive behavior,”’-and to 
attain a superior mastery-status. ‘The 
“tight-wad” is scorned; the meanly 
dressed girl feels inferior. In popular 
juvenile and adult fiction, which mirror 
rather faithfully the instinctive pro- 
clivities of man, the necessity for thrift 
is at the best a burden which it is 
heroic to endure. The exercise of 
prudence about money and property is 
tolerated if not actually scorned. 

In a less degree the instincts of ad- 
venture, rivalry, sex pursuit, parental 
love and general kindliness ‘are also 
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against thrift. Parents, for example, 
tend by origmal nature to indulge 
their children: in food and toys, but 
not to také out life insurance. To 
make man thrifty his original love 
of notice, approval, mastery and 
sport, as well as his cruder animal 
appetites, have to be counteracted by 
other tendencies or amended by dex- 
terous training. ) 


Inhibition by Rational Insight 


These may be counteracted in many 
ways, two of which are of special 
interest,—inhibition by rational in- 
sight and inhibition by unreasoned re- 
pression. Inhibition by rational in- 
sight is one aim of training in good 
homes, schools, shops and factories. 
Children and others are taught by 
` precept, and by example that twenty 
dollars is better if saved for a bicycle 
than if frittered away in buying candy 
and trifling entertainments. They are 
taught that it is well to. provide for 
future as well as for present needs, and 
for unforeseen needs as well as for those 
at present envisaged. ‘They are taught 
to care for property which they or 
others may need later, even though 
there may be a present enjoyment in 
destroying or neglecting it. In general, 
they are taught the meaning of money 
and property as means of deferred as 
well as present enjoyment and purchas- 
ing power, and to consider their de- 
ferred use. More or less elaborate at- 
tempts may be made to teach them to 
esteem prudent behavior as well as, or 
in place of, size, beauty, courage, gor- 
geous display and lavishness. All this 
is a part of the general program of 
teaching wisdom and morality, and is 
useful if enough pedagogical skill is 
used. The person learns to value 
thrift rightly and redirects his in- 
stinctive appetites by such learning. 


~ categorical imperative. 
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Inhibition ‘by Unreasoned Repression 


When sufficient: pedagogical skill is 
not used to give an appreciation of the 
reasons, or when the reasons given for ` 
being thrifty are not really rational, we 
have inhibition by unreasoned repres- 
sion. In this case the reason ostensi- 
bly associated with the acts of saving is 
incomprehensible or valueless to the 
saver, the active reason or motive for 
him being something quite different. 
Thus a little child may be taught to 
put his money in a bank “because all 
good children do so” or “so that you 
will have money for an edueation” or . 
“because it is wrong to spend all vour 
money for candy and toys.” The 
active force in his saving is not accept- 
ance of these maxims, but fear of 
parental rebuke, or love of praise, or 
the pride at displaying his savings, or 
a more comfortable feeling when other , 
children are displaying theirs. , , 

In such cases the child often, per- 
haps usually, forgets what the active 
force was and has left chiefly or solely 
a diffuse feeling that hé ought to save, 
because it is the thing one ought to 
do, what the philosophers might call a 
Such a mo- 
tive is strong so long as the individual 
cherishes it. He can withstand argu- 
ments and persuasive attacks. -Hold- 
ing his position for no reasons that he 
knows of, he cannot be dislodged from 
it by reasons. The motive is weak in. 
the sense that if it is once lost, it can be 
recovered only by slow re-creation. 


REDIRECTING THE TENDENCIES OF 
APPROVAL AND SCORN 


Instead of thus counteracting prodi- 
gal tendencies from without by rea- 
soned or unreasoned habits, we may 
try to amend them, attacking them as 
it were from within. 


The Morrves ror THRIFT 


The desire for approval can theoreti- 
cally be made to favor thrift as much 
as it now favors lavishness. And 
practically such redirection of popular 
applause can be carried much further 
than past history might lead us to 
expect. Modern advertising, 1f given 
free scope, can almost guarantee that in 
‘a given year any defined population 
will approve a color combination which 
a year ago it detested. 

It would probably not be hard to get 
the world to pity or scorn a man who 
had'to have a chauffeur drive him as 
it now pities or scorns a man who has 
to be carried in another’s arms. 
` People could be taught to regard the 
child who went to a private school, 
with large tuition fees, as an unfortu- 
nate who was not expected to get on 
in the world without special favors,— 
as a “lame duck” who required a 
large handicap, as the weak mind who 
had to have a pedagogical doctor and 
special medicine. The woman who 
lived in a palatial house with a retinue 
of maids and lackeys might come to be 
viewed as insane—like a woman who 
should wear twenty gowns one over 
the other or ten hats one on top of the 
other, to show that she could afford 
that many, or who rose each half hour 
of the night to change to a different 
bedroom. 

If girls and women all wore a stand- 
ard dress and if it became the custom 
_ to regard any excess of quality or 
adornment as the effort of an inferior 
physique to hide its unattractiveness, 
the misery of unsatisfied longings for 
personal adornment in the poor, and 
the still more debasing glorification of 
one’s self for merits really belonging to 
one’s dressmakers and milliners, might 
be notably decreased. In certain girls’ 
schools something much like this is 
actually attained. 
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Whether we try to. inhibit prodigal 
tendencies by rational insight or to 
amend them by attaching the zest of 
adventure, power, notice and approval 
to thrifty behavior, success requires 
not only that we use right principles of 
persuasion and habit formation, but 
also that we be ingenious in the details 
of human engineering. The former 
are now fairly well known; the full 
development of the latter will require 
the time and thought of many gifted 
men, and much experimentation and 
verification, The concrete sugges- 
tions which make up the rest of this 
chapter are at best only a millionth 
part of what adequate talent and work 
may achieve. 


Improvine Tarr BY RATIONAL 
INSIGHT 


The worst form of thriftlessness is 
expenditure for objects or conditions 
which give no essential satisfaction 
to the buyer or anybody else. Such 
utter waste is of greater magnitude 
than might be supposed. We buy 
many things which we soon find out 
we do not want at all. We buy vastly 
more things which we think we want, 
but only because we have been taught 
to believe that we want them. Let 
some one teach us to believe that we 
do not want them and our net satis- 
factions are increased with a decrease 
in costs. The coat I am wearing has 
buttonholes and buttons on the sleeves 
whose only value hangs by a conven- 
tion which is itself essentially valueless 
to all. We pay for many objects and 
conditions when a different and cheaper 
object or condition would have suited 
us far better. Thus to the average 
girl of eighteen, an automobile and the 
privilege of driving tt is far more sat- 
isfying than the same automobile and 
a chauffeur to drive her init. To the 
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girl’s mother the pride that her daugh- 
ter can take care of herself may be far 
more satisfying, as well as cheaper, 
than the knowledge that there is a 
servant to take care of her. The fool- 
ish father pays ten dollars for carved 
animals for his child who would in- 
finitely prefer a fifty-cent knife and a 
stick of wood to cut. Leaders of the 
public should teach it to know-what it 
really wants and to save the expense 
of paying for what makes it miserable. 

It has been an unfortunate custom 
for poets, philosophers, literary men 
and men of science to regard money as 
in same sense ignoble. We have been 
taught that the cultivated man cares 
little for money, or that money will not 
buy the best things in the world, or 
that we do not wish our children to 
care especially about making money. 
This is, however, false or at least 
fallacious, what is really meant being 
properly that the average uses of 
money are less noble than the average 
‘uses of wisdom, honesty, courage, 
female virtue, health and the like. 
Money is purchasing power, and wis- 
dom, honesty, courage, female virtue 
and health are purchasable. Pur- 
chasing power rightly used could, for 
example, reduce prostitution by a 
large percent, and eliminate tubercu- 
losis entirely. 

The wise and cultivated man may 
give the world a new scientific truth 
directly, if he has the talent to dis- 
cover it. Any man can ensure giving 
a new scientific truth to the world if 
he will purchase a perennial research 
fellowship of $10,000 instead of build- 
ing himself a house for a quarter of a 
million dollars. A woman may add 
one to the roster of female virtue by 
preserving her own, but she can ensure 
the addition of many by spending 
money judiciously to provide for 
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healthy recreation of girls or for the 
segregation of the feeble-minded. 


The Nature of Saving 


The fact that saving is simply de- 
ferred spending is perhaps worth mak- 
ing clearer to children and adults of 
uncritical minds. Saving is often felt 
as an essential deprivation, for example 
by children whose savings go year after 
year into a bank and never come out. 
If he is to be rational, the saver should 
think of his bank account as a fund of 
purchasing power; and should: from 
time to time spend money that he has 
saved. Saving thus becomes dis- 
sociated ‘from mere: self-denial and a 
restricted life and associated with the 
sense of mastery and self-confidence 
which ordinary human nature so 
highly values. It is too much to ex- 
pect children or unintelligent adults to 
save rationally for the needs of old 
age or sickness or for a reserve for un- 
foreseen emergencies. Prudence with 
them’ may consist in going without 
candy to have a bicycle, or im denial in 
food, dress and amusements to have a 
home of theirown. The foresight thus 
encouraged may extend to an apprecia- 
tion of the value of a reserve of general 
purchasing power. 

It may be desirable to give more peo- 
ple and at a younger age the conception 
of true economic waste. Many chil- 
dren and adults would be willing to 
save for the public if they were brought 
to consider the matter. They destroy 
in neglect what they cannot themselves 
use for their own satisfaction, not be- 
cause they wish to injure others to save 
themselves a very slight inconvenience, 


but because they do not consider the 


interest of the others at all. Their 
deficiency is intellectual rather than 
moral, and is curable by reasoning and 
persuasion. 


» Toe Morres ror Tart 


Also many children’ and adults con- 
fuse the virtue of generosity and the! 
virtue of true economic thrift and se- 
cure the former at the expense of the 
latter. In the common case of dis- 
‘ carded clothes, for example, the aver- 
age American would regard himself as 
generous and thrifty when he gave 
away a suit of clothes. He is generous 
to the extent of the money value of the 
old clothes minus the money value of 
his own trouble in selling them to an 
old-clothes dealer.: But he cannot 
credit himself with any true economic 
thrift, except in so far as he chooses as 
the beneficiary someone who will surely 
make effective use of the clothes. 
‘True economic thrift is in general 
much more surely secured if he sells the 
clothes; the proceeds he may use as 
generously as he chooses. 


The Stimulus to Saving 


The interest in savings is accentuated 
by a concrete and obvious thing to 


embody, represent, or at least measure ` 


it. A bank with the pile of pennies 
therein increasing; a farm growing by 
the purchase of field after field—these 
are more stimulating to the average 
mind of young or old than a bank book 
with ink entries or a safety-deposit box 
of securities. The saver’s record of his 
savings. may well be made more cor- 
poreal: and obvious than it would be 
made if the clerical convenience and 
accuracy of the record were the only 
desideratum. In the case of little 
children, for example, the savings 
account proper might be duplicated by 
affixing a red seal for each quarter, a 
‘silver seal for each dollar, and a gold 
seal for each five dollars. Passing the 
ten dollar mark might be celebrated 
by promotion to a larger-sized book. 
These devices may be criticized as 
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childish, but with little children child- 
ish motives may well be employed. 


Wuere REDIRECTING THE TENDEN- 
CIES TO ÅPPROVAL AND SCORN 
SHOULD BEGIN . 


It appears probable that men and 
women of notable achievement or 
popularity or both can encourage thrift 
greatly by denying to themselves and 
their families all forms of ostentatious 
expenditure. If the ablest lawyers, 
surgeons, bankers, manufacturers, ball- 
players, athletes, salesmen, musicians 
and actresses show a contempt» for 
wasteful display in their lodging, serv- 
ice, food and dress, the fashion will in 
large measure spread to those who 
observe them directly and to the multi- 
tudes who observe them through the 
media of newspapers and magazines. 
If the most popular politicians, singers, 
authors, and leaders of society (what- 
ever that may be) let their merit at- 
tach itself to plain living, luxurious 
display, will soon lose a large measure 
of its reinforcement. It might become 
not only vulgar but also eccentric, the 
behavior of a crank. 

Certain forms of ostentation that 
were considered entirely suitable five 
hundred years ago would be considered 
vulgar now, because men and women 
of eminence have abandoned them. 
Possibly the same process of association 
could attach vulgarity to all forms of 
conspicuous waste. As fast as Veb- 
len’s conspicuous waste is made syn- 
onymous with conspicuous vulgarity, 
imbecility and inferiority, it will tend 
to be replaced by conspicuous thrift, 
or (if we are ingenious enough in our 
social engineering) by modest thrift. 

Thrift should then be begun with 
the rich, important, able, and popular. 
So long as it is advocated as the virtue 
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of the poor and lowly, the young and 
struggling, ‘the propaganda ‘will .be 
largely self destructive. Jeffersonian 
simplicity can be inculcated in a land 


where universal ambition is encouraged - 


only when men of Jefferson’s status 
live simply. It is not only bad taste 
and bad morals for the ostentatious 


rich to preach thrift to the poor; it is , 


also largely time wasted. The man 
who by thrift in youth is able to in- 
dulge in luxurious display later is more 
of an encouragement to luxurious dis- 
play than to thrift: His example 
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when he was an unknown struggler is 
of little force; what he does when he is 
known as successful has publicity and 
power. g l 
If the world as a whole is to be eff- 
cient, its mighty ones must distinguish 
sharply between expense for efficiency 
and expense for display, and leave the 
latter to peacocks, monkeys, the feeble- 
minded, and women who have to make 
themselves. saleable. They must also, 
and this will be much harder, teach 
their wives and daughters to do like- 
wise. : 


A 


Thrift in the School Curriculum 
By W. H. CAROTHERS 


Professor of Education, Kansas State Normal, Emporia, Kansas 


NALYZED out of the social 
heritage of race éxperience and 
the environment which surrounds us 
are certain elements which society has 
found desirable stimuli to affect the 
generation of learners. These ele- 
ments, properly organized, graduated, 
and classified constitute the school 
curriculum. Every body of subject 
matter which has found a permanent 
place in the curriculum has at some 
time stimulated responses in the learner 
that better adapted him to the world 
in which he lived. For convenience in 
treating the phenomena of the mind, 
and to clarify our own thinking, certain 
names have been given to the more or 
less permanent effects which these 
stimuli and their responses have on the 
neryous system of the person who 
experiences them. Arranged in the 
order of simplicity they are habits, 
ideas, ideals, prejudices, and attitudes. 
It is the business of the curriculum to 
bring about those changes and to 
realize those values which society has 
considered of greatest worth. 


Tur BROADER CURRICULUM 


What has been described is the cur- 
riculum in its limited sense. 
broader curriculum is the learner’s 
total environment and includes all the 
influences that affect a person from 
birth to death. The limited curricu- 
lum is an attempt to bring order out of 
chaos and to control the elements 
which should enter into the child’s 
education. The school is often power- 
less to prevent outside stimuli from 
creating permanent and undesirable 
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effects. Imitation is an instinct of 
great potency in young people, a fact 


- which robs the school of much of its 


power in its anti-narcotic campaigns 
so long as adults use tobacco in the 
presence of children. The. extrava- 
gance and luxury of the modern city 
which attract the daily attention of 
the rising generation and appeal to 
the powerful social instinct of display 
will nullify in part the efforts of the 
teacher in thrift education. The 
broader curriculum will continue to 
have its effect, but the school will 


always have the advantage over the 


capricious phenomena of the outside 
world in training the young. 


- Waar Can Be TAUGHT 


The question often arises whether 
this idea or that thing can be taught. 
Can we teach patriotism? The answer 
is that all the patriotism we now 
possess has been taught to us, for we 
are not born in possession of tbis or 
any other ‘sentiment. The infinite 
capacity of the human mind to be in- 
fluenced is the most significant fact in 
our social life and one that has been 
only narrowly appreciated. Can we 
teach people to save in the midst of 
plenty? The answer is, you can 
teach people anything in the world 
‚that you seriously want to teach them. 
There are, however, many qualities 
desirable in the twentieth century 
which only careful training, requiring 
time, patience, and effort can bring 
about. Thriftisoneofthem. Nature 
has not been generous in her endow- 
ment of this quality. Opposed to the 
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weak. collecting instinct which: mani- 
fests itself in the bulging pocket of the 
boy of ten—an instinct adapted to a 
périod when the child picked up small 
particles of food strewn among the 


debris of a cave—is the strong social , 


instinct which manifests itself in gaudy 
display and ostentation. The diffi- 
culty of a problem, however, may 
easily add interest to it. 


Turire Epucarion THrouaa 
, Speciric HABITS 


The first and most universal method 
of training was habit formation. It 
remains the basic fact in the elemen- 
tary systems of education throughout 
the world to-day. Since the great 
majority of habits are fixed at an early 
age and remain permanent throughout 
the lifetime of the individual, ‘James 
has spoken of them as constituting 
‘the great fly-wheel of society.’ For 
the same reason it is of’ vital impor- 
tance that thrift habits begin to take 
form in the kindergarten and continue 
throughout the elementary school 
period. The saving of paper and pen- 
cils, care of clothing and of school 
equipment, the school bank, purchase 
of Thrift Stamps and War Savings 
Stamps, and the salvaging of com- 
munity waste are desirable means of 
establishing thrift habits. Spasmodic 
efforts will not bring results. Thelaws 
of habit formation forbid exceptions 
and accentuate the importance of regu- 
larity over mere repetition. In view of 
the greater ease with which habits are, 
formed in the majority of people and 
the fact that only a small percentage 
of the population receives considerably 
more than a common school education 
_ it is primarily to the power of habit 
(so-called second nature) on which we 
must rely as the chief factor in the 
solution of our problem. 
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Epucarion ror, Turiet $THroucn 
` IDEAS 

The second method of education is 
through the use of ideas. While ideas 
are present in the earlier training they 
rise to prominence in that period which 
is included in the years devoted to the 
junior high school. Secondary edu- 
cation, which rightly belongs to the age 
of adolescence, has been defined as the 
rational interpretation of experience 


as the basis of future conduct. This 


means that the child in this stage of 
development demands a reason for the 
habits he has formed and the acts he 
is called upon to perform. It is prop- 
erly the scientific age when the mind 
attempts to grasp principles and con- 
struct systems for unifying the scat- 
tered elements of his experience. This 
is the time par excellence for laying 
the foundation of sound economic 
thought by giving the child an insight 
into the economic world in which he 
lives. — 

It has been said that we are a nation 
of economic illiterates. If that be the 
case—and it is guilty only of mild 
exaggeration—the duty of the school 
is plain. It is no less true that if the, 
defect is to be remedied the educative 
process must begin where the larger 
numbers are. The rapid depletion of 
the ranks of school children from grade 
to grade make an early beginning 
necessary if results are to be expected. 

It has been affirmed that attempts 
to teach political economy in the 
secondary school have not proved a 
suecess to date, and that such efforts 
as have been made have been a waste 
of time. This has been due no less to 
the ‘fact that teachers have been 
signally unprepared to teach the sub- 
ject except in the form of dry subject 
matter of a book than to the lack of 
pressure from the outside. Very much 
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the same condition existed with ref- 
erence to civics up to the time that 
Bryce wrote his American Common- 


wealth. Teachers had caused children. 


to memorize the dry facts of the Con- 
stitution because no one had yet been 
able to see the working of American 
government in his own community. 
There is seldom much difficulty in 
teaching children what teachers them- 
selves understand and appreciate. ~ 
Economic Principles in the Secondary 
Schools.—The first task, therefore, in 
preparing children'for an understand- 
ing of the principles: of thrift is the 
preparation of teachers. There has 


never been a period in the history of ` 


our nation when so many carelessly 
conceived economic theories were oc- 
cupying the minds of great numbers of 
people. It is the time-old danger of a 
‘little learning’ applied to a big prob- 
lem. So little careful thought has 
been given to the subject of political 
economy that men have ‘made the 
wish the father of the thought’ and 
have confused desired ends with the 
means of attaining them. There is no 
reason why the child’s grasp of eco- 
nomic laws should not unfold gradually 
and naturally with the widening and 
deepening of his experience. The 
logical time for the beginning of this 
development is the early years of the 
secondary school and belongs logically 
with a course in civics. The fact that 
the productive capacity of one man or 
a group of men is limited, and that the 
person who owns three or four auto- 
mobiles and keeps a house full of serv- 
ants to care for his personal wants 
takes labor out of.the production of 
essential commodities can be made 
very plain to the secondary school 
child, and it may well be held as a 
sound principle of good citizenship. 
The shroud of ignorance which has 
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enveloped the principle of lavish spend- 
ing is evidenced in the remarks of 
bystanders who observe that great 
expenditures of money, though un- 
necessary, give labor to the poor and 
keep money in circulation and make 
business better in the community. 
All that is necessary to correct these 
fallacies is to put the correct ideas 
into the minds of- school children and 
this dangerous superficial philosophy 
will disappear from our thinking. 

The idea once implanted in the 
minds of every secondary school child 
in America that we as individuals are 
the great employers of labor, and that 
through our purchases we determine 
what men and women shall do, what 
materials they shall use, how much of 
their time shall be wasted in making 
gewgaws that should .be devoted to 
making sensible things,—that idea will 
fructify and yield manifold returns. 

There are a number of economic 
laws which the secondary school child 
can grasp but this does not mean that 
the way to teach them is through a 
formal text in economics. Our eco- 
nomic life is so much a part of a work- 
a-day existence that the study of it 
without the imprint of the market- 
place, the farm, and the home, lacks 
reality. It becomes formal, lifeless, 
and meaningless. 


THorirr Taueut Turoven IDEALS 


The third great method of recording 
experience in the nervous system of the 
child for purposes ‘of better adjustment 
is through the use of ideals or emotion- 
alized standards. These are elements 
in the child’s experience which when 
shaded off into their secondary forms, 
namely, tastes and prejudices, have a 
powerful influence in shaping character. 

It required only a comparatively 
short period of time to create a prej- 
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udice against alcohol in America, and 
although scientists state that so ancient 
is the custom of drinking liquor that it 
is embedded in the fiber of human 
nature itself, the habit is passing, the 
miracle being wrought before our own 
eyes. The prejudice began to take 
form, and as it grew it crystallized into 
words with repulsive connotations. 
The poetic “mint julep” and the 
“little drink” for sociability began to 
lose ground in the popular mind, and 
“booze” with all its sordid associations 
got the upper hand. The power of 
prejudices early formed in the minds of 
a generation is difficult to estimate. 
The emotional reaction against civic 
corruption in America crystallized into 
the word “graft” which became a 
term of contempt, and as public con- 
sciousness was aroused by the stench 
of corrupt politics the words “graft,” 
“boodle,” and “pork barrel” consti- 
tuted the weapons with which the 
common man fought his battle for 
- decency. 

Among current social and economic 
customs the practice of conspicuous 
waste for the gratification of the in- 
stinct of display and as a means of 
flaunting in the eyes of the onlookers 
superior economic status is open to 
attack on the grounds that waste is a 
sin against society. One may well 
speculate on the change that could be 
made in the public mind by a campaign 
of education in school and press against 
this deep-seated economic evil. In my 
judgment it will come, using as its 
weapon a term or phrase which will bite 
into the public mind until the evil from 
which it sprang has been eradicated. 
Briefly summarizing, I have attempted 
- to show that the general method of 
thrift education should take the form, 
- first, of specific habits; second, of 
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and, third, of 


ideas or knowledge; 
ideals and prejudices. 


SUBIECT MATTER or THE CURRICULUM 


Arithmetic. —We may properly pass 
to a consideration of the subject matter 
of the curriculum under its various sub- 
divisions. In the subject matter of 
arithmetic, the budget, interest—sim- 
ple and compound, problems relating 
to industry and thrift can be used as 
important means of accentuating the 
importance of thrift. 

~The habit of budget-making is so 
foreign to us either in our private or 
public life that the term is apt to be 
vague in the mind of the average per- 
son. A simple type of personal budget 
to acquaint the child with the princi- 
ples of foresight, system, and accurate 
knowledge from day to day is shown 


_ below: 
Montu or Marcu, 1920 
Income: Savings. ə... $1.00 
On hand .. $0.75 Expenditures: 
Allowance. 1.50 Books... 3.00 
Work..... 4.50 Paper ..... 20 
Pencils .... 10 
Collars ....* .50 
Necktie... . 75 
Amusements .50 
Sundries ... .20 
Balance.... .50 
Total... $6.75 , Total... $6.75 


Children can be taught the art of 
budget making, and a: generation of 
skillful budget-makers will be a genera- 
tion of thrifty people among whom 
fewer business failures will result than’ 
is true of the present. 

The wonders of compound interest 
acting on capital to which regular in- 
crements are made belong in the field 
of arithmetic, but this aspect of the 
subject is receiving little if any atten- 
tion in present day arithmetic courses. 
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The reasons assigned for the omis- 
sion are doubtless plentiful, but the 
principle of compound interest is not 
unknown to our great insurance com- 
panies, banks, and other financial insti- 
tutions, and is, in fact, the cornerstone 
of their success. It is no less impor- 
tant for the laboring man, and the 
great mass of people of slender means 
to become acquainted with the theory 
and practice of compound interest. 

It may be said that since the prob- 
lems involved in budgets and the prin- 
ciples of compound interest are not 
necessary in making adjustments to 
ordinary business life they should find 
no place in the curriculum. This is 
the view taken by a certain modern 
school of educators, but it should be 
recalled that education means much 
more than mere mechanical adjust- 
ment; it means superior intelligent 
adjustment, and as such demands 
training and instruction which will 
prepare the child to analyze and solve 
the more subtle problems which do not 
lie on the surface. 


The mathematics of thrift has been 


carefully studied by financial experts 
who know, for example, the vast dif- 
ference between one-tenth and one- 
twelfth of one per cent when applied 
to modern finance, but little oppor- 
tunity is given the average person to 
get an insight into the workings of 
these subtle elements in financial 
success. 

Building and Loan Associations, 
savings banks, insurance, annuities, 
and the special types of banking insti- 
tutions which operate a “chain” of 
banks in various cities are founded on 
the mathematical law of compound 
interest. They are apt to be looked 
upon as the working of some mythical 
potency which favors the capitalist at 
the expense of the worker. 
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History.—The second subject which 


in virtue of its subject matter and 


organization provides a fertile field for 
thrift instruction is history. Thrift is 
an active principle in social evolution 
and the growth of civilization is con- 
ditioned by its practice. 
History furnishes us with numerous 
instances of primitive peoples who, 
through their failure to practice the 
principles of thrift and economy, lived 
in almost continuous poverty. As 
soon as the individual men and women 
of these tribes began to make wise use 
of their surroundings they evolved into 
civilized nations. In these countries 
personal comforts and cultural life 
were possible. Moreover, a nation 
built upon so sure a foundation. has 


‘nearly always been able to withstand 


the attack of enemy countries which 
lacked this sturdy strength of thrifty 
citizens. 

There are, also, numerous instances 
of powerful civilized nations whose 
citizens have forgotten the cardinal 
virtues on which their forefathers 
built the nation. Jn such instances 
the waste and extravagance practiced 
by the individual citizens contributed 
in no small degree to the decline and 
fall of those nations. 

In this way history makes very 
apparent not only the’ desirability of, 
but also the necessity for individual 
and national thrift. In each instance ` 
the teacher should correlate the ex- 
amples in history with the conditions 
and necessities of the present time. 

To say that our courses in history 
have emphasized the political and mili- 
tary aspects of society to the loss of 
the social and economic is a trite 
criticism, but history must uncover 
the foundations as well as the super- 
structure of institutions of the past. 
To recite the common, homely virtues 
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of mankind is a prosaic task and the 
story is likely to fall on indifferent 
ears, but the choice unfortunately 
does not rest with us. , Fortunate is 
the nation which learns to enjoy the 
things that have to be done, for the 
inexorable laws which shape the des- 
tiny’ of nations are concerned only 
with what people do and not with 
what they like. “Thrift is one of those 
commonplace virtues which by its 
- homely familiarity is apt to breed con- 
tempt. Under such circumstances the 
_ common sanction of society is required 
to raise the habit to a position of dig- 
nity. History. always has at its com- 
mand a powerful instrument for creat- 


ing attitudes and perspectives which . 


determine social sanctions of the 
present. 

Geography.—-Closely allied to his- 
tory is the study of geography. The 
great program for the conservation of 
our natural resources inaugurated dur- 
: mg the Roosevelt administration should 
be carried on as a part of the regular 
work of the school. Living in the 
midst of abundance we have the greatest 
difficulty: in seeing that the supply oi 
natural wealth is limited and that the 
constant increase of population is 
destined to reduce the American stand- 
ard of living unless we deal more 
sanely with our resources. 

The Belgian Commission sent to the 
United States commented on our lack 
of foresight as follows: 

We saw miles of young trees being destroyed 
by fires started by engine sparks, and left to 


burn. We saw farms divided by wooden 
fences that contain enough lumber to build 


the homes of all Belgium. Everywhere in the 
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‘country was wasted‘ land. If we had such 
bounteous wealth of land and other resources 
as are wasted here, we could transform our 
people into conditions of prosperity beyond 
dreams. i 
The rising generation should be 
made to realize its duty to the future 
witk respect to the bounties of nature, 
and it rests with the school, the one 
great institution of learning left under 
direct public control, to create deep- 
seated prejudices against this great . 
transgression of the American people. 


CONCLUSION 


The method and subject: matter of 
thrift instruction has been brietly out- 
lined in the foregoing -paragraphs. 
Not all of the departments of the school 


-which are equipped to aid in this 


educational movement have been men- | 
tioned. The field of English, includ- 
ing reading and composition, is an ‘un 
worked educational gold mine for thrift 
education. In general, in, view of the 
rapid multiplication of subjects it will 
be wise to correlate thrift instruction 
with other established courses, in the 
school until the later years of the high 
school, when a course in economics em- 
phasizing the principles of thrift may 
seem advisable. 

Of fundamental importance is the 
immediate introduction into the cur- 
riculum of a program which will pro- 
vide for the building of good habits, 
the creation of correct ideas and 
worthy ideals of thrift. The nation 
waits upon the school for this service, 
and we may depend on the judgment 
and resources of the American educa- 
tor to perform the task. 


The Consumer’s Responsibility’ 


By Hartritey WITHERS 
Editor of The Economist, London 


E are all of us consumers or 
money-spenders, and all of us, 
including the very poorest, could spend 
our money to better advantage if we 
tried, and make the world a much 
pleasanter place for ourselves and 
others. 

“Why should I try?” asks someone 
very plentifully endowed with common 
sense. “‘What has it to do with me? 
ĮI earn £1,000 a year, and I work for it. 
I shouldn’t be paid this income if I 
wasn’t worth it to somebody, and why 
on earth shouldn’t I spend it exactly 
-as I like? I am not responsible 
for our economic system. It hasn’t 
treated me badly. I pay a lot of peo- 
ple to look after the government of the 
country and it’s their business to put 
things right if they’re wrong. I enter- 
tain freely; I give plenty away to 
objects that I think deserving. It’s 
my own money, and why shouldn’t I 
do what I like with it?” 

First of all; let us try to frighten 
him a little. If there is any likelihood 
that a real economic improvement can 
be brought about by more sensible 
spending, it is surely better to try 
this method instead of letting things 
drift towards terrible experiments like 
general strikes, and the possibility of 
bloodshed and perhaps revolution. 
Surely it is plain that never before in 
the world’s history has there been such 
world-wide unrest among the workers. 
Those who are in sympathy with the 


1 This is an article prepared for the use of the 
British National War Savings Committee which 
Mr. Withers sent as his contribution to this 
‘volume, also. : 


workers and think that they ought to, 
and must, get a bigger share of the 
world’s goods, are glad to see this 
unrest. But to the man who is quite 
content with the manner in which 
wealth is at present distributed, and 
only wants to enjoy his own income, it 
must be a most disquieting and uncom- 
fortable system. For he feels that he 
is really much more vulnerable than 
the workers. He must have his three 
good meals a day, perhapsfour. They 
are quite used to going hungry—one 
of the most pathetic facts in language 
is the existence of a regular word for it 
in the north country, to “clem.” If 
the workers could only solve the ques- 
tion of unity among themselves, so 
that a strike meant a really unanimous 
cessation of work by them, a general 
strike would become a terrible weapon 
against people who do not like to miss 
their accustomed creature comforts 
for a day. It is easy to talk about the 
strong hand and martial law, but the 
strong hand is a game that two sides 
can play at, and martial law may be 
met by martial lawlessness. 

But if our common sense friend is a 
hearty, robustious person, who is not 
going to be frightened by phantom 
pictures of what might happen, we 
must try to persuade him that he is 
wrong in his confidence about his 
economic value and his right and title 
to all the good things that he enjoys. 
We must put it to him that of course 
he must do just what he likes with his 
money, but that possibly if he thought 
the matter out he might like to use it 
in a manner that is a little different 
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from his. present method of spending. 
Because if he has done us the honor of 
reading the preceding pages he has 
been brought face to face with the 
fact that by spending money on luxu- 
ries he causes the production of luxu- 
ries and so diverts capital, energy, and 
labor from the production of necessa- 
ries, and so makes necessaries scarce 
and dear for the poor. He isnot asked 
to give his money away, for he would 
probably do more harm than good 
thereby, unless he did it very carefully 
and skilfully; but only to invest part 
of what he now spends on luxuries so 
that more capital may be available for 
the output of necessaries. So that 
by the simultaneous process of increas- 
ing the supply of capital and dim- 
nishing the demand for luxuries the 
wages of the poor may be increased 
and the supply of their needs may be 
cheapened; and he himself may feel 
more comfortable in the enjoyment of 
his income. | 
Then we proceed to appeal to that 
excellent common sense of his, and ask 
him whether he is quite sure that 
because he receives £1,000 a year he is 
really worth to the community ten 
times as much as the artizan who is 
paid two pounds a week. How much 
of his £1,000 a year does he really owe 
to himself and his own exertions and 
abilities, and how much of it ought to 
be credited to his education and nur- 
ture and the long start with which he 
began life? If we all started from 
scratch, he might fairly make some 
claim to having earned his success him- 
self, though even so he would have to 
allow a very wide margin for luck; for 
his will be a rare experience if he can- 
not call to mind schoolfellows of his 
own, just as well endowed as he is in 
character and ability, to whom fate 
has only opened her purse to the 
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extent of a few hundreds a year. 


‘Moreover, if he will remember the 


store of intelligence that lies dormant 
among the workers because they have 
no real education to awaken it, he will 
see that if the career were actually 
open to talent, and all talent had a 
genuine chance of being developed, it is 
possible that his abilities and attain- 
ments might, be of quite comnionplace 
standard. As it is, owing to this 
lamentable waste of the intelligent 
material that lies ready to our hands, 
the business world is always crying 
out about the scarcity of available 
brains. 

Moreover, still appealing to his 
common sense, we ask him te wonder 
how much use his own abilities would 
be to him if it were not for the rest of 
the community that gives him ease 
and security and supplies him with all 
the comforts and luxuries that he 
enjoys. The argument se commonly 
used about Jandlords—that it is their 
neighbors who make their property 
valuable, by wanting to live on it—is 
true in a certain degree about all of us. 
Whatever our gifts of mind and body 
may be, they would avail us little 
towards achieving comfort, to say 
nothing of luxury, if we found ourselves 
planted by ourselves on a barren 
mountain top. Man, as a solitary 


. unit, cannot acquire the well-being 


that is now enjoyed by the comfortable 
classes; he can only do so as a member’ 
of an economic brotherhood. We are 
accustomed to think of our economic 
civilization as based on competition, 
but in fact coöperation is much more 
important to it, for it is impossible to 
compete unless one first codperates. 
This* being so, since all of us who are 
comfortable and well fed and easy are 
so by the exertions of our fellows, is it 
in accordance with common sense, 
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which is closely allied with common 
sympathy, to stand by and see mil- 
lions of those who help to provide our 
comfort go short of the necessaries of 
life if we can do anything to better 
their lot? Is it “good business”—for 
all this question is a matter of busi- 
ness—to spend money on things that 
one does not really need, if by so doing 
we improverish the workers and sap 
the strength of the nation? 

“But,” we shall be told, “there 
always must be rich and poor. It’s a 
law of Nature that some shall be strong 
and some shall be weak, and.that the 
weak shall go to the wall.” 

Of course there must always be rich 
and poor. Even if all our incomes were 
made equal tomorrow, there would 
still be a great difference in the degree 
of our welfare, for some men can live 
cheerfully on a hundred a year, and to 
others a thousand is penury. But be- 
cause there, must always be differences 
that is surely no reason for sitting still 
and leaving things alone if by a slight 
change in the habits of the spending 
classes some of the more glaring 
differences can' be lessened. 

As to the law of nature and the 
necessary division of mankind into 
strong and weak, is it safe to appeal to 
it before we have made quite sure that 
those now at the top are really the 
strong and those at the bottom are the 
weak? If the law of nature really had 
free play we might see a very startling 
redistribution of the good things of the 
earth. “Were there,” says a great 
scientist and thinker, “none of those 
artificial arrangements by which fools 
and knaves are kept at the top of 
society instead of sinking to their 
natural place at the bottom, the strug- 
gle for the means of enjoyment would 
ensure a constant circulation of the 
human units of the social compound, 
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from the bottom to the top and from 
the top to the bottom.”? 

Civilization, in fact, consists chiefly 
of a series of triumphs over the laws of 
nature. In a natural:state, if we had 
a decayed tooth it would go on decay- 
ing till it gave us such pain that we 
should pray some kindly brother 
savage to batter it out with a boulder, 
and it is likely that he would knock 
out two or three more with it. Civil- 
zation provides a dentist who stops it 
for us and preserves it as a useful 
member of our anatomy. Ina natural 
state, when dimmed eyesight and 
dwindling muscular power made it 
impossible for us to get food by hunt- 
ing or fishing we should either die of 
hunger or be mercifully eaten by a 
wild beast. Civilization keeps us alive 
and useful long after the Jaws of nature 
would have forbidden us to cumber the 
earth, and finally lets us die comfort- 
ably in our beds. If the laws of nature 
were given free play, any question at 
issue between a set of Northumbrian 
pitmen and the shareholders for whom 
they work would very shortly be 
settled, and the shareholders, or their 
remnants, would be found shouting for 
the police. As it is, the artificial 
arrangements of which Huxley com- 
plains, work for the benefit, not only 
of fools and knaves, but of all who lead 
comfortable and sheltered lives, and 
have got nice well-paid posts, largely 
through the accident of being born in 
a certain class, and having been taught 
certain things at school, chiefly by their 
schoolfellows. We had better be very 
careful about talking of the survival of 
the fittest, for the more closely com- 
mon sense looks at the matter the less 
certain its possessor will be that in a 
really natural struggle he would be 
among the survivors. ‘The reason why 

* Huxley, Evolution and Ethics. 
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man, naturally a very weak animal, has 
triumphed over all his natural enemies 
is because he had the good sense, by 
coöperation and care for the weak, to 
overcome much of the terrible waste 
that is implied by the unrestricted 
working of the law of the survival of 
the fittest. He has acted by the 
weaker members of his tribe, who, by 
natural Jaws, ought to have perished, 
as the dentist acts by our weak teeth, 
and kept them as useful members of 
society. In fact, we have carried our 
conquest of natural laws so far that a 
man’s grasp of the good things of life 
depends much less on his strength and 
courage and ability than on the posi- 
tion and circumstances in which he 
happens to be born. “Virtue is of 
little regard in these costermonger 
times,” and we are faced by a state of 
things under which large numbers of 
us, and, those by no means always the 
weakest, do not get a fair chance of 
life. Common sense surely compels 
us to do anything that can be done to 
put this right, and in the meantime 
advises us not to talk too loudly about 
the laws of nature, if our position in 
the world depends on artificial laws 
which defeat them. 

‘But common sense has still another 
cartridge in its belt. We shall be told 
that, even if we could persuade the 
spending classes, by more sensible 
spending, to increase the supply of 
capital, raise the wages of the workers, 
and cheapen the necessaries of life, we 
should not have touched the most 
serious side of the problem of poverty, 
which is the existence of a host of 
people who, from mental and bodily 
weakness, are not fit to work, and so 
could not benefit by an increase in the 
wages of the workers. ‘This is quite 
true, but I never suggested that the 
reform put forward in these pages 
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could, if adopted, cure all the econo- 
mic evils in the world. It is very safe 
to say that any remedy which is 
expected to cure everything 1s almost 
certain to cure nothing. But at least 
it may be claimed, if wages were raised 
and the prices of necessaries were 
lowered, that the creation of these 
unfortunate folk, whom heredity and 
environment have combined to deprive 
of man’s birthright, would be sensibly 
checked, and, if the process were carried 
far enough, would be stopped alto- 
gether. Then all that would have to 
be done would be for the State either 
to see to it that they did not. reproduce 
themselves or to take such measures 
for the care of their offspring that 


environment might have a fair chance 


of undoing the hereditary weakness. 
For how has this army of the unfit, 
whose existence is the most ghastly 
condemnation of our economic system, 
come into being? ‘They aye the crea- 
tion of low wages, assisted by the mis- 
erable conditions under which the 
worst paid of the workers have lived 
for generations, and to this source of 
their production has been added irre- 
sponsible spending, extravagance, and 
consequently weakened moral fibre 
among the richer classes, which have 
turned out spendthrift ne’er-do-wells, 
who, in spite ofall theartificial arrange- 
ments complained of by Huxley, have 
gradually sunk to the dregs. Both 
these sources of .the output of unem- 
ployables might be stopped up, if the 
reform suggested in these pages were 
set to work and given time to bring 
forth its results. Probably it would 
take many generations before it would 
be possible altogether to weed out the 
unfortunate wights who are, im the 
expressive popular phrase, “born 
tired,” and simply cannot face the 
daily effort of regular work. But 
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much might be done to stiffen their 
backbones and lessen their number if, 
instead of encouraging their production 
by underpaying our workers and mak- 
ing their lot difficult, and setting a 
stupid example of irresponsible and 
wasteful spending among the richer 
classes, we tried to bring home to all, 
the simple fact that by wrong spending 
we aggravate the economic evils of our 
present system, and that by wise spend- 
ing we help to correct some of them. 

As things are at present, the manner 
in which we spend our money is a 
matter in which we are swayed less by 
intelligence than by habit and conven- 
tion and sheep-like mimicry of one 
another, tempered by weak-minded 
submission to the bullying of the 
advertiser. 

“Although,” says Dr. Hadley, “laws 
prescribing what a man may buy or 
sell have fallen into disuse, it must not 
be supposed that every man exercises 
his intelligence and pleasure to buy 
what will give him the most happiness. 
People are bound by custom where 
they have ceased to submit to law. A 
large part of the expense of most peo- 
ple is regulated, not by their own 
desires and demands, but' by the 
demands of the public sentiment of 
the community about them. The 
standard of life of every family is fixed 
in large measure by social conventions. 
Few are intelligent enough to break 
away from those conventions, even 
where they are manifestly foolish. 
Although we have made much prog- 
ress in the direction of economic free- 
dom, it Is a mistake to assume that the 
authority of custom in these matters 
is a thing of the past. With most 
men custom regulates their economic 
action more potently than any calcu- 
lation of utility which they are able to 
make. Nor can we assume, as some 
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writers are prone to do, that such cus- 
tom represents the average judgment 
of the community as to the things 
needed for the comfort and happiness 
of its members. It represents an 
average absence of judgment—-a sur- 
vival of habits which doubtless proved 
useful in times past, but which in 
many instances have entirely outlived 
their usefulness. The success of 
advertising shows how little intelli- 
gence is habitually exercised in these 


matters. A man does not generally 


use his nominal freedom to buy what 
he wants until someone comes and 
tells him in stentorian tones what he 
wants to buy. The authority of cus- 
tom and tradition can only be over- 
come by the authority of drums and 
trumpets. It is a mistake to draw too 
fine-spun deductions as to the motives 
which guide buyers in their choice, 
when three-quarters of the buyers 
exercise no choice at all. It is not 
merely that people want things which . 
hurt them, or which fail to do them 
the maximum good but that 
they buy things, without knowing 
whether they want them or not, 
through sheer vis inertia.’ 

This uncomfortable string of home-. 
truths, dealt out to us all by a distin- 
guished economist, would not hit us 
very hard if we were the only sufferers 
by the absurdities that he puts before 
us so clearly. If we choose to waste 
our own money at the bidding of con- 
vention and the advertiser, and if we 
could do so without hurting anybody 
else, we need only say with Puck: 


Lord, what fools these mortals be! 
and leave ourselves to the consequences 
of our folly. But the folly becomes 


tragedy when we have once grasped 
the fact that bad spending makes the 


3 Hadley, Economics, chap. ii. 
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poor poorer, and it becomes necessary 
to look more closely into this question 
of the consumer’s responsibility and to 
see whether something cannot be done 
to deliver him from the yoke of con- 
vention and from the paw of the adver- 
tising lion. 

A sense of responsibility in the enjoy- 
ment of wealth is no new-fangled no- 
tion. In the Middle Ages the owner 
of land, then the form in which wealth 
was most commonly held, owned it 


only on condition that he put so many, 


men, in proportion to his wealth, into 
the field when called on by his sover- 
eign, and put himself at their head 
when they went into battle. This re- 
sponsibility is long obsolete, and in the 
eye of the law and of custom a man 
who cuts off coupons or draws divi- 
dends and rents, or earns a big salary, 
may do as he pleases with his money. 
If he makes handsome contributions to 
charity, it is counted to him for right- 
- eousness, and rightly, since he is giving 
away what he believes, and his neigh- 
bors believe, to be his own. But, in 
fact, it is his own only in a very limited 
sense. If he has inherited it, he owes 
the peaceful possession of it to the pro- 
tection given him by the rest of the 
community. If he earns it by his abil- 
ities, he owes it to exceptional training 
that his abilities have had, and to the 
neglect of the abilities of the greater 
part of the population, through lack of 
this training. ‘The ease and comfort 
` that he enjoys only exist because he is 
a member of a great whole, that works 
for him and works with him. If he 
spends his money in a manner that is 
. harmful to the whole, he is not making 
a fair return to it for the benefits that 
it pours on him, and any expenditure 
that makes the lot of the poor harder is 
unquestionably harmful to the nation 
asawhole. Apart from any considera- 
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tions of humanity and equity, it is 
economically unsound that a large 
proportion of the population should be 
short of the necessaries of life. 

It is a commonplace that needs no 
proof that extravagance on the part 
both of nations and of individuals has 
increased very fast in the last few gen- 
erations. The consequences, scarce 
capital and high prices, are before our 
eyes, “plain as way to parish church.” 
High taxes prevent our saving and so 
does a so-called high standard of com- 
fort, which generally means a high 
standard of ostentation, and of expend- 
iture according to convention, instead 
of according to our wants. 

“For at least half his expenditure,” 
says Mr. Dibblee, “an ordinary indi- 
vidual does not know what he wants, 
and out of the other half for at least a 
half he does not get what he wants. 

Half the furniture of any 
house 1s mere mimicry of* other es- 
tablishments, whose use is in display 
without beauty or comfort. Half the 
clothing of either children or adults is 
dictated by fashion and discarded be- 
fore consumption. Half the wages of 
most of those who pay any for domestic 
service are for the performance of cere- 
mony, useless, boring, and time-waste- 
ful. Few of us are perhaps willing to 
admit this specifically in our own 
cases. But it is easier to see 
the truth of such a generalizaticn in the 
habits of others, particularly of the 
very rich, whose estates and stables, 
yachts, gardens and pictures are bought 
for them, kept going for them and regu- 
lated for them down to the last boot- 
button by a whole army of officials and 
experts, with only an occasional refer- 
ence to any personal enjcyment which 
their owner may expect from them.’”4 


*“The Laws of Supply and Demand,” pp. 
22, 24. 
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Let us leave the question of national 
extravagance to statesmen. Individ- 
ual extravagance is a matter that each 
one of us can deal with himself, as far 
as he is guilty of it. As long as he be- 
lieves that he only is a sufferer by it, 
and that if he outruns the constable he 
alone takes the consequences, he can 
go on merrily wasting the good things 
‘of the earth. But when once he has 
grasped the fact of the consumer’s 
responsibility, he sees that it is one 
which he cannot evade. We are all 
consumers, and by our demand for 
goods and services we decide what 
goods and services shall be brought 
forth into the world’s mart. If we 
abstain from,.or reduce, our luxuries 
and frivolous consumption, we check 
the production of luxuries, and set free 
capital and energy for the production 
of necessaries. At the same time, by 
checking our consumption of goods 
that we do not want we save more 
capital and so quicken the demand for 
labor, and so the workers are enabled 
to take advantage of the increased 
supply of necessaries. When the 
workers are all supplied with neces- 
saries and: poverty in its grimmest 
aspect has been driven off the face of 
the civilized earth, then it is likely 
enough that increased production may 
give us a surplus that we can use as we 
like. At present we consume luxuries 
at the expense of the ill-fed workers. 

As we are all consumers so we all 
have this consumer’s responsibility, 
and nearly all of usignoreit. Extrav- 
agance is rife in all classes. Thanks 
to the drums and trumpets of the 
advertiser, and the blatant publicity 
with which the luxurious exploits of 
the wealthy are nowadays chronicled, 
the habit of aping the expenditure of 
those better off than ourselves is pathet- 
ically general. The thriftlessness of 
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the poor, and the terribly bad use that 
they make of the pittance that civil- 
ized society hands out to them, are 
lamented by all who. have worked 
among them. The marvels that the 
really destitute achieve in keeping body 
and soul together on next to nothing, 
are almost paralleled by the reckless- 
ness with which those who are rather 
better off take no thought for the mor- 
row, and waste on betting or drink or 
cheap finery, money that is needed for 
their-food and clothing. In their case 
it is natural enough. How many of 
us, who have been brought up differ- 
ently, would act differently if we had 
to live their lives and face the prob- 
lems that they deal with daily, and 
look forward to the future that is be- 
fore them? But it is one of the lessons 
that the leaders of the workers have to 
teach, that they also have responsi- 
bility as consumers and that labor can 
never win a complete victory until it 
has conquered its own Jack of thrift. 

“When we remember,” says Walker, 
“that the expenditure of the people of 
Great Britain, annually, for alcoholic 
beverages reaches the enormous sum 
of £180,000,000 four-fifths, 
at least, of which is spent in a way that — 
is not only without any beneficial 
effect, but is positively injurious, a 
large part of it going to the destruction 
of moral, intellectual, and physical 
power, we get a rude measure of the 
force which a wiser consumption of 
wealth might introduce into the eco- 
nomic life of that country.’ 

In this matter of the consumer’s 
responsibility an enormous influence 
can be exercised by women. In the 
constituency of consumers they have 


5 Political Economy, Part V, chap. ili. The 
Second Edition, from which I quote, was 
published in 1887. Our National drink bill for 
1913 was 1664 millions. 
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already got a vote and a majority, and 
can use it today with overwhelming 
effect. Most of the world’s spending 
is done by them, especially in the mid- 
dle class, whose numbers and wealth 
make its action all-important. In 
many middle class households the man, 
the ostensible head of the family, is 
more or less in the position of the doc- 
tor described by Mr. Arnold Bennett 
in Buried Alive, whose “wife and 
two fully developed daughters spent 
too much on their frocks. For years, 
losing sight of the fact that he was an 
immortal soul, they had been treating 
him as a breakfast-in-the-slot machine: 
they put a breakfast in the slot, pushed 
a. button of his waistcoat, and drew out 
banknotes.”” Household expenditure, 
that bulks so large in most of our bud- 
gets, is usually regulated almost en- 
tirely by the women of the family, who 
are the spending departments of the 
domestic Civil Service. If women 
could be brought to see, and act on, 
their responsibility as consumers, we 


should have made a long step forward. 


towards a big reform. How far some 
of them are from this perception is 
shown by the example of a lady who 
lately achieved the honor of public 
mention in the newspapers by owning 
over a hundred nightgowns. 

Summing our conclusions up, we 
may say that two evils now stand in 
the way of a better share for the work- 
ers in the good things of the earth. 
These are the dearness and scarcity of 
capital and the dearness and scarcity 
of food and raw materials. Both these 
evils every one of us can help to correct 
by spending less on luxuries, and living 
more sensible lives, in accordance with 


THE ANNALS OF THE AMERICAN ACADEMY 


a more genuine standard of comfort, 
based on our real wants instead of 
mimicry of the extravagance of our 
neighbors. 

If we did so we should at the same 
time be working to do away with two 
important causes of discontent with 
the results of civilization. The dis- 
content is due partly to our comparing 
our present comforts, not with those 
enjoyed by our forbears, but with those 
indulged in by our neighbors, and 
partly to an uncomfortable feeling that 
the existence of poverty in the midst 
of wealth is a disgrace to our civiliza- 
tion. Now we find that we can do 
something towards expelling both these 
causes of discontent by a single effort 
of mind, by seeing that members of the 
well-fed classes are better off than they 
have ever been before, if only they 
would recognize the fact and not al- 
ways be asking for more. The keen- 
ness of the struggle among them is only 
due to a false ideal, which makes 
comfort consist in spending more 
than one’s neighbor. If they would 
straighten out this twist in their minds, 
they would kill one cause of discontent 
at a blow, and by the more rational 
expenditure that would follow they 
would do something to kill the other; 
by checking the demand for luxuries, 
laying by more capital for industry, 
and helping the production of neces- 
saries. So we might do something 
towards making a world in which the 
poverty of those who do the hardest 
work should no longer be a reproach 
to all who enjoy its comforts. And 
we could do it ourselves, every one 


of us who have more than a living 


wage. 


The Promotion of Thrift in America 


By ALVIN JOHNSON 
Editor, New Republic 


O long as we live under an economic 
system. in which income is dis- 
tributed on another basis than that 
of need, savings from private income 
or “thrift” will remain the most 
natural source of new capital for 
investment, the source involving the 
least hardship to individuals. So long 
as there are adverse chances of life 
against which adequate provision can- 
not be made through the insurance 
principle, every man who hopes to live 
im reasonable security will strive to 
build up reserves of purchasing power. 
As our economic life is now organized, 
and is likely to remain organized to a 
point in the future beyond the reach 
of reasonSble calculations, the exercise 
of thrift is a public service and a pri- 
vate virtue. This has always been 
sufficiently clear to the few who have 
had the opportunity and taste to trace 
the operation of economic forces to 
their remote ramifications. The prob- 
lem is: How to make the claims of 
thrift cogent to those who are not in 
the habit of abstract economic analysis, 
how to induce the maximum number 
not only to recognize these claims but 
to act upon them, against the solicita- 
tions of present indulgence and against 


the organized forces’ that through ` 


argument or suggestion support the 
counterclaims of the principle of free 
spending. 


EDUCATION ror Trrirer 


Something may, I believe, be ac- 
complished in this direction through 
education. The fallacy of the argu- 
ment that spending stimulates trade 


while saving kills it does not present 
logical difficulties beyond the control 
of the average child in the last years of 
the public school. If we could intro- 
duce the school savings bank generally 
and build up in connection with its 
administration a set of lessons explain- 
ing the use to which the savings are 
put, the source of their earnings, the 
possibilities of compound interest, we 
should no doubt in time add consid- 
erably to the number of habitual 
savers. There are also many direc- 
tions in which the educational method 
might be applied to adults. It should 
not be impossible, for example, to in- 
terest labor organizations in the ques- 
tion whether the condition of the 
reserves of the individual members is 
not a mighty factor in determining the 
outcome of labor disputes. There is 
much evidence that could be assem- 
bled on this point. It would work 
toward establishing the rule of conduct: 
“Every union man should keep several 
months’ reserves ahead.” 


SoctaL Pouicies For STIMULATING 
THRIFT 


Additional possibilities of bringing 
educational methods to bear upon the 
problem of extending the practice of 
thrift will readily occur to everyone. 
I do not linger over them because I 
believe that the habits of saving or 
spending, like most other personal 
habits, are rather refractory to logical 
demonstration and reasoned precept. 
Most men who have learned to prac- 
tise thrift have been little influenced by 
theory and exhortation. They have 
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been much influenced by environing 
conditions that make saving and. in- 
vestment as easy and natural as spend- 
ing. The farmer who is yearning for a 
tractor is not in a state of mind essen- 
tially different from that of the subur- 
banite who is yearning for a touring 
car. Each cuts down expenses where 
he can to realize his desire. Each 
saves, for a while. But when they 
have realized their desires, the farmer 
has an instrument of production which, 
barring miscalculations, will add to his 
income by an amount equivalent to 
interest on the money he paid for it, 
together with a fair sum to offset wear 
and tear. The suburbanite has an 
instrument that adds no doubt to his 
happiness butrather helps him to spend 
his remaining income than to increase 
it. I hasten to disavow any intention 
of suggesting that the one application 
of purchasing power is more rational 
than the other. All I mean to imply 
is that differences in external condi- 
tions may have more to do with the 
practical exercise of thrift than inher- 
ent differences in temperament or dif- 
ferences in training, and that a social 
policy of stimulating thrift ought to 
look closely to these conditions. It 
should not expect the same measures 
to work with the factory hand or de- 
partment store employe as may be 
expected to work with the farm laborer 
or share tenant. As in most other 
matters of social policy, we ought to 
attend first of all to classification. 


Thrift in Agricultural Population 


Let me offer, by way of suggestion 
only—for any one by taking thought 
can improve upon it—a rough classi- 
fication of the American groups in 
which it would be desirable to stimu- 
late thrift, with some opinions, also 
tentative, as to how thrift might ac- 
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tually be encouraged in each class. I 
shall begin with the agricultural pop- 
ulation. Here we have.(1) the inde- 
pendent farmer, with unencumbered 
holding; (2) the farmer owning subject 
to mortgage; (3) the tenant, ranging in 
status from (a) the more or less pros- 
perous cash or share tenant of the 
North to (b) the Negro tenant, grad- 
ing all the way down to peonage in the 
South; (4) the farm laborer. 

As to the independent farmer, it may 
be thought that he is already suffi- 
ciently thrifty; nothing needs to be 
done to encourage him to save. That 
may in most instances be a sound view 
of the farmer’s condition; but have you 
ever observed what happens in a typi- 
cal farming community where mort- 
gages are well cleared off and money 
begins to back up in the local banks? 
That is a fertile field for the promoter 
of speculative enterprises—oil, copper, 
or gold, Canadian wheat *lands or 
orchard lands in Florida or California. 
And the fruit of most of this speculative 
activity is disillusionment and lessened 
incentive tosaveinfuture. Whatsuch 
a community could profitably absorb 
is safe and sound paper in local busi- 
nesses—banks, elevators, mills—for a 
good yield, or the bonds of the federal, 
state and local governments, or of solid 
private corporations, for ready con- 
vertibility in case the usual sources of 
annual income fell away too seriously. 
The prosperous farmer won’t have such 
investments; he wants sudden wealth 
through lucky speculation? Try him. 
Present to him the true merits of sound 
investments as seductively as the false 
meritsoftheunsound. Thathas never 
been done, so far as I know. Here is ` 
an opportunity for the educational 
method. ' 

The farmer owning subject to mort- 
gage usually has all his thrift instincts 
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harnessed to one purpose, paying off 
the mortgage. You would say that of 
course such a farmer would save all he 
could; his mortgage usually falls due 
within a very brief period—seldom 
more than five years—when he stands 
a chance of losing his equity unless he 
pays in full. But there is such a thing 
as putting so heavy a load behind an 
instinct that it balks altogether. It is 
astonishing how often the mortgagor 
comes up at the end of the period with 
a request for renewal of the whole loan. 
I have an impression, vague for want 
of any statistics for America that are to 
the point, that more net progress in 
payment is made in countries where 
such loans run from twenty to fifty 
years, with small compulsory instal- 
ments and no limit upon repayment at 
the option of the debtor. Practical 
men in America have a theory that the 
short term loan with drastic renewal 
possibilitjes makes for desperate strug- 
gles to save. That is a theory that 
wants fortification with facts, before 
it can override the reasonable psycho- 
logical assumption that thrift grows 
best not under desperation but under 
reasonable ease and security. 

We are experimenting, under the 
Federal Farm Loan act, with what I 
conceive to be the sounder principle; 
we need to push it much more ener- 
getically, and especially to use every 
effort to place farm Joan bonds with 
the farmers themselves, so that as 
nearly automatically as possible the 
man who has extinguished his own debt 
may proceed by way of becoming an 
investor in loans to other farmers. 
That is a way of opening this field to 
non-speculative securities. It would 
have another effect of direct bearing 
upon the prospects of our next class, 
the tenants. 


The Tenant Farmer. No democratic 
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American contemplates with satisfac- 
tion the idea of a permanent agricul- 
tural tenantry. As we would have it, 
the status of tenant ought to be a pass- 
ing phase in the individual progress 
from farm hand to unencumbered 
owner. But at present there are two 
serious barriers to this progress, the 
one, the limited opportunity to secure 
long term purchase loans, the other, 
selling prices of land in excess of invest- 
ment values. Much of our land is held 
at such a price that the interest a 
buyer would have to pay would greatly 
exceed the rent a tenant would pay. 
That is a heavy penalty upon the 
enterprise of establishing ownership. 
Its existence is usually explained by 
reference to the fact—which is not a 
fact—that land is sure to go up. A 
truer explanation, though a negative 
one, is that owing to our failure to 
develop among the agricultural popu- 
lation the habit of investing in sound 
securities, the very conception of 1m- 
vestment values is wanting. A pros- 
perous farmer with money to invest 
looks about for land to buy, as some- 
thing certainly safe, not recognizing 
that there are security investments 
equally safe and much more convenient 
and productive. And so he contrib- 
utes his share to hoisting the price of 
land above the reach of the man who 
must pay for it with what he can earn 
on it. The consequence is an inevi- 
table discouragement to the tenant 
which makes for thriftlessness. The 
influence does not end with the tenant 
class, but sinks through it to the agri- 
cultural laborer, whose case, in the 
northern agricultural sections, is the 
ease of the tenant, merely some- 
what exaggerated. Sound education, 
not directly in thrift, but in invest- 
ments and investment values, would 
appear to be the most promising 
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method of attaining the desired end. 

The Negro share tenants in the South 
stand ‘on a different footing. Owner- 
ship of land is for many of them a goal 
well beyond the horizon. Their im- 
mediate goal is the ownership of a 
working capital sufficient to deliver 
them from the crop lien and their 
consequent absolute dependence upon 
the local trader, often the landlord in 
another capacity. A condition more 
_ Inimical to thrift could hardly be con- 

ceived, Apparently the first stage 


toward preparing the ground for thrift’ 


must be the creation of personal 
credit associations to break the tenants’ 
dependence upon the local merchants; 
and consumers’ codperation to curb the 
merchants’ prices. I am aware of the 
difficulties that such an enterprise 
would entail; of the resistance that 
would be offered by established inter- 
ests that profit, apparently, from the 
dependence and degradation of the 
Negro tenantry. But the record of 
what intelligent racial leadership was 
able to accomplish in this direction in 
Poland and the Baltic Provinces, under 
conditions even less promising, makes 
the undertaking seem far from hope- 
less. It is sufficiently recognized in the 
South that a hopeless, thriftless, shift- 
less: Negro tenantry is a wretched 
foundation for permanent prosperity; 
so that a serious attempt at a substan- 
tial improvement would command sup- 
port even among the classes that gain 
immediate profit from the existing 
system. 


Thrift Among Wage Earners 


The Immigrant. In the case of the 
urban laborer there is as great need for 
classification as in the case of the farm- 
ing classes. The same methods will 
not work with the salaried classes as 
will work with the wage earning classes. 
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The methods of thrift stimulation that 
might be effective with the American 
born laborer, usually occupying the 
better paid position, could not be 
expected to be so effective with the 
recent immigrant, uncertain in his 
strange surroundings and suspicious of 
all efforts that may be made to set him 
on the road to prosperity. The immi- 
grant, as he lands, is not as a rule 
wanting in disposition toward thrift. 
He means to save all he can, as often 
as not with the intention—quite nat- 
ural and legitimate—of carrying it’ 
away with him. He fears, and not 
without good reason, that somebody 
will try to euchre him out*of any sav- 
ings he may accumulate. What he 
asks of us is a place to store his savings 
in absolute security. We do offer him 


' the services of our savings banks, in 


the greater part of the country as 
nearly absolutely secure as any rational 
and well informed person woyld desire. 
But the immigrant is not well informed, 
and suspects. He would trust the gov- 
ernment, and the government meets 
his desires halfway by providing postal: 
savings banks. Only half way, how- 
ever, for the government, out of a 
gentlemanly desire not to compete with 
any private enterprise, pays a rate so 
low that the immigrant feels robbed. 
European governments in their pov- 
erty pay better rates. Why could not 
America? America could and should 
pay as high a rate as the yield af gov- ` 
ernment bonds, less the cost of admin- 
istering the system. It could and 
should exert itself to place the govern- 
ment bond itself in the hands of the 
postal saver who has accumulated a 
sum sufficient to pay for it. Even a 
partial payment plan, in time of peace 
as in time of war, would be worth 
trying. A United States government 
bond in the hands of a recent immi- 
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grant would be a good start in Ameri- 


canism and a conservation of thrift - 


that is likely to profit us in the end, 
for most immigrants, whatever their 
original intention, stay with us. 

The American Born Laborer. In 
dealing with the American born work- 
man something other than facilities for 
saving is required. He knows sufi- 
ciently well of the existence of facilities 
that would suit him if he wanted to 
save. But he is suspicious too; sus- 
picious of everything savoring of an 
attempt on the part of outsiders to 
improve and perhaps control him. A 
good rule would be to consult him first. 
It is impossible to consult him in his 
collectivity, but he has an abundance 
of shrewd leaders who know pretty 
exactly how he feels. 

One thing that the American work- 
ingman will want to know before he 
will take the least interest in any move- 
ment designed to stimulate thrift is 
that it is not in intent or in tendency 
a scheme to make him more safe and 
sane, more content with his present 
lot, less disposed to organize and 
strike. There has been a vast amount 
of advice to labor from adherents of 
the orthodox economic school, to work 
and to save, and to endeavor to raise 
himself out of his class on the wings of 
his savings. All that has to be coun- 
_ teracted before any thrift movement 
will look to him like anything but 
insidious hostile propaganda. Then, 
as a practical fact, in every struggle 
over wages, in order to win popular 
support labor must win credit for the 
_ assertion that wages are insufficient 
for decent livmg and capital must 
demonstrate that wages are quite 
adequate. What would have been the 


effect upon public opinion in the recent _ 


coal dispute if the operators could have 
published the headline “Aggregate 
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bank deposits of ‘exploited’ miners 
$40,000,000.” That would be an aver- 
age of $100 apiece. Of course they 
ought to have an average of much more 
than that; any single minerwith only so 
much faces a disquieting future, having 
one month’s provisions ahead and three 
months’ shut downs as common as the 
changes of the seasons. If they had an 
average of $1,000 ahead it would be 
meagre enough as reasonable security. 
But how would $400,000,000 or even 
$40,000,000 look to you and me, mem- 
bers of a general public more prone to 
gasp at big aggregates than to reduce 
them to their true meaning? The coal 
miners can’t afford to save—openly— 
so long as their wages need readjust- 
ment and so Jong as we of the gen- 
eral public do not see that the power 
to accumulate a reasonable reserve 
against the contingencies that beset 
every man’s life is as natural a right 
as the right to bread and butter. 

And then there is the history of at- 
tempts on the part of employers to fix 
the loyalty of their men through the 
investment of a few dollars in the busi- 
ness, forfettable in case of strike or 
departure without cause; of attempts 
to plant employes in partial payment 
houses, not in practice salable in the 
event of retirement from the enter- 
prise and from the neighborhood that 
lives by the enterprise. Not to pursue 
the inquiry farther, there is a great 
tangle of unhappy experience to be 
unravelled before you can say “thrift”’ 
to a trade-conscious American work- 
man and not elicit a cold grin. 

Yet, as I have pointed out before, 
there are cogent facts on the side of 
thrift. In a strike still pending, when 
funds ran low the strikers succeeded in 
tiding themselves over by hypothe- 
cating the Liberty bonds held by the 
collective membership. The differ- 
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ence between having bonds or not may 
prove to be the difference between vic- 
tory and defeat. The general public 
may curse them for capitalists, if they 
win, but it would not bless them for 
anything if they lose. Now, I am not 
urging that a thrift campaign be inau- 
gurated among trade union men to 
enable them to win any strikes they 
may undertake. I am urging that it is 
possible, through the men themselves, 
to work out a scheme by which the 
creation of individual reserves would 
appear clearly to be at least as much 
an element of strength as of weakness 
in industrial conflicts, and an element 
of strength alone in all the non-con- 
tentious mischances of life. i 

I have already exceeded the space 
allotted to me, and therefore I cannot 
trace out the altogether different case 
of the salaried employe of private en- 
terprise or of government service, with 
present security and highly developed 
concern over the latter end of life, with 
which the average wage earner troubles 
himself little. His case suggests the 
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endowment principle as the worker’s 
case suggested saving for à reserve and 


‘the farmer’s case the accumulation of 


a permanent capital. But I have 
ranged widely enough for my purpose, 
anyway. That purpose was to suggest 
that thrift, as a national force, worthy 
of the most serious attention on the 
part of political science and statecraft, 
is not something simple, to be pro- 
méted by large simplicities of method, 
but something extremely complex to 
be handled successfully only after due 
consideration of the varying conditions 
under which men live and by methods 
judiciously adapted to those condi- 
tions. One thing all lives have in com- 
mon: uncertainty; one maxim all men 
may take to heart: be prepared; and > 
for the vast majority of us, thrift is 
essential to being prepared. So much 
may be inculeated in all the schools. 
But that is only elementary. We shall 
make real progress when we, give due 
recognition to the necessity of apply- 
ing the weft of diverse circumstance to 
the warp of common principle. 
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What a saving of $1.00 a week amounts to at interest compounded 


7 Quarterly | 
Years 8% 4% 5% Years 8% 4% - 5% 
1 $52.79 $53.05 $53.31 28 $2,277.79 $2,675.45 $3,160.50 
2 107.18 108.25 109.34 29 2,999.69 2,837.13 83,374.83 
3 163.22 165.69 168.22 30 2,525.28 3,005 .38 3,600 .07 
4, 220.96 225 AT 230.11 D 
5 280.45 287.67 295.14 81 $2,654.68 $3,180.46 $3,836.79 
6 341.75 352.40 363.49 32 2,788.01 3,362.65 4,085.57 
7 404.91 419.76 435.32 33 2,925.39 3,552.23 4,347.02 
8 469.98 489.85 510.81 34 3,066 . 93 8,749.51 4,621.80 
9 537.03 562.78 590.15 35 3,212.76 3,954.81 4,910.57 
10 606.11 638 .68 673.53 36 3,363.03 4,168.44 5,214.05 
; 37 3,517 . 85 4,890.74 5,532.99. 
11 $677.28 $717.67 + $761.15 38 3,677.37 4,622.07 5,868 .20 
12 750.62 799.85 853.24 39 3,841.73 4,862.79 6,220.49 
13 826.18 885.38 950.02 40 4,011.08 5,113.29 6,590.73 
14 904.04 974.38 1,051.74 
15 984.25 1,066.99 1,158.63 4l $4,185.57 $5,375.95 $ 6,979.84 
16 1,066.90 1,163.36 1,270 .97 42 4,365 .35 5,645.21 7,388 .77 
17 1,152.06 1,263.56 1,389.03 43 4,550 .58 5,927.47 7,818.54 
18 1,239.80 1,368.00 1,513.11 44, 4,741.43 6,221.20 8,270 .20 
19 1,330.20. 1,476 .60 1,643.51 45 4,938 .07 6,526 .85 8,744.88 
20 1,423.35 1,589.60 1,780.55 46 5,140.68 6,844.92 9,243 .'74 
47 5,349.44 7,175.90 9,768.02 
21 $1,519.32 $1,707.19 $1,924.57 48 5,574. 53 7,520.31 10,319.01 
22 1,618.21 1,829. 56 2,075.93 49 5,796.45 7,878.72 10,898 . 07 
23 1,720.09 1,966.89 2,235.00 50 6,925.10 8,251.67 11,506.64 
2A, 1,825 .06 2,089 .40 2,402.18 
25 1,933.22 2,227 .28 2,577 .87 75 $14,652.69 $24,546 45 $42,429 97 
26 2,044.66 2,370.77 2,762 .52 
Q7 2,159.49 2,520.08 2,956.57 100 $32,866.22 $68,620 .89 $149,529.83 


Tas AmounrT or $100.00 


At Simple Interest At Compound Interest 


Compounded Quarterly 


Years 3% 
I $103.00 
2 106 .00 

‘3 109.08 

4 112.00 
5 115.00 
6 118.00 
7 121.00 
8 124.00 
9 127.00 

10 - 180.00 
1i 133.00 
12 138.00 
13 139.00 
14 142.00 
15 145.00 
16 148.00 
17 151.00 
18 154.00 
19 157.00 
20 160.00 


4% 
$104.00 
108.00 
112.00 
116.00 
120.00 
124.00 
128.00 
132.00 
136.00 
140.00 


144.00 
148.00 
152.00 
156.00 
160.00 
164-00 
168.00 
172.00 
176.00 
180.00 


5% | 
$105.00 
110.00 
115.00 
120.00 
125.00 
130.00 
135.00 
140.00 
145.00 
150.00 


155.00 
160.00 
165.00 
170.00 
175.00 
180.00 
185.00 
190.00 
195.00 
200.00 
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8% 


$103.03 
106.16 
109.38 
112.70 
116.11 
119.64 
123.27 
127.01 
130.86 
134.84 


138.93 
143.14 
147.48 
151.96 
156.57 
161.32 
166.21 
171.26 
176.45 
181.80 


4% 
$104.06 
108.29 
112.68 
117.26 
122.02 
126.97 
132.13 
137.49 
143.08 
148.89 


154.93 
161.22 
167.77 
174.58 
181.67 
189.05 
196.72 
204.71 
213.02 
221.67 


5% 
$105.10 
110.45 
116.08 
121.99 
128.20 
134.74 
141.60 
148.81 
156.39 
164.36: 


172.74 
181.54 
190.78 
200.50 
210.72 
221.45 
232.74 
244.59 
257.05 
270.15 


240 THE ANNALS OF THE AMERICAN ACADEMY 
21 163.00 184.00 - 205.00 187.32 230.67 283.91 
22 166.00 188.00 210.00 193.00 240,04 298.38 
28 169.00 192.00 215.00 198.86 249.79 313.58 
24, 172.00 196.00 220.00 204.89 259.93 329.55 
25 175.00 200.00 225.00. 211.11 270.48 346.34 
26 178.00 204.00 230.00 217.51 281.46 363.99 
27 181.00 208.00 235.00 224.11 292.89 382.53 
28 184.00 212.00 240.00 230.91 304.79 402.02 
29 187.00 216.00 245.00 237.92 817.16 422.50 
30 190.00 220.00 250.00 245.14 $30.04 444.02 
‘ 
31 193.00 224.00 255.00 252.57 543.44 466.64 
32 .196.00 228.00 260.00 260.24 557 . 39 490.42 
33 199.00 232.00 265.00 268.13 871.90 515.40 
34 202.00 236.00 270.00 276.27 $87.00 541.66 
35 205.00 240.00 275.00 284.65 402.71 569.25 
36 208.00 2d4. 00 280.00 293.28 419.06 598.25 
37 211.00 248.00 285.00 302.18 436.08 628.73 
38 214.00 252 .00 290.00 311.35 453.78 660.76 
39 217.00 256.00 295.00 $20.79 472.20 694.43 
40 220.00 260.00 300.00 330.58 491.37 729.81 
41 223.00 264.00 305 .00 340.55 511.32 767.00 
42 226 .00 268 .00 310.00 350.89 532.08 806 .07 
43 229.00 272.00 315.00 361.53 553.69 847.14 
4A, 232.00 276.00 320.00 372.50 576.16 890.31 
45 235.00 280.00 325.00 383.80 599.56 935 .67 
46 238 . 00 284, 00 330.00 395.45 - 623.90 983.34 
47 241.00 288 .00 335.00 407.44 ` 649.23 1,033.44 
48 244.00 292 .00 340.00 419.81 675.59 1,086.10 
49 247.00 296.00 345 .00 432 . 54 703.02 1,141.43 
50 250.00 -300 .00 350.00 445.67 731.60 1,199, 52 
75 325.00 400.00 4715.00 940.85 . 1,978.83 ¢ 4,154.40. 
100 400.00 500.00 600.00 1,986.20 5,552.36 14,388 . 34 
What the New Savings Habit Has Done for the Banks 
Issued by The War Loan Organization Fifth Federal Reserve District, Richmond, Va. 
INCREASES IN Deposits FROM DECEMBER 31, 1916, ro DECEMBER 31, 1918 
In Individual In Savings . 
No. of Banks Demand Deposits Deposits In Total Deposits 
State 
In | Report- Per |` Per Per 
State | ing Amount Cent Amount Cent Amount | Cent 
Maryland...... 278 YA $50,968,000] 31.04) $33,059,000} 20.89} $97,140,000) 26.21 
District of Co- 
lumbia...... 45 42 42,320,000) 66.95 11,324,000) 47.46 59,041,000) 59.79 
Virginia EEE 476 381 79,339,000) 67.11 32,701,000) 43.06) 117,881,000] 54.68 
West Virginia .. 285 227 32,523,000| 49.95 9,149,000| 18.56 42,833,000| 36.19 
North Carolina . 587 369 46,522,000| 71.61 14,703,000| 32.85 72,048,000] 57.15 
South Carolina . 426 302 33,109,000| 83.05 26,695,000) 73.60 50,007,000) 59.67 





55.25) $127,631,000; 32.87 


4 


$438,950,000; 43.33 


1,563 


Totals..... $284,781,000 


é 
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COUNTIES SHOWING DECREASES IN DEPOSITS 


No. of 


In Individual 


In Savings 


Counties Demand Deposits Deposits In Total Deposits 
State 
In | Report- Per Per Per 
State | ing Number Cent Number Cent Number Cent 
\ 
. Maryland...... 241 241 0 0 0 0 0 0 
District of Co- 
lumbia ...... es Dez 0 0 0 0 o {0 
‘ Virginia... ...... 102? 893 0 0 4 4.49 0 0 
West Virginia ..| 49 49 0 0 12 24,.49 0 0 
North Carolina .} 100 89 5 5.62 10 11.23 3 3.38 
South Carolina .| 46 46 0 0 0 0 0 0 
Totals... .. 321 297 5 1.68 26 8.75 3 1.01 


COUNTIES SHOWING INCREASES IN DEPOSITS 





No. of In Individual In Savings . 
Counties Demand Deposits Deposits In Total Deposits 
State 
In | Report- Per Per Per 
State] ing Number Cent Number Cent Number Cent 
Maryland......  Qål 241 24 100. 9A 100; 24 100. 
District of Co- 
lumbia .e....] ... ee Ge. “Mates ahd daneas Bae, | NAA ey 
Virginia asad 102? 89? 89 190. 84 94.39 89 100. 
West Virginia ..| 49 49 48 97.96 36 73 47 49 100. 
North Carolina .| 100 89 83 93.26 78 87 . 64 86 96.63 
South Carolina .| 46 46 46 100. 46 100. 46 100. 
Totals..... 321 297 290! | 97.65 268° | 90.28 294 98.99 


1 Includes Baltimore City. 


2 Includes Richmond City and Alexandria City. 


3 Eight counties in State have no banks. 


* Two counties did not report Demand or Savings, but only total deposits. 
ë ‘Three counties did not classify savings deposits in their reports. 


SUMMARY 


The growth of bank deposits in the 
Fifth Federal Reserve District during 
the war period was nothing less than 
remarkable. 

Reports filed with the Federal Re- 
serve Bank of Richmond by 1,563 
banks out of the 2,047 in the district 
show that during the two calendar 
years 1917-1918: 


Individual demand deposits increased 


épbeciaw AE $284,781,000 or 55.25% 
Savings deposits increased 
E oat Act whe wee 126,631,000 or 82.87% 


' Total deposits increasd. 438,950,000 or 43.33% 
17 


These increases are the more re- 
markable in view of the fact that dur- 
ing practically the same period the 
people of this district, in addition to 
these savings and their liberal contri- 
butions to the Red Cross, Y. M. C. A., 
Knights of Columbus, United War 
Work, and many other special funds, 
all made in the face of a rapidly in- 
creasing cost of living—subscribed 
for, and to a large extent paid for out 
of their current earnings, $850,000,000 
worth of bonds of the first four Lib- 
erty Loans and about $75,000,000 of 
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War Savings Stamps, not counting 
$225,000,000: subscribed to the Vic- 


~ tory Liberty Loan. 
This growth in deposits was general 
throughout the district. The increases 


in individual demand deposits varied 
from 31.04 per cent in Maryland to 
83.05 per cent in South Carolina; in 
savings deposits from 18.56 per cent 
in West Virginia to 73.60 per cent in 
South Carolina; and in total deposits 
from 26.21 per cent in Maryland to 
59.67 per cent in South Carolina. 

Within the States also the increases 
were very general. Of the 321 coun- 
ties in the district (exclusive of the 
District of Columbia) reports were 
received from 297. Of these 297 
counties 290 reported increases in 
demand deposits; 268 in ‘savings de- 
posits, and 294 total deposits. 

It is especially notable that savings 
deposits increased 32.87 per cent. 
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There has been a very general increase 
in savings deposits throughout the 
country, despite the heavy purchases 
of Liberty Bonds. The two principal 
factors, perhaps, that contributed to 
this condition were the larger wages 
paid workers during the war period, 
and the savings habit which became 
far more general than ever before 
among the great mass of Americans. 
Many of them bought War Savings 
and Thrift Stamps periodically; many 
paid for Liberty Bonds on installment 
plans. Very generally those who 
bought these securities did not with- 
draw their money from the savings 
banks to pay for them, but saved from 
current earnings. ‘Then, when these 
securities were paid for, the people, 
by force of their newly acquired habit 
of saving, continued to save and to 
deposit in the banks. 


Appendix _ 
‘Selected Bibliography of Books on Thrift and Savings 


By Gerorce F. Zook 


Professor of Modern European History, The Pennsylvania State College; recently with the United 
States Treasury Department 


Atwood, A. W. How to Get Ahead. 
. Indianapolis, Bobhs-Merrill, 1917. 
277 p. A popular treatment of 
individual and domestic economy 

and wise investments. 

Brown, M. W. Development of 
Thrift. New York, Macmillan, 
1899. 222 p. The purpose of 
thrift and the various agencies for 
saving money. 

Carver, T.N. War Thrift. Carnegie 
Endowment for International 
Peace. New York, Oxford Uni- 
versity Press, 1919. 68 p. The 
fundamental principles underlying 
the necessity for thrift in war; 
applicable also in peace. 

Chamberlain, A. H. and J. F. Thrift 
and Conservation. Philadelphia, 
Lippincott, 1919. 
and readable account which em- 
phasizes the importance of con- 
serving goods and materials. 

Ely, R. T., and others. The Founda- 
tions of National Prosperity. New 
York, Macmillan, 1917. 378 p. 
Comprehensive exposition of the 
necessity for the conservation of 
human and natural resources in 
every stage of human progress. 

Farmer, L. A. B.C. of Home Saving. 
New York, Harper, 1916. 113 p. 
Handbook of practical suggestions 
for economy in the home. 

Fowler, N. C., Jr. How to Save 
Money. Chicago, McClurg, 1913. 
287 p. A popular treatise val- 
uable, to those not familiar with 
financial operations, for its sound 
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174p. Simple - 


advice on the ways to save and 
invest money. 

Gregory, M. H. Checking the Waste. 
Indianapolis, Bobbs-Merrill, 1911. 
318 p. A simple and practical 
résumé of the importance and use- 
fulness of our natural resources. 

Hall, Bolton. Thrift. New York, 
Huebsch, 1916. 247 p. Popu- 
lar discourses on modern methods 
of using personal and social re- 
sources most advantageously. 

Hamilton, J. H. Savings and Savings 
Institutions. New York, Mac- 
millan, 1902. 436 p. A stand- 
ard and comprehensive account of 
savings institutions in America. 

Harris, E. P., and others. Coöpera- 
tion, the Hope of the Consumer. . 
New York, Macmillan,1918. Des- 
cribes the success of coöperation, 
especially the Rochdale plan, in © 
Europe and in America. 

Jackson, B. B., and others. Thrift 
and Success. New York, Cen- 
tury, 1919. 288 p. Suggestive 
and inspirational extracts for use 
in the elementary schools. 

Kemmerer, W. Postal Savings. 
Princeton, Princeton University 
Press, 1917. 176 p. Excellent 
and thorough account. 

King, W. I. The Wealth and Income 
of the People of the United States. 
New York, Macmillan, 1915. 278 
p. The most comprehensive and 
valuable book on this subject. 

Kirkpatrick, E. A. The Use of Money. 
Indianapolis, Bobbs-Merrill, 1915. 


QA, 


226 p. Very suggestive book for 
the training of children in the use 
of money. ` 

Leeds, J.B. Household Budget. Ger- 
mantown, Pa., The Author, 1917. 
240 p. Actual divisions of time 
and money in running a house- 
hold with suggestions for saving 
both. Emphasizes the productive 
labor of the housewife. 

MacGregor, T. D. The Book of 
Thrift. New York, Funk and 
Wagnalls, 1915. 349p. Suggest- 
ive and practical chapters on the 
various aspects of the thrift move- 
ment. 

Marcossen, I. EF. - How to Invest Your 
Savings. Philadelphia, Altemus 
Company, 1907. 120 p. Short 
chapters on the various kinds of 
available investments. 

Marden, O. S. Thrift. New York, 
Crowell, 1918. 92p. A popular 
discourse on personal economy for 
young people. 

Mead, E. E. The Careful Investor. 
Philadelphia, Lippincott, 1914. 
289 p. Good advice as to how to 
invest in stocks and bonds. 

Nesbit, Florence. Household Man- 
agement. New York, Russell 
Sage Foundation, 1918. 170 p. 
Problems that homemakers who 
live in crowded city quarters have 
to meet. 

' Powell, G. H. Codperation in Agri- 

Culture. New York, Macmillan, 

1913. The value of coöperation 

to the farmer from a.buying as 
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well as-a selling point of view. 

Pritchard, M. T. and Turkington, G.A. 
Stories of Thrift for Young Ameri- 
cans. New York, Scribner, 1915. 
222 p. Stories suited to children 
in the upper grades. 

Rose, M. 5. Feeding the Family. 
New York, Macmillan, 1916. 450 
p. Handbook on food problems 
presented especially from the point 
of view of nutrition. 

Smiles, Samuel. Thrift. New York, 

Harper (1875). 404 p. A very 

suggestive book concerning the 

importance and necessity of per- 
sonal economy and savings insti- 
tution. 

Straus, 5. W. (The History of the 
Thrift Movement in America. 
Philadelphia, Lippincott (in 
press). Chiefly devoted to the 
history of the recent thrift move- 
ment with special attention to the 
American Society for Thrift. 

Taber, C. W. Business of the House- 
hold. Philadelphia, Lippincott, 
1918. 438 p. Treats the fnan- 
cial problems of the home, bud- 
gets, standards of expenditures, 
accounts and investments. 

Wellman, M. T. Economy in Food. 
Boston, Little, Brown, 1918. 36 
p. Concerning economy in buy- 
ing and storing food. 

Withers, Hartley. Poverty and Waste. 
New York, Dutton, 1916. 180 p. 
An excellent exposition of the 
economic principles underlying 
personal and public economy. 


Index 


Agriculture: profits, 39; thrift, 234. 

AMERICAN FARMER'S NEED ror CAPITAL. 
Edward H. Thomson, 89-94. 

American Federation of Labor and Thrift, 
5i. 

America’s New Conception or THRIFT. 
Roy G. Blakey, 1-3. 

An ANALYSIS OF THE NEED OF CAPITAL 
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FOREWORD 


Tris volume deals with one of the. 


great agencies for thrift and Invest- 
ment. For the great mass of people 
with dependents, life insurance should 
be the first type of security to be pur- 
chased. Where a dependent family 
is at stake it 1s the height of folly to 
urge investments in other directions, 
and it is quite beside the point to offer 
laborious explanations of the relative 
merits of various classes of bonds and 
other types of investment. The first 
duty of every man is to protect his 
household against want in case of pre- 
mature death, and this can be done 
only through the purchase of an ade- 
quate amount of life insurance. As is 
well known, life msurance offers a 
convenient and safe method of accu- 
mulating a savings fund at a very fair 
rate of return. But the greatest pur- 
pose of life insurance is to protect. It 
takes time to save and, where depend- 
ents must be protected, life insurance 
alone guarantees the accumulation of a 
competency against the contingency of 
the saving period being cut short by an 
untimely death. The great mass of 
people live only within the life insur- 
ance stage and are removed by thou- 
sands of dollars from the point where 
they can judiciously become direct 
investors along other lines. But, for 
those who have emerged from the life 
insurance stage, good bonds consti- 
tute the most favorable type of invest- 
ment, all advantages being considered 
such as safety, yield, convertibility, 
stability of price, convenience of 
handling and suitability for quick 
borrowing. Even the billions of sav- 
ings of those living in the life insurance 
stage, it should be remembered, are 
chiefly invested in bonds, although 
indirectly, since this type of security 


constitutes the major portion of the in- 
vestments of life insurance companies. 

The‘ accumulation of a decent com- 
petency shoyld be regarded as a duty 
and an act of wisdom. Yet present 
practices in attempting to attain this 
desirable goal remind one of Æsop’s 
fable of the race between the tortoise 
and the hare. The hare relied upon 
the speedy method of running the 
race, expected to leap to victory, 
and accordingly saw fit, somewhere 
on the race-course to take a nap. 
The tortoise, on the contrary, relied 
upon his steady, persistent and un- 
spectacular gait, and won the race. 
And such is the case today in the 
race for a decent competency. Many 
seek to win by the quick method. 
They expect to leap to success. 
They assume highly speculative haz- 
ards, particularly in stocks, with- 
out possessing either the financial 
or educational equipment, and, as a 
rule, are put to sleep somewhere 
along the course. Others adopt the 
slow method. They save their sur- 
plus earnings patiently and persist- 
ently, mvest the same in gilt-edged 
bonds, are satisfied with a fair ‘in- 
terest return, allow compound interest 
to work its wonders, and win the 
race. When the hare of Æsop’s fable 
awoke from his sleep he realized his 
defeat and lost all interest in the 
race. When the incompetent specula- 
tor awakes from his folly he finds his 
resources gone, and along with them 
all hope and all ambition to try once 
more. Conscious of his folly and 
crushed by the bitterness of disap- 
pointment, he almost invariably loses 
all interest in the goal he strove to 
reach and, financially speaking, goes 
to sleep permanently. 
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The difficulty of accumulating and 
retaining a competency is well illus- 
trated by the fact that only one out of 
every ten adults in this country leaves 
a decent estate at the time of death, 
and that of those who acquire a 
reasonable competency by the time 
age 50 is reached one-half again lose 
the same before death: Much of this 
miserable showing is traceable to 
two very prevalent practices on the 
part of the general public. The first 
relates to the purchase of stocks, often 
of a very hazardous and questionable 
nature, by those who are not at all 
equipped to judge the merits of the 
proposition, and, in fact, are ignorant 
of the fundamental nature of that type 
of security. Bonds are credit instru- 
ments and, with few exceptions, con- 
tain a definite promise as to principal 
and interest. Stock certificates, on 
the contrary, promise nothing at all. 
They merely constitute an evidence of 
ownership, a certification of the hold- 
er’s privilege to share im risk, t.e., to 
participate in the varying fortunes of 
the business enterprise. 

Few facts deserve to be impressed 
more upon the investing public than 
this fundamental distinction between 
bonds and stocks. Common observa- 
tion shows that the American people 
are ‘afflicted with a mania for specula- 
tion and gambling in the security 
market. They seem callous to risk. 
The words “preferred” and “guaran- 
teed” and the “promise”? of fancy 
dividends serve, as probably nowhere 
else, as an irresistible attraction. 
Were this not the case there would 
soon be an end to the present whole- 
sale tendency to fill the principal news- 
prints and flood the mails with allur- 


-- Ing advertisements and prospectuses. 


So serious has the problem become 
-everywhere that the nation has been 
subjected to an epidemic of “blue sky” 
legislation of one kind or another de- 


signed to protect the public against 
their own folly (see the article on 
“ Blue Sky” Laws). 

The second unwelcome tendency 
relates to the very general practice of 
the investing public to “go it alone,” 
instead of seeking the advice of con- 
servative and well established invest- 
ment concerns. The average investor 
is not in a position to base his selection 
of a bond upon personal examination. 
Nor is it practicable for the average 
investor to spread his investments so 
widely as to have the law of average 
render negligible a serious loss on any 
particular security. The wisest course, ` 
therefore, is to invest only in such se- 
curities as are recommended by respon- 
sible investment houses (see article on 
The Work of an Investment Banking 
House). Numerous suchconcerns exist 
throughout the United States. They 
are specialists in the bond business and 
possess the experience and training 
necessary for a proper investigation 
and selection ‘of securities. Their 
greatest trade asset is their past record 
for good judgment. Such corcerns 
must operate on the theory that sound 
advice to clients is the surest road 
to large business, while faulty recom- 
mendation is a quick and certain way 
to failure. 

Avoidance of the aforementioned 
deplorable practices, now so deeply 
ingrained in the American psychology, 
can be accomplished only gradually, 
and reliance for a change must be 
placed largely upon education. ‘This 
volume, it is hoped, will be of service 
in this respect. In one sense it is a 
successor to the volume on Bonds as 
Investment Securities issued by the 
American Academy thirteen years ago 
which enjoyed a wide circulation 
and served as a basis for numerous 
educational courses. In fact, it was 
the continued demand for this volume, 
even after such considerable lapse of 
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time, that suggested the desirability: of 
issuing a new and up-to-date volume 
on the subject. The changes wrought 
by time in the bond market have been 
so numerous and important that all 
‘of the articles in the present volume, 
except two, are essentially new. One 
of these exceptions deals with princi- 
ples which are unchangeable, and the 
other, although retaining its original 
form, has been materially revised to 
meet the changes of the past decade. 
The purpose of the volume is to explain 


the bond market from a fourfold 
standpoint, viz., (1) the features of 
bonds and the services of the invest- 
ment banker, (2) present problems 
and tendencies associated with the 
various types of American and foreign 
government and corporate bonds, (3) 
leading problems of current interest 
to the bond market in general and 
(4) the record of bond prices and the 
factors that govern such prices. 

S. S. HUEBNER. 


Classification of Investment Bonds 
By Hastines Lyon 


Attorney-at-Law, Lecturer in Finance, Columbia University 


O definition of an investment bond 
is broad enough to include every 
instrument ordinarily included in that 
phrase short of the general statement 
that it is a formal promise to pay ex- 
pressed ina written instrument. Even 
to say that it is an instrument con- 
taining a promise to repay would be to 
give too narrow a definition, for the 
promise of a bond of the nature of a 
government perpetual annuity does 
not involve any stipulation for the 
repayment of principal. We have, 
then, to consider the classification of 
formal instruments containing promises 
to pay given as evidences of the com- 
mitment of investment funds to the 
promisor. 


CLASSIFICATION BASED ON MEANS OF 
PAYMENT 


No Compulsory Payment 


Government Bonds of a Sovereign 
Power.—Our first broad classification 
is between those promises on which no 
compulsion can be brought to bear in 
the event of failure to fulfill the prom- 
ise in accordance with its terms, and 
those on which compulsion can be 
brought to bear. This first broad 
general classification could be ex- 
pressed in another way as stating the 
difference between bonds expressing 
the promise of a government to pay 
and the statement of the obligation of 
other promisors. Note the change in 
the phrase from the promise of a gov- 
ernment to the obligation of other prom- 
isors. This change in the phrase is 
necessary because the promise of a 
government to pay is not in a legal 
sense an obligation. This face arises 
out of the nature of sovereignty. 
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Since the sovereign state is the law 
enforcing power and the force back of 
all legal mandates lies in the govern- > 
ment, obviously, no legal compulsion 
can be brought to bear on the govern- 
ment. That one cannot sue the sov- 
ereign is a principle inherent in the 
very nature of law. So the fulfillment 
óf the promise of a government rests 
on good faith. It should be kept in 
mind in this connection of government 
bonds that the several states of the 
Union are sovereign powers, retaining 
all the aspects of sovereignty not ex- 
pressly surrendered by the constitution 
to the federal government. The sev- 
eral states did not make any surrender 
to the federal government that en- ` 
ables an individual to sue one of the 
sovereign states of the Union. There- 
fore, no individual can bring compul- 
sion to bear on a state of the United 
States to make it fulfill a promise to 
pay. The several states did surrender 
their sovereignty so far, however, as 
to enable sister states of the Union to 
bring an action against them in the 
federal courts. One of the mast not- 
able of such actions is the suit of the 
state of Virginia against the state of 
West Virginia to compel the latter to 
carry out its undertaking to pay its 
share of the pre-Civil War debt of the 
state of Virginia from which the state 
of West Virginia separated at the time 
of the Civil War. This limitation of 
sovereignty is so slight, however, that 
bonds of the states of the United States 
may be considered government bonds 
for all practical purposes. Indeed, 
they are absolutely such so far as 
individuals are concerned. 
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Compulsory Payments 


Municipal Bonds (Government Agen- 
cies).—Note, however, that this dis- 
tinction between promises to pay of a 
sovereign power and other promises to 
pay for the fulfillment of which legal 
compulsion can be brought to bear, 1s 
not the same thing as promises to pay 
for which the means of fulfillment 
rests in the taxing power. This differ- 
ence raises the distinction between 
government bonds and the bonds is- 
sued by government agencies to which 
_the sovereign power has entrusted some 
part of its govermental functions. 
These agencies go under the broad 
general name of municipalities and 
their bonds are broadly termed munic- 
ipal bonds. Since the municipalities 
are created by the sovereign, it follows, 
in the nature of the’ case, that the 
sovereign can bring its compulsion to 
bear on them in any direction it sees 
fit. Municipalities have a right to 
issue bonds only by virtue of the au- 
thority given to them by the sovereign. 
When the sovereign has given author- 
ity it will compel the performance of 
the promise of the municipality to pay 
made within the scope of the authority. 
The fact that the promise to pay must 
be within the scope of the authority 
given makes especially important the 
usual investigation of the validity of 
municipal bonds by legal experts on 
behalf of the purchaser. 

The payment of municipal bonds 
rests on the taxing power. This is 
true even of bonds issued to provide 
the funds for revenue producing mu- 
nicipal undertakings, as water works, 
which are commonly revenue producing 
municipal undertakings, or the less 
common municipally owned lighting 
plants, street railways, and other 
enterprises which municipalities some- 
times engage in. The payment of 
interest and principal of bonds issued 
for these purposes is not limited to the 


earnings and assets of the particular 
enterprise but is a general municipal 
obligation. When we say that the. 
fulfillment of the promise to pay rests 
on the taxing power we mean that it 
rests on the power of the municipality 
to appropriate for public purposes such 
part of the privately owned wealth as 
may be necessary. The sovereign 
through its courts will compel the 
municipality to make such an appro- 
priation by the usual methods of taxa- 
tion to fulfill the municipal promise to 
pay expressed in its bonds. 

Municipal bonds require no sub- 
classification other than that which 
arises naturally from the classes of 
issuing municipalities. In the word 
municipality we here include any 
agency to which the sovereign dele- 
gates any governmental powers, in- 
cluding counties, cities, townships, 
school and other municipal districts. 

Special Assessment Bonds.—One 
class of bonds lies between municipal 
obligations and the promises to pay of 
private obligors, this is the special 
assessment bond. ‘Though issued by 
a municipality the resources out of 
which payment is to be made are lim- 
ited to particular assets. Usually 
‘they are issued to provide the funds for 
local improvements, as sewers or side- 
walks. The property benefited be- 
comes liable for all or part of the cost 
of the improvement. The municipal- 
ity undertakes only to levy the assess- 
ments which are to provide the fund 
for repayment. If the value of - the 
property benefited and lable should 
not be sufficient to meet the obligation 
the municipality would not have any 
further liability. A deficiency in the 
assets out of which payment is to be 
made might well happen in the case of 
over-improvement resulting from too 
sanguine expectation of the growth of 
population. ‘These true special assess- 
ment bonds are to be distinguished 
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from bonds on which the municipality 
is generally liable issued by it to refund 
its proportion of the cost of a local 
improvement which is not especially 
assessed against the benefited property. 
Corporation Bonds.—When we think 
of investment bonds of private obligors 
in distinction from government and 
municipal bonds we usually have 
corporation bonds in ,mind. The 
broader distinction, however, would be 
the one indicated, namely, that be- 
tween a public promise to pay resting 
on the taxing power, and a private 
obligation resting for its fulfillment on 
the value of privately owned property 
and the earning power of privately 
conducted business. Such an obliga- 
tion can just as well, and even more 
simply, be created by a natural person 
as by a corporation, which is an artifi- 
cial person. Indeed, in various juris- 
dictions a bond is the ordinary form of 
mortgage obligation, and an invest- 
ment in ordinary individual mort- 
gages is an investment in bonds. In 
attempting this classification of invest- 
ment bonds, however, we are consider- 
ing those bonds which have a fungible 
quality, that is, which represent equal 
parts of the same general obligation 
to pay. They are, as we say, bonds 
of an “issue.” Such bonds are more 
commonly issued by corporations. 


CLASSIFICATION BASED ON SECURITY 


Our first broad classification would 
draw the line of distinction between 
secured and unsecured bonds. A se- 
cured bond, besides representing the 
general obligation to pay, has specific- 
ally pledged to the fulfillment of the 
obligation some particular asset or 
assets. An unsecured bond represents 
simply the general obligation to pay, 
and the holder would have recourse 
only to assets not otherwise specifically 
pledged. Unsecured bonds are gen- 
erally called “debentures” in this 


country, from the Latin debere, to 
owe. In Great Britain and Canada, 
however, the word debenture is generic 
and includes both secured and unse- 
cured bonds. 


Secured Bonds—-Direct Access to Assets 
of the Obligator 


Tangible Property——Mortgage Bonds. 
—Secured bonds may be classified 
according to the assets pledged. The 
assets may be intangible, as the stocks 
or bonds of other corporations, or may 
be tangible personal property or may 
be real estate. Let us take the last 
first. The ordinary way of giving the 
security of real property is by mort- 
gage, and bonds secured on real estate 
are generally called mortgage bonds. 
If they represent the first claim against 
real estate they are first mortage 
bonds. Bonds representing a second 
or more remote claim against real 
estate are seldom called second mort- 
gage bonds, or third or foufth, as the 
case may be. Some euphemy is ordi- 
narily used to designate them, taken 
from some other aspect of the security, 
as “general mortgage bonds.” It 
should also be kept in mind that a 
bond may be secured by a first mort- ` 
gage on some particular asset but have 
the security only of a second or even 
more Junior mortgage on other assets. 
If it has the security of a first mort- 
gage as to any asset It is entitled to be 
called a first mortgage bond. Usually 
in that case the juniority of the secu- 
rity as to other assets is indicated by 
some further appellation, as “first and 
general mortgage bond.” In relation 
to their priority of claims against 


_assets, bonds are called “senior” and 


“Junior.” 

Corporation Bonds. — Corporation 
bonds are usually secured by the mort- 
gage of the tangible perscnal property 
of the corporation as well as by real 
estate. That is, the mortgage securing 
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the bonds is a chattel mortgage as well 
as a real property mortgage. This 
fact arises out of the nature of the sit- 
uation. The real property, including 


the improvements on it, as factory 


buildings, or whatever they may be, 
derives its income producing value 
through its use as part of a productive 
enterprise. For his real protection the 
investor in the bonds of the corpora- 
tion needs to be in a position to get the 
benefit of the continuous productive 
value of the property, and to do this 
must have all the chattels that go with 
the business as well as the real estate. 
So, regularly, the bond is given the same 
priority of claim against the tangible 
personal property used in the business 
that it has against the real estate. 

Intangitle Property — Collateral 
Bonds-——Bonds secured only by the 
pledge of intangible personal property, 
as by bonds and stocks, are not mort- 
That is, a mortgage ap- 
plies only to tangible property, chat- 
tels or real estate. The security of 
stocks and bonds is given by way of 
pledge and made effective usually by 
depositing the pledged securities with 
a trustee to hold under the terms of 
the trust indenture expressing the 
pledge. Bonds so secured are called 
“collateral bonds.” 

Bonds may be secured by both the 
deposit of collateral and by mortgage 
on real estate and chattels. Usually 
if there is a mortgage the bond takes 
its name from that and the deposit of 
the collateral is regarded as incidental 
and in the nature of additional security. 
In short, from the aspect of security, 
very little can be taken for granted 
from the name of the bond. The in- 
vestor needs to investigate m each 
case and find precisely what security 
has been given. 

It should be remarked that fre- 
quently all the mortgage bonds of a 
given issue are deposited as collateral 


security for bonds of another issue. 
In that case the bonds of the second 
issue have, in effect, the same mortgage 
claim as the deposited bonds. This 
situation frequently arises through a 
parent corporation taking all the bonds 
of an issue of a subsidiary and pledging 
them as collateral security for an issue 
of bonds of the parent company. In 
this way the parent company is able 
to borrow on the security of its general 
credit and give at the same time vir- 
tually a mortgage security on the assets 
of the subsidiary. Sometimes, how- 
ever, a company may pledge its own 
bonds as collateral security for an 
issue of its own. At first thought this 
may seem a complication without an 
advantage. Why should not the cor- 
poration sell the bonds of the original 
issue? ‘This situation ordinarily arises 
out of a change in the money market 
after the original issue was authorized. 
Interest rates have gone up. The 
original bonds were authorized to run 
for a long period. To sell them on the 
terms that may now be obtained would 
be to impose on the corporation for 
the entire term of the bonds the burden 
of the money rates now existing. If 
the management of the corporation 
believes that interest rates are going 
down, the simplest solution of the 
financing problem immediately before 
it is to take the authorized long term 
bonds and pledge them as collateral 
security for bonds with a shorter term, 
maturing at such a time as the man- 
agement believes will be more favor- 
able for the issue of long term securities. 
The management believes that when 
the collateral bonds mature it will be 
able to sell advantageously the long 
term bonds deposited. 

Ordinarily, in the case of individual 
obligors, only specific assets existing at 
the time the mortgage is given come 
under the lien of the mortgage. Cor- 
poration mortgages contain a stipula- 
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tion that the mortgage is given not 
only on the property owned by the 
corporation at the time but also on any 
property the corporation may acquire 
in the future. Such an agreement is 
termed a future acquired property 
mortgage. Such future acquired prop- 
erty mortgages have léd to the forma- 
tion of subsidiary corporations in 
order that new assets acquired may be 
mortgaged not subject to the lien of 
the parent company which uses bonds 
of the subsidiary as collateral for an 
issue of its own. , 

Parent companies also guarantee 
bonds of subsidiaries. Sometimes such 
a guarantee is given as part of the 
payment for a lease. It is these two 
situations which most frequently give 
rise to guaranteed bonds. It is desir- 
able from the viewpoint of the investor 
that the guarantee be endorsed on the 
guaranteed security. 

Our discussion of corporation bonds 
has indicated those for the payment of 
which the bondholder may reach the 
assets of the obligor. A special class 
of bonds contain a stipulation that 
interest is payable only out of in- 
come. Such bonds are called income 
bonds. 


CLASSIFICATION ON AUTHORITY OF THE 
Issuz 


So far our classification of bonds has 
been from the primary viewpoint of 
the obligation, that is, whether the 
promise to pay is enforceable or not, 
and the security, that is, whether the 
bondholder relies on the general credit 
of the obligor or has in addition a 
direct claim on specific assets that 
would come prior to the rights of 
general creditors. But aspects other 
than that of security lead to other 
classifications. One classification can 
be made on the basis of the authority 
to issue. 


Open and Closed Mortgage Bonds 


This may be considered really a 
sub-classification of mortgage bonds. 
It is necessary that stockholders au- 
thorize the creation of a mortgage. 
Directors of a corporation may not 
voluntarily cease to do the business 
contemplated by the stockholders when 
they committed their funds to the 
enterprise,- and may not voluntarily 
do that, the natural result of which 
might be the ceasing to do business. 
Therefore, directors may not sell all 
the assets of a corporation, converting 
into cash its means of continuing busi- 
ness. Ordinarily the authorization of 
a bare majority of stockholders would 
not be sufficient to effect a sale of all 
the assets of a corporation. Statutes 
usually declare the size of the majority 
required. To mortgage the property 
might result, through foreclosure, in a 
corporation being deprived of the 
means of doing business. A mortgage 
is in itself a conveyance. ‘Toebe sure 
the same result might follow any in- 
debtedness in some other manner, but 
the possible result of the mortgage is 
direct and obvious. Therefore, stock- 
holders’ authority is required to mort- 
gage and to create a debt secured by 
mortgage. The stockholders author- 
ize the amount of the mortgage debt. 
If bonds representing the entire au- 
thorized debt are issued the mortgage 
is said to be “closed,” and the bonds 
are closed mortgage bonds. If bonds 
are not issued up to the entire mort- 
gage debt authorized the mortgage is 
open and the bonds are open mortgage 
bonds, but more commonly spoken of 
as “authorized and unissued bonds.” 

Refunding Bonds.—TIf a restriction is 
placed on the issuance of all or part of 
the authorized and unissued bonds, 
limiting their issuance to the one pur- 
pose of providing funds for the pay- 
ment of other, and usually senior bonds, 
the issue is called a refunding bond 
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issue. ‘The usual provision is that the 
authorized and unissued bonds, or 
such part of them as are reserved for 
this purpose, may be certified by the 
trustee only on the receipt of an equal 
number of bonds of the issue which is 
to be refunded. 


CLASSIFICATION ACCORDING TO 
MATURITY 


Another basis of classification of 
bonds lies in the maturity and in the 
provisions, if any, for supplying funds 
with which to make payment at 
maturity. Bonds may be perpetual, 
that is, without any due date. This 
is different from a demand obligation, 
for which, in a sense, it may be said 
that every day is a due day. 


Perpetual 


Government bonds are frequently 
perpetual. In this country bonds are 
seldom a perpetual security. Still 
there are a number of corporation 
issues in this country without a due 
date. Bonds may be “redeemable,” 
that is, the issuer may reserve the right 
to pay before the date on which the 
issuer is obliged to pay. Ordinarily 
the redemption right is exercisable 
only in the payment of a premium, 
that is, some stated amount above the 
obligation to pay at maturity. Some 
specific provision may be made for the 
accumulation of a fund with which to 
meet the obligation to pay at maturity. 
Such a fund is termed a “sinking fund” 
and the bonds are called sinking fund 
bonds. A sinking fund provision 
equalizes or distributes the burden of 
the debt. 


Serial Bonds 


A distribution: of the burden of the 
debt may be provided by making an 
issue of bonds fall due, not all on the 
same date, but part each year through 
the entire period, or part of the period 


covered by the debt. Such bonds are 
called serial bonds. 


Convertible Bonds 


Perhaps the conversion feature of 
bonds may be considered most appro- 
priately at this pomt. Sometimes 
bonds contain a stipulation giving the 
holder the option to convert into a 
junior security, usually stock of the 
corporation, under the stated condition 
of time and price. This conversion 
stipulation may be thought of in close 
connection with the classification ac- 
cording to maturity because, in a sense, 
an exercise of the option to convert is 
an acceleration of maturity in that it 
brings the particular obligation to an 
end. The conversion stipulation con- 
tains the condition of the time within 
which the option may be exercised. 
That is, the right to convert may begin 
at once or at some later date and con- 
tinue till the due date of the bond, or 
the right may terminate earlier than 
the due date. The time limits are 
explicit and readily understandable. 
More difficulty sometimes arises over 
the price conditions. If the exchange 
is at par for par, that is, a thousand 
dollar bond may be exchanged for ten 
shares of stock of the par value of one 
hundred dollars a share, the situation 
is clear enough. But the stipulation 
is sometimes that the bond may be 
converted into stock at, say, 150. 
This means that it would require 
fifteen thousand dollar bonds to 
effect an exchange for one hundred 
shares of stock at the par value of one 
hundred dollars a share. The stock 
is paid for, so to speak, at 150 with the 
debt considered as worth the full 
amount of the obligation. Sometimes 
the option may be more complex, as 
that the bonds may be converted at 
75 into stock at 150. This means that 
the bonds are worth only 75 cents on 
the dollar of the obligation to convert 
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into stock at a price of 150. This 
particular ratio could be expressed by 
stating that the bonds could be con- 
verted (at par) into stock at 200. A 
conversion stipulation has been made 
in a number of government bonds 
issued during the war to the effect that 
the particular issue may be converted 
into another issue or issues. Of course, 
this is not a conversion into a Junior 
security as we have stated of corpora- 
tion bonds, as there is, generally 
speaking, no seniority or juniority of 
government bonds, but simply a change 


from one government promise into 


another with different terms. 


CLASSIFICATION AS TO PAYMENT OF 
INTEREST 


Bonds are further classified with 
respect to the manner of transfer and 
interest payment into registered and 
The creditor whose 
claim is represented by a registered 
bond can transfer his right to receive 
payment only by an entry on the books 
of the corporation. Payment of inter- 
est is made by check to the registered 
owner mailed to the registered address. 
Since title can pass only by change 
of registration such bonds are not 
negotiable. 


CLASSIFICATION AccoRDING To Tax 
g POSITION 


A special stipulation frequently con- 


. tained in bonds has been given such 


importance through the course of 


federal income tax legislation as to 


have given another basis of classifica- 
tion for bonds. Agreements have fre- 
quently been inserted in bonds by 
which the obligor has promised to pay 
any tax which the obligor may be 
required to retain or withhold from 
the obligee. These agreements were 
doubtless inserted for many years 
without very much thought of the 
effect or expectation that the obligor 
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would, in fact, ever be called on tc suf- 
fer any loss on account of them. 
Neither did the investor pay any at- 
tention to them or pay a dollar more 
for the bonds on account of them. 
Years before there was any thought of 
an income tax with a “collection at the 
source” feature the writer came in con- 
tact with the British income tax wizh its 
“collection at the source” features, and 
called attention to the dangers of these - 
tax covenants to the obligor. When 
our “collection at the source” statute 
was passed these tax covenants blazed 
with importance. When “collection at 
the source” was abandoned prices of 
bonds had become so affected by the 
presence of the tax covenant that it was 
deemed expedient to retain the “with- 
holding at the source” feature in rela- 
tion to bonds. So on the basis of the 
federal income tax, bonds are known 
as “tax covenant” and “non tax zove- 
nant” bonds. _ 

The laws of our multiplicity, of juris- 
dictions vary widely in respect to the 
taxation of securities, and bonds not 
subject to taxation in given jurisdic- 
tion are known as tax exempt in that 
Jurisdiction and those subject to taxa- 
tion are called taxable in the juris- 
diction. 


Classification depending on the promise to pay 
No compulsion 
Government bonds, t.e. of sovereign powers, 
including sovereign states of federations 
Compulsion 
Municipal bonds (government agencies) 
Private bonds—i.e. of individual, associated 
and corporation obligors 
Classification depending on the means of payment 
Bonds depending on the taxing power ` 
Government 
Municipal 
Bonds for the payment of which direct access 
may be had to assets of the obligor 
Private bonds that contain absolute prom- 
ise to pay 
Bonds for the payment of which, so far as 
interest is concerned, access may >e had 
to earning power only 
Income bonds 
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Classification according to security 
Debentures 
No specifie security but depending on the 
general credit of the obligor enforceable 
through judgment and levy of execution 
Mortgage bonds 
Bonds secured by mortgage on tangible 
assets - . 
Collateral bonds . 
Bonds secured by the pledge of intangibles— 
as stocks and bonds 
Classification according to the element of time in 
relation to the specific security 
Future acquired property mortgage bonds 
Specific mortgage bonds (i.e. relating only to 
assets existing and mortgaged at the time 
the mortgage is created) 
Classification according to-authority to issue 
Closed mortgage bonds 
Open mortgage bonds ka 
Refunding bonds 
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Classification according to provision for maturity 
Perpetual 
Serial ` 
Sinking fund 
Convertible 
Redeemable 
Optional (i.c. redeemable after a certain 
time) 
Classification according to manner .of transfer 
and payment of interest 
Registered 
Coupon 
Classification according to tax position 
Federal Taxation 
Taxable 
‘Tax exempt 
Tax covenant 
Non tax covenant 
State taxation 
Taxable 
Tax exempt 


Tables of Bond Values—Theory and Use 


By Monrcomery Rots! 
Boston, Mass. 


HIS article assumes that the ma- 
terial presented is to be referred 
to by the average practical -dealer or 
investor in bonds, who seeks results for 
easy use and application. There are 
more exhaustive treatments of the sub- 
ject? which may better serve the pur- 
pose of those engaged in the valuation 
of an estate, or in other instances 
where great care should be exercised in 
order that all parties may be treated 
equably. l 
It is strange how frequently one who 
has been familiar during his entire 
business career with the handling of in- 
vestment securities, or, who has been 
in almost daily contact with such 
matters, fails to comprehend the prin- 
ciples upon which bond values tables 
are computed. The writer has been 
time and again surprised to find that 
men who should understand such mat- 
ters suppose that it is a mere calcula- 
tion by simple arithmetic, and that 
not to obtain the results given in the 
ordinary tables of bond values by their 
method astonishes them. Such people 
have begun on the supposition, to il- 
lustrate, that they could take a bond 
bearing 6 per cent interest, maturing 
in ten years, costing 110, and divide 
the premium—10 per cent—by the 
length of time which the bond has to 
run—in the case cited, ten years— 
and, obtaining 1 as the result, deduct 
it from 6 per cent, the rate which the 
bond bears, and assume, therefore, 
that the net return upon that particu- 
lar investment is 5 per cent, the 10 


1 This article is a reprint from the March 
1910, Annals, by Montgomery Rollins. 

*See Chapter VIII of The Accountancy of 
Investment, by Charles E. Sprague.. 
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per cent premium being charged off 
at the rate of 1 per cent yearly. 

The failure in this reasoning arises 
from their not understanding the fun- 
damental principles upon whica such 
tables are based, which presppose 
that the holder of a bond will, at the 
maturity of each one of the coupons, 
reinvest a sufficient portion of the 
money received, and keep it so invested 
until the maturity of the bond, so that 
the face value of the bond, added to 
the accumulation of reinvested interest 
will, at its maturity, be exactly equiva- 
lent to the original cost of the same. 

We have now arrived at the parting 
of the ways in this computation. 
There are two classes of accountants, 
or what you may choose to ¢all them, 
whose ideas at this point sharply di- 
verge. The first proceeds on th2 prin- 
ciple that the portion of the coupon 
money set aside shall be compcunded 
at the same rate as the net return upon 
the investment. To illustrate: If it 
is a twenty-year 5 per cent bond, and 
selling at such a price as to yield 6 per 
cent, it is assumed that the money 
set aside shall be compounded at 6 per 
cent, regardless of the rates of interest 
which will probably prevail at such 
investing periods. To show further 
the absurdity of this, imagine the 
owner of several different lots of bonds, 
one lot having been purchased at a 
price to yield him 6 per cent per an- 
num, another at 5 per cent, and another 
at 4 per cent. The class which we 
are now discussing assumes that a 
portion of these interest payments, 
even though they may all fall due at 
the same dates, shall be reinvested at 
compound interest at 6 per cent, 5 per 
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cent, and 4 per cent respectively. It 
is unreasonable to believe that these 
three separaże rates of interest will be 
ruling, at the same time for a similar 
grade of securities, or that there is any 
likelihood that the investor will guide 
himself, in the reinvestment of this 
interest, by taking into consideration 
the net return which he is’ enjoying 
upon the bonds in question. 

The other school, which is undoubt- 
edly the correct one, proceeds upon the 
plan of the reinvestment at-some fixed 
definite per cent, say 34 per cent or 4 
per cent, without any regard to the 
net return which the original purchase 
price of the investment warrants. 
It does not take a very deep knowledge 
of finance to see that it is fairer to pre- 
dict the future investment rates of 
money at some average rate, such as 
just mentioned, than at such widely 
divergent rates as by the other plan. 

In the case of bonds selling at par, 
both schools would be right as to their 
results, because there are no premiums 
or discounts to be provided for. Also, 
in the case of a bond computed by the 
first method, selling at a net return 
which is the arbitrary rate assumed as 
the reinvestment rate of the second 
method, then, likewise, will the two 
schools agree. In all other instances 
they disagree. An idea of the amount 
of this disagreement may be shown by 
referring to the table accompanying 
this article, by which it will be seen 
that a 6 per cent bond having twenty 
years to run, selling to net 5 per cent, 
is 112.55, and, in this case, 5 per cent 
is the compounding rate. By the use 
of a table of bond values based on a 4 
per cent compounding rate, 112.03 is 
the result—a difference of nearly one- 
half of 1 per cent. Yet custom has 
decreed, and undoubtedly always will, 
that the tables based upon the princi- 
ples of the first school, including those 
of the author of this article, which he 


og 
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‘conceives to be inaccurate, are likely 


always to prevail in use, and that the 
tables of the second school will never 
reach any wide circulation. It would 
be relatively as great an undertaking 
in financial matters to change from 
the incorrect to the correct school, 
as it would be to introduce the 
metric system into this country, or to 
change the present standard gauge of 
railways. 

In the circulars of banking houses 
offering investment securities, in the 
financial columns of newspapers, and in 
the “shop” talk of the investment 
dealer will be encountered, with great 
frequency, such expressions as: “net re- 
turm upon the investment,” or, to 
be more specific, “a bond pays the in- 
vestor 43 per cent,” “yields 43 per 
cent,” “is on a 4$ per cent basis,” or 
whatever the rate may be. In any 
event, the intent is to convey the in- 
formation as to what rate of interest 
the purchaser of a certain security 
at a given-price may expect upon his 
money. By this is meant the propor- 
tionate rate which the income upon 
any investment bears to the total cost 
ofthat investment—“ accrued interest” 
excepted—taking into consideration 
the time which it may be outstanding 
before being paid off. 

Stocks, as a rule, are irredeemable, 
and consequently are figured as per- 
petual. Most bonds and other in- 
vestments of a redeemable nature— | 
having some fixed determinable time 
to run—are not so figured. A simple 
illustration of an irredeemable stock 
would be that of one selling at $200 
per share, upon which dividends are 
being paid at the rate of 8 per cent 
yearly. In this case, the ratio of divi- 
dend, namely, 8 per cent, to the total 
cost, $200, would be 4, or 4 per cent, 
which is the investment yield. If the 
price of the stock were but $100 per 
share, and the dividend rate 4 per cent 
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per annum, the yield would still be 4 
per cent. 

We now come to a security having 
some determinable date of maturity, 
and the problem likewise becomes 
more complicated. Special tables, com- 
monly known as bond values tables, 
are used to ascertain the net returns 
from investments of this class. The 
books comprising these tables are so 
arranged as to cover different periods 
for which redeemable securities are 
likely, in the experience of bankers, to 
be outstanding; and, therefore, cover 
half yearly periods from six months to, 
say, fifty years, and then at greater 
intervals to one hundred years, it being 
supposed that most securities of this 
class will mature in, perhaps, twenty- 
five or thirty years and the vast 
majority inside of fifty years. 

. To simplify this article, page 15, 
which covers the twenty-year period, 
is reproduced from one of the ordinary 

books in use. 

Henceforth, we shall speak of all 
redeemable securities as bonds. Let 
us now take an example of a bond hav- 
ing twenty years to run, bearing 5 per 
cent interest. At what price must it be 
sold to pay the investor 4 per cent? 
The twenty-year page above covers 
the period in question. The column 
headed 5 per cent must be taken and 
followed down until opposite 4 per cent 
in the extreme left-hand column. A 
result of 11,368 will be found, which is 
the rate of purchase of a bond to yield 
4 per cent upon the investment; that is 
to say, $1,136.80, plus the interest 
which may have accrued since the last 
maturing coupon. This 4 per cent net 
return means 4 per cent per‘annum for 
each of the twenty years, and is reck- 
oned upon the entire sum invested— 
“accrued interest?” excepted—or in 
this case, $1,136.80. 

The time upon which to compute the 
net return, or the price of the bond, is 


the time from the date of computation 
to the maturity of the issue, net from 
the date of the issue, as some inex- 
perienced persons have occasionally 
supposed, unless, of course, the date of 
issue and the date of computation 
should coincide. 

This seems a pertinent place to con- 
sider at some length the matter of 
“accrued interest” referred to above. 
Strange as it may seem, there are 
many investors who fail to comprehend 
a subject which, to most, is so simple. 
It. is customary to make nearly all 
bends with interest payable twice, 
yearly. Let us take a $1,000 bond 
bearing 5 per cent interest. Upon this 
there will be found two coupons of $25 
each, and, we will say, for the sake of 
simplicity, that these coupons fall due, 
one in January and the other in July of 
each year. On the first day of Septem- 
ber a purchase is made of a twenty-year 
bond at 113.68 and accrued interest. 
The purchaser will pay $1,136.80, which 
is the principal and premium, but 
in addition thereto he will pay the in- 
terest upon $1,000, the face value of 
the bond, from July first, when the 
last coupon was detached, until Sep- 
tember first—two months. The bond 
bearing 5 per cent, this interest will be 
computed at that rate, and the investor 
will pay, in addition to the $1,136.80, 
$8.33, which is the interest on $1,000 
for two months at 5 per cent. An in- 
vestor may fail to comprehend that 
this $8.33 is not thrown away. Asa 
matter of fact, it is returned to him 
when the néxt coupon is paid, which 
will be, following this illustration, 
January first. The investor will have 
held the bond four months, at the end 
of which time he will receive not only 
5 per cent per annum for the time he 
will have held it, but also the $8.33 
which he paid to the holder from whom 
he made the purchase. He will be out, 
however, interest on the $8.33 for the | 
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four months.! Here is where bonds 
and stocks sell differently, although 
there are exceptions to this rule. 
When a stock is sold, a sufficient price 
is added to the quotation so that it off- 
sets the amount of interest—dividend 
—-which has accrued since the last 
payment. A stock selling ordinarily 
at $100 a share and paying dividends 
at the rate of 4 per cent per annum—2 
per cent, say, each January and July— 
would be quoted, everything else being 
equal, at 101 half way between the 
two dividend periods, as the I per 
cent premium would fairly represent 
the dividend accumulation for three 
months at the rate of 4 per cent per 
annum. 


Until recent years, bonds were sold - 


on the New York Stock Exchange in 
this same way, and quotations included 
the interest accrued. Today, however, 
upon this exchange, as well as other 
leading exchanges, bonds are sold— 
income or defaulted bonds accepted 
-—plus the accrued interest. The ordi- 
nary bankers selling bonds also cus- 
tomarily sell them “with accrued 
interest.” 

The foregoing explains such common 
expressions as “103 and accrued in- 
terest,” “109 and accrued interest,” 
or “109 and interest.”’ 

An expression something like this is 
often encountered: “Yielding 4 per 


1 The loss of interest upon the interest brings 
up the point that ordinary investment transac- 
tions always ignore this loss. Unless a bond by 
chance happens to be purchased upon a coupon 
date there must be some accrued interest paid, 
and absolute accuracy in figuring would demand 
the taking of this into consideration and would 
change slightly the net yield if it were figured 
into the actual purchase price, even though it 
were returned to the purchaser at the next cou- 
pon period. This would complicate matters so 
much, however, that it is seldom taken into con- 
sideration, as the amount, which is always 
against the purchaser and in favor of the seller, 
is slight. 


cent for the first ten years and 5 per 
cent for all time thereafter which the 
bond may run.” By this it is under- 
stood that the issuer of the bond has 
the right to redeem it any time after 
ten years, but shall not be obliged so to 
do until some later date, as, in this 
case, twenty years. These bonds are 
known by such titles as “10-20 year 
bonds” or “10-20’s,” by which it is 
understood that they are absolutely 
due and payable in twenty years. but 
optional on the part of the issuer to 
redeem any time—generally upon a 
coupon date—betiveen ten and twenty 
years. In a case of this kind, the 
seller must not assume that the bond 
will run longer than ten years. The 
greater the length of time which any 
form of an indebtedness, selling at a 
premium and having a fixed rate of in- 
terest, may be outstanding, the greater 
the percentage in interest return to 
the holder, prices always being equal. 
Therefore, in selling a 10-20 year bond 
at a premium, the net return should be 
computed on the basis of its being 
outstanding the minimum possible 
number of years—in this case ten— 
but should it run twelve years, for 
instance, before being paid off, the 
purchaser would benefit by the two 
additional years. That is, if the net 
return were computed, as it should be, 
on the ten-year basis, for any addi- 
tional time which the bond might run, 
the investor would obtain a yield of 
the full rate of interest borne by the 
bond. 

Should a bond be selling at a dis- 
count, the shorter the length of time 
which it runs the greater the interest 
return, prices being equal; the con- 
trary is true of a bond selling at a pre- 
mium. In computing the interest re- 
turn or ‘yield, the following rule must 
te observed if the issue is “optional,” 
so called, as in the case just cited: 
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Rute ror Computing Ner YIELD 
OF OPTIONAL BONDS 


When bonds are selling at a premium 
the interest return must be computed 
upon the shortest possible time which 
the security may be outstanding; when 
selling at a discount, the greatest 
length of time which it may be out- 
standing must be used as the basis. 

In buying an issue of bonds known 
as “serials,” that is to say, with a cer- 
tain portion of the issue maturing 
periodically, many dealers in invest- 
ment securities, who should know bet- 
ter, make the mistake`of averaging 
the life of the issue, and then, by the 
use of a table of bond values, basing 
their computation upon this average 
maturity; whereas, a separate price 
should be computed for each maturity, 
and then the average price taken— 
supposing, of course, that it is the in- 
tention to make one price for the entire 
lot, including all the different maturi- 
ties. If. bonds are bought by the first 
method and retailed by maturities, 
either a loss will result, or a less 
profit than expected. 

The fallacy of averaging the matu- 
rity, and computing the net return 
upon the period of time resulting, 
arises from the fundamental principle 
set forth elsewhere in this article, that 
the net return upon a bond is based 
upon reinvesting at compound interest 
a certain portion of the coupons as 
they severally become due. Conse- 
quently, each maturity of a serial 
issue must be computed upon its own 
time in order that this principle of 
compounding the interest may have 
true application. 

An investor should guard against 
deceiving himself as to the income 
upon a redeemable bond for which he 
has paid some price other than par. 
Let us illustrate by taking a bond hav- 
ing twenty years to run, bearing 5 per 
cent interest, and for which payment 
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has been made at the rate of 113.68— 
that is, $1,136.80 and accrued interest, 
the net return by the ordinary bond 
values tables being 4 per cent. That is 
to say, the investor is supposed to 
receive 4 per cent per annum upon the 
purchase price of $1,136.80. In ac- 
tual practice, as the coupons fall due, 
the investor receives $25.00 each six 
months, or $50.00 per annum. When 
the bond matures, he will receive, in 
addition to the last interest payment, 
only the principal sum of $1,000. 
There is, therefore, $136.80 premium 
paid that must be accounted for in 
some manner. A sinking fund, so- 
called, may be set aside each half 
year out of the interest as recerved to 
provide for this premium. The in- 
vestor Is entitled to reckon his income 
at 4 per cent per annum on $1,136.80, 
the total purchase price, which would 
be $45.47, or, for each six months’ 
period, one-half that sum; namely, 
$22.74. Deducting this from the semi- 
annual coupon leaves $2.26, which 
sum, if invested each six months at 
4 per cent, will, at the maturity of 
the bond, added to the principal 
sum, equal $1,186.80, the original 
purchase price. 

This is all based on the supposition 
that the $2.26 above mentioned will be 
invested promptly when received twice 
yearly at the rate of 4 per cent per 
annum; in other words, that it will be 
compounded at 4 per cent per annum. 
It may be that this is an unfair rate, 
that a lower rate, 34 per cent, or the 
prevailing savings bank rate, would be 
a better one to choose, If this were 
the case, a proportionately larger sum 
would have to be set aside each six 
months to create a sufficient sinking 
fund. | 

So far, we have had but one period, 
t. c. twenty years, together with a 
fixed net return and price. The 
amount of the sinking fund must 
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necessarily vary with the change of 
any one of the three factors: time, 
net return, or price. We will change 
but one of these, the time. Take 
nineteen years as the life of the bond 
when purchased. The tables show the 
` price of a 5 per cent, nineteen-year 
bond to net 4 per cent to be 113.22, 
or $1,132.20 for a $1,000 bond. Pro- 
ceeding again as above, we find 4 per 
cent on this sum to be, for a half year, 
$22.64, or $2.36 less than $25.00, the 
amount of the six months’ coupon. 
Here, then, is $2.36 for a nineteen- 
year bond, as against $2.26 for a 
twenty-year bond—prices and net 
return -being equal—as the sinking 
fund. 
The question naturally arises as to 
the way to treat similarly a bond 
bought at a discount. Let us again 
illustrate: A 5 per cent bond having 
twenty years to run, if purchased at 
the rate of 88.44, or $884.40 and ac- 
crued interest, will net the investor 6 
per cent; that is, 6 per cent on the 
$884.40 invested. As the coupons 
_ fall due, he obtains, the same as in the 
above case, $25.00 each six months, 
or $50.00 per annum. When the bond 
matures he will receive, in addition to 
the interest, the full principal sum of 
the bond, $1,000, for which he has 
paid but $884.40. There is, therefore, 
a difference here of $115.60, by which 
amount the purchaser will be appar- 
ently enriched at the maturity of his 
bond. If, however, he wishes to avail 
himself of the full 6 per cent net re- 
turn which he is entitled to receive, 
he -must anticipate this difference of 
$115.60, which may be done in this 
manner: He is entitled to reckon his 
income at 6 per cent on the $884.40, 
the original purchase price, which, 
for each six months, would call for 
$26.53. The coupon which he de- 
taches from his bond provides for but 
$25.00 of this. There is, consequently, 


the sum of $1.53 which he should 
receive from some source to make his 
full 6 per cent interest. He may antic- 
ipate the $115.60 above referred to 
by taking from some other fund this 
$1.53 each six months. This vepre- 
sents the amount which, if invested at 
6 per cent, the same net return as pro- 
vided for in the investment, will, at the 
maturity of the bond, added to the 
$884.40, just equal $1,000. It will be 
noticed, however, that in this instance 
it is supposed that the $1.53 will be 
compounded at 6 per cent, and here 
again the fallacy of the custamary 
method of compounding the reinvest- 
ment portion is emphasized, for it is 
not likely, nor supposable, that these 
sums can be compounded at 6 per cent. 
But, in this case, as the bond is bought 
at a discount, the investor will not be- 
likely to deceive himself; for accepting 
an arbitrary compounding rate of 6 
per cent is necessarily taking a less 
amount (in this case $1.53) than he 
would if it were compounded at a 
lower rate. To prove this, let us sup- 
pose that 4 per cent is taken as this 
rate. The investor might then allow 
himself $1.88 each six months to add to 
his $25.00 to provide himself with a 
6 per cent net rate. 

To explain one more point in this 
connection, and following the illus- 
tration above where $1.53 is taken each 
six months, which must be taken 
from some other fund, is there not a 
loss of interest each time upon that 
amount until the maturity of the bond? 
Or, in other words, what provides for 
the interest on these sums? ‘That 
comes back at the maturity of the 
bond, for it will be noticed that if 81.53 
be raultiplied by 40, the number of cou- 
pons, the sum equals $61.20. But 
$115.60 will be received at the end 
of twenty years, and the difference 
between these last two sums is $54.40. 
That is to say, $54.40 represents the 
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compound interest on the $1.53 period- 
ically taken and expended as income. 

The above argument is based upon 
the supposition that a bond will be 
held until maturity, or that, in case it 
should be disposed of earlier, the price 
realized shall be such as to give a yield 
equivalent to that at the time of pur- 
chase. In other words, if a bond hav- 


ing twenty years to run, bearing 5 per. 


cent interest, is bought at 113.68, 2. e., 
a 4 per cent basis, and is sold at the end 
of five years it is supposed that the 
price shall be computed on a basis of 
the fifteen years which the bond still 
has to run, which, to give a 4 per cent 
basis, would be 111.20. Instead, how- 
ever, the holder of such a security may 
sell it at a higher price than the equiva- 
lent basis. What, then, shall be done 
` with this surplus or profit? This ques- 
tion has bean considered many times 
by the courts, who have decided that 
this excess premium belongs to the 
principal and should not be considered 
as income. This is from the stand- 
point of trustees. The: ordinary in- 
vestor, however, may treat it as he 
likes, except, that in order to ascer- 
tain whether or not he has made a 


profit, he must find the price for the 


equivalent basis, and compare it with 
the price received. 

Loring’s A Trustee’s Handbook dep- 
recates the practice of buying bonds 
at a discount to offset those purchased 
at a premium. The reasoning is that 
the difference in price is not simply a 
question of interest, but more often 
one of security. ) 

Bond values tables cannot cover all 
` yates of interest and all maturities. 
Neither can they give every conceiv- 
able net yield. To have in one volume 
sufficient matter to cover all the pos- 
sible results, which investors or bank- 
ers may desire to obtain in the course 
of their investing or business careers, 
would require a volume beside which 


. to the former. 


the family Bible of old would pale into 
insignificance. The most likely called 
for and commonly desired results only 
can be given in a volume of moderate 
dimensions. Likewise, financial con- 
ditions change. At times, rates of 
interest between 3; and 3% per cent are 
the prevailing levels of high-grade 
securities. It was not many years 
since that few bond dealers would have 
had the temerity to predict a long-con- 
tinued interval during which bigh- 
grade securities could be purchased to 
net the investor in the neighborhood of 
5 per cent. Yet such is the condition 
of affairs at the time of writing this 
article. This is stated to illustrate the 
difficulties witk which the authors of 
tables of bond values have to contend 
in order to meet the popular demand. 
Tables issued a few years ago during 
the prevailing low rates of money are 
of little value today, when the rates 
have so largely increased. 

The fact, however, that a book of 
bond values does not give every result 
sought for need not deter the user 
thereof from making some attempt to 
secure the result desired by a simple 
use’ of mathematics. We will confine 
ourselves to that twenty-year page 
already referred to as an illustration. 

Suppose it were desired to know the 
price at which a 5} per cent bond 
should be sold to net the investor 4 per 
cent. In the 6 per cent column, op- 
posite 4 per cent, will be found 127.36. 
In the 5 per cent column, directly 
to the left, 113.68. Add these two 
results together and divide by 2, and 
you have the result for a 53 per cent 
bond. 

The highest rate bond which the 
sample page covers is 7 per cent. 
Prices to cover an 8 per cent bond 
may be found by obtaining the differ- 
ence between those of a 7 per cent and 
6 per cent rate and adding the result 
Example: 


Pa 
aad 
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Price of a 20-year 7 per cent bond to 








net 53 per cent............00000: $118.06 
Price of a 20-year 6 per cent bond to 
net 53 per cent........... cna ee 106,02 
SUDAC E era aa N $12.04 
Add price of 7 per cent bond ... 118.05 
Price of 20-year 8 per cent bond to 
net 54 per cent..........-..0006- $130.10 


By an understanding of all this, it 
will be clear that the results for a bond 
bearing any rate of interest may be 
quickly computed. 

Again, suppose it is a 5 per cent bond 
having twenty years to run and that 
it is desired to find the price at which 
it will net the holder 4.05 per cent. 
The nearest results in the table here 
given to this are 4 per cent and 4.10 
per cent net returns. Find the column 
headed 5 per cent; obtain the results 
for 4 per cent and 4.10 per cent; add 
them together, divide by 2, and the 
result, near enough for all practical 
purposes, will be obtained. There will, 
however, be a very slight inaccuracy. 
If a result for 4.03 per cent were de- 
sired, it would be necessary to find the 
prices opposite 4 per cent and 4.10 per 
cent; substract the lesser from the 
greater, divide by 10, which is the dif- 
ference between 4 per cent and 4.10 
per cent in the left hand column, and 
then you obtain what the ratio of 
change in price is for each one-hun- 
dredth of one per cent increase in the 
net return. Multiply your result, to 
follow this example, by 3, and deduct 
it from 113.68, the price to net 4 per 
cent, and you obtain the price of a 5 
per cent bond to net the investor 4.03 
per cent per annum. ‘This, again, is a 
rough mathematical calculation and 
not absolutely accurate, but a little 


understanding of such .matters will. 


enable one to form approximate and 
useful conclusions. 

It is sometimes desired to ascertain 
what a bond will yield at a given price 


when sold “flat.” (By this expression 
it is understood that the purchaser 
pays no accrued interest.) A twenty- 
year bond, bearing 5 per cent interest, 
with coupons maturing semi-annually, 
February and August, is offered for 
sale on April Ist at 115 “flat.” What 
does it pay? We must first find out 
how much interest has actually ac- 
crued upon the bond. In this case, 
itis two months. This, then, must be 
brought into dollars and cents. Two 
months’ interest at 5 per cent on $1,000 
(860 days to the year) is $8.33.. The 
price of the bond is 115: that is, $1,150 
for a $1,000 bond. Deducting the 
$8.33 just mentioned, you have as a 
result $1,141.67, which brings the bond 
down to 114.167, or, rounding out the 
second place to the right of the decimal, 
114.17. To put it in another form, 
114.17 and accrued interest 1s equiva- 
lent to 115 “flat.” By referring to the. 
table under the column headed 5 per 
cent, we find that 114.17 lies between 
115.18, which is a 3.90 per cent basis, 
and 113.68, which is a 4 per cent basis. 
We deduct the lesser of these two fig- 
ures from the greater and obtain 1.50, 
which represents the ratio of increase 
for each variation of ten one-hun- 
dredths of one per centin the net return. 
That is, a 3.90 per cent basis is to a 4 
per cent basis as 115.18 is to 113.68. 
Divide 1.50 by .10, the difference be- 
tween 3.90 per cent and 4 per cent, 
and you get what the ratio of decrease 
in price is for one one-hundredth of 
one per cent, which would be. 15. 
Now we deduct 114.17, which is the 


“price given, from 115.18, the nearest 


higher price in the tables, and obtain 
as a result 1.01. Divide this by 15, 
the ratio of change in price for each 
increase of one one-hundredth of one 
per cent in the net return, and we get 
.067; by which we understand that. 
114.27, the price given, is less than 
115.18, the next higher price in the 


tables, as .067 is the increase in net 
return over 3.90 per cent. Add, 


therefore, these two together, 3.90- 


and .06-++, and we obtain 3.964, which 
- equals the approximate net yield, 
according to this example, of a bond 
selling at 115 “flat,” which is the 
equivalent of 114.17 and “accrued 
interest.” 

To sum up: 


Price of bond—“ flat” . . 
Deduct 2 months’ inter- 


S115. 
833 


Price of bond— with 











interest”. .......... $114.167 or $114.17 
Price of bond to yield 

3.90 per cent ....... 915.18 
Price of bond to yield 4 

POP Cease. des ens 113.68 
Difference in price to 

equal .10 difference in 

Wield shee sce weeuiwas $1.50 

Tow per cent difference 

in yield, therefore, 

equals............. 15 
Price of bond to yield 3.90 per cent 

COGS exch pk eee kate we ends $115.18 
Deduct price of bond in example.. 114.17 

Difference...... EE aici $1.01 

Divide by 15, the difference in price 

equivalent to difference in yield 

for each ýy per centand get... . .067 

& MOO E a E so tu ocean 3.90 

The result desired........... $3 .96-++ 


Be it understood, however, that this 
result is not absolutely accurate. 
There will be a variation of one or 
more one-hundredths, but it is a rough- 
and-ready way to obtain a very close 
approximation to what a bond will 
pay under conditions that are given. 
By the above method, it will be under- 
stood how to obtain the net return 
at a given price, when the price varies 
from what is actually given in the 
tables used. 

It is seldom that a security is pur- 
chased upon a coupon date, and when 
such is not the case, tables which cover 
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only half yearly periods are only ap- 
proximate and must be adjusted to the 
actual time which the bond runs before 
maturity. Jor example, take a bond 
with 19 years 83 months to maturity 
bearing 5 per cent interest, to net 4 
percent. The twenty-year table gives 
113.68; the 194 year table, 113.45. 
Subtract and get .23 which equals the 
difference in price between 193 and 20 
years for a 5 per cent bond netting 
4 per cent. Nineteen years 83 months 
lies between these two periods, and is 
24 months longer than 193 years. 
There being twelve half months in a 
half year, divide 23, found above, by 
12 and get .01916. As 23 months are 
5 half months, multiply .01916 by 5 
and get .0958, which is added to the 
price of the 193 year bond. 

Thus 113.45 and .0958 give 113.5458, 
or, rounding out, 113.55, which is 
close enough for practical purposes. 

We have been so far discussing bond. 
values tables based upon redeemable 
securities with interest payable semi- 
annually. There are many issues of 
bonds in existence bearing annual 
interest, far more than the average 
bond dealer or investor realizes. There 
are, likewise, many other issues, such as 
our government securities, which have 
interest payable quarterly. It is not 
fair, therefore, to use a table of bond 
values based on semi-annual interest 
payments to compute the net return 
upon issues of bonds with interest 
payable in annual or quarterly mstal- 
ments. The semi-annual bond values 
tables, as already explained, are based 
upon the theory that a portion of the 
coupon money, as received, will be 
reinvested twice a year, and the inter- 
est compounded. In a bond with the 
interest payable but once a year. 
this money can only be reinvested 
and compounded once a year. Like- 
wise, in a quarterly table, it will be 
four times a year. To show the dif- 


Treatment of Bonds at the Time of Reorganization 


By Artuur §. Drewine 
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DISTINGUISHED jurist re- 
marked, nearly forty years ago, 

that “it rarely happens in the United 
States that foreclosures of railway 
mortgages are anything else than the 
machinery by which arrangements be- 
tween creditors and other parties in 
interest are carried into effect.”! This 
apparently revolutionary doctrine rep- 
resented the acknowledgement by the 
highest court that the adjustment 
of the financial misfortunes of a rail- 
road was to be conducted along dif- 
ferent lines from the adjustment of the 
affairs of any other bankrupt business. 
It was the tacit acknowledgement that 
a railroad occupied a peculiar and in- 
dividual position in our economic life 
and that its financial affairs were af- 
fected by its social significance. In 
effect, it was the extension of the social 
responsibility of a railroad’s operation, 
—~as developed in preceding years?— 
to a railroad’s financial affairs. Pro- 
phetic of the future was Justice Waite’s 
grasp of the substance behind the form 
of a railroad reorganization, for since 
this statement was made the entire 
current of events in the field of rail- 
roads has been such as to amplify 
and reinforce its truth. Further- 
more, the whole course of corporate 
reorganizations in all fields of indus- 
trial activity has followed in the wake 
of his theory of railroad reorganization. 
The present theory and practice of 
corporate reorganization has been the 
result of a slow evolution in which the 


1 Chief Justice Waite, Can. So. Ry. Co. v. 
Gebhard, 109 U. S. 539 (1883). 

2? Granger cases beginning Munn. v. Illinois, 94 
U.S. 113 (1877); to Stone v. Wisconsin, 94 U. S. 
181. 


23 


exigencies of financial necessity have 
always dominated legalforms. This is 
clear from its purpose; for reorganiza- 
tion is surgery applied to corporate 
failure. It is the climax of blasted 
hopes and thwarted ambitions. As 
such, it is, even in its happiest light, 
merely an expedient for making the 
best out of an unfortunate situation. 
It necessarily involves a conflict of 
legal rights, and it is necessarily carried 
through under the stress of disappoint- 
ment, ill-temper and personal animosi- 
ties. It reaches down into the funda- 
mentals of corporate affairs. For this 
reason, if for no other, it is at once the 
most intricate and at the same time the 
most fascinating topic of corporation : 
finance. 


Facrors DETERMINING THE STATUS 
oF Bonps at REORGANIZATION 


The fundamental character of the 
general subject of reorganization is 
shown by the treatment of bonds. For, 
in the end, the real and abiding security 
of a bond issue is its probable treat- 
ment at the time of reorganization. 
All else is superfluous. The mortgage 
securing the New York and Erie Rail- 
road 4s of 1947 is the simplest and 
crudest railroad mortgage now in force. 
No corporation lawyer of the present 
would think of employing anything 
like it to secure a contemporary issue 
of bonds; yet, probably no corpora- 
tion bonds are more secure than those 
issued under this old mortgage. ‘The 
bonds are a first lien, of over seventy 
years’ standing, on the main trunk line, 
representing the most important sec- 
tion of the shortest route between New 
York harbor and Chicago. They have 
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withstood three separate reorganiza- 
tions of the Erie system. 

` Five fundamental and important sets 
of conditions determine the status of 
any bond issue at the time of the re- 
organization of the corporation. which 
is liable for the issue. The first two 
are concerned with the nature of the 
corporation, without reference to the 
bond issues involved in the reorganiza- 
tion. Two other sets of conditions are 
concerned with the economic and 
strategic position of the specific issue of 
bonds, in relation to the other obliga- 
tions and liabilities dealt with in the 
reorganization. The fifth set of deter- 
mining conditions is legal; superficially, 
these are of paramount importance; 
actually, they are insignificant com- 
pared with the others. Before dis- 
cussing the treatment of any bond 
issue in particular, it is necessary to 
understand the bearing of these un- 
derlying factors. 


Public Attitude Toward Bankrupt 
Corporations 


The first set of conditions is con- 
cerned with the public attitude toward 
the necessity and social importance of 
the business conducted by the bank- 
rupt corporation. At the one end of a 
series is the privately owned water 
company, the business of which is so 
essential to the life of the community 
which it serves that public officials 
exercise a, strict supervision over the 
conduct of its business. Of sim- 
ilar inestimable economic importance 
to the nation are the great railways 
which make our present industrial 
organization possible. At the other 
end of the series are the small, locally 
owned manufacturing businesses en- 
gaged in the production of unimpor- 
tant luxuries, of which the supply 
is always ample. Businesses of the 
former type are so interwoven into 
our modern mode of living that we 


* 


designate them collectively by the 
term “public utilities.” As the indus- 
trial order changes, businesses which 
at one time were not oi great social 
significance become so, and the courts, 
sanctioned by social opinion, invest 
them with the privileges, restrictions 
and limitations that belong to public 
service corporations. The attitude of 
the public, as crystallized in judicial 
precedents and statutory law, toward 
the public character of a business has 
much to do with the treatment of the 
corporation’s bonds at the time of re- 
organization. If the business of a 
bankrupt corporation is invested with 
a public character, the courts may 
permit a great variety of past and 
present debts to supersede all the 
bonds, even the underlying first mort- 
gage, provided such a course is neces- 
sary in order to keep the public service 
enterprise in actual operation; whereas, 
a bankrupt ‘business not invested with 
a public character will be liquidated by 
the courts for the benefit of the credit- 
ors, and no general creditor can acquire 
a priority of claim sufficiently strong 
to emasculate the security of the mort- 
gage bondholders. In the one case, 
public convenience or necessity may 
supersede all the contractual priorities 
of a mortgage bond; in the other case, 
the claims of the various creditors, 
including the bondholders, to the 
bankrupt’s property follow logically 
the order of their lien on the corporate 
estate. 


Character of Business Conducted by the 
Corporation 


The second set of conditions are con- 
cerned with the specific character of 
the business conducted by the bank- 
rupt corporation—the kind of market 
it supplies, the merchantability of its 
assets, the rapidity with which its capi- 
tal is “turned over” and its natural 
capacity for borrowing capital. There 
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is one type of business requiring a 
large amount of fixed capital, of which 
a power dam is an illustration, which 
has no current quick assets that can 
be sold for the benefit of creditors. It 
requires little or no working capital 
and, therefore, once it is in operation, 
it requires no loans from the banks. It 
supplies a relatively stable market. 
The services it sells cannot be “trade- 
marked” and little business skill is 
required for its administration. 

At the other extreme is the type of 
business which requires little fixed 
capital—as a tannery——where the cur- 
rent assets constitute about all there 
is to the value of the corporation’s 
property. The capital is “‘turned over” 
readily; the volume of purchases and 
sales fluctuates rapidly, so that large 
amounts of bank credit must be avail- 
able at certain times. It produces a 
commodity for a highly competitive 
market and great skill is required for 
the administration of the business. 

In the reorganization of the former 
type of business, general as well as 
underlying bonds may be left undis- 
turbed, because the reorganized cor- 
poration will have an assured and rela- 
tively constant earning power, and no 
need would arise for securing bank 
loans to carry, temporarily, an unus- 
ually large volume of business. In the 
reorganization of the second type, the 
old bonds must be scaled down to the 
lowest possible point, and in reorgani- 
zation plans ot markedly good tech- 
nique all bonds of the bankrupt cor- 
poration are converted into stock. 
The plan must safeguard, above all 
else, the general borrowing credit of 
the reorganized corporation, and pre- 
serve the organization, the “good will” 
and the trade standing of the business. 
A bond, even a mortgage bond, of such 
«a2 business is an empty symbol unless 
these intangible elements are main- 
Kained. 


+ 


- Economic Position of Bond Issues 


The third set of conditions pertain 
to the earning capacity of the particu- 
lar property which secures one bond is- 
sue in contrast to another bond issue of 
the same bankrupt corporation. In 
the reorganization of a large railway 
system, a large local utility on an indus- 
trial “trust” of hybrid origin, there are 
usually several separate issues of bonds. 
One issue is secured by a mortgage on 
one piece of property; another issue by 
a mortgage on an entirely different 
piece of property; and the two pieces 
of property have probably contributed 
differently to the earning capacity of 
the bankrupt corporation. Obviously 
the bonds secured by the more lucra- 
tive property must be treated more 
liberally than those secured by property 
having a less inherent earning capacity. 
Obviously, no bondholders can be 
asked, under any circumstances, to 
accept new securities in a reorganized 
company which yields less income than - 
the distinguishable earning capacity of 
the property securing the bonds; and, 
equally self-evident, bondholders whose 
only security is property having little 
or no independent earning capacity 
may be justly asked to endure any 
sacrifice in Income short of the com- 
plete extinction of their investment. 


Strategic Position of a Bond Issue 


The fourth set of conditions have to 
do, again, with the property securing an 
issue of bonds—the strategic signifi- 
cance, rather than the explicit earning 
capacity, of the property. For it is 
true that in any complex financial 
structure the property securing one 
bond issue is more essential to the 
operation of the business as a whole 
than the property securing another. 
Obviously, the former issue must be 
treated with conspicuously greater 
liberality than the latter. This dis- 
tinction is of great importance in ad- 
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justing the relative interests of differ- 


ent small, and separately secured bond 


issues in every complex reorganization, 
but it is especially important in the 
reorganizations of large railway sys- 
tems. For, obviously, the holders of 
bonds secured by a mortgage on the 
main trunk stem of a railway system 
must be treated with the utmost 
liberality. They must be treated, in 
actual practice, with much greater 
liberality than the holders of bonds 
secured by a mortgage on a branch 
line, the traffic on which 1s important 
but not absolutely essential to the 


` integrity of the reorganized property. 


Legal Conditions 


: The fifth set of conditions to be 
considered are legal. Except in rare 
cases,? all bonds are issued under a 
covenant or indenture which specifies, >- 
explicitly, the rights of the bondhold- 
ers icase of default. Often, however, 
federal and state statutes or judicial 
precedents have altered the signifi- 
cance and the strength of the legal 
privileges accorded the bondholders in 
their, contract with the corporation, 
and these privileges, so far as they are 
binding, have a direct bearing on the 
claims of the bondholders to the assets 
of the corporation. Then, too, the 
general machinery prescribed by judi- 
cial procedure tempers the relative 
standing of bond issues. If the re- 
organization follows a foreclosure of 
one of the bond issues and a judicial 
sale of the assets of the corporation, 
severe pressure can be exerted on all 
the junior bondholders. In all re- 
spects, except actual command,* a 
court can impose a reorganization plan 

3? Like certain old debentures of the New York, 
New Haven and Hartford, and the Boston and 
Maine Railroads. 

4The court, by approving of the conditions 
of the judicial sale, may indirectly force .the 


dissenting minority to accept the plan of re- 
organization approved by the assent of an over- 


upon recalcitrant bondholders. On 
the other hand, if no foreclosure sale 
is ordered:by the court, and the plan 
of reorganization is carried out by per- 
suasion only—without judicial pres- 
sure—then all the bondholders must 
be treated with great leniency, In 
some rare cases, there are special 
state statutes which affect the general 
priority of bondholders’ and, in other 
instances, the mental slant- of the 
federal and* state judges of the geo- 
graphical region in which the reorgan- 
ization occurs may Affect the attitude 
of the court toward the sacredness of 
mortgage contracts. -Yet, when all 
is said, the legal conditions of the rẹ- 
organization are, on:the whole, im- 
portant, chiefly, aš determining the 
form of the reorganization and the 


extreme limits that a. reorganization 


“committee can go in demanding sacri- 


fices fro6m ‘bondholders; whereas, eco- 


nomic sanctions determine the sub- 
stance or structure of the reorganization 
plan‘and the particular distribution of 
the sacrifices demanded of the various 
classes of security holders. 


whelming majority. But the court cannot di- 
rectly force a security holder to acczpt a plan. 
“It is clear that the courts cannot directly or 
indirectly rewrite this reorganization agree- 
ment,” —Guar. T. v. Inter. Steam Pump Co., 
231 Fed. 595 (1916). This was tried in one 
notable case, but the United States Circuit Court 
of Appeals (Supreme Court Justice Brewer 
rendering the opinion) declared «against any 
such use of the court’s power, on the ground that 
“there is no wide discretion vested in the chancel- 
lor which permits him to disturb contract rights, 
—-the rights of property. It is not for 
the court to assume the power to compel because 
it believes it wise and good business. © 
Every man in this country decides questions in 
respect to his own property for himself.’’-— 
Merchants’ Loan and Trust Co. v. Chicago Rys. 
Co., 158 Fed. 923 (1907). 

5 In the recent reorganization of the Jackson 
Light & Traction Company of Mississippi, the 
first mortgage bondholders’ committee found 
that an old state statute seemed to give the 
resident merchandise creditors a priority over 
the first mortgage bondholders. 
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“ REORGANIZATION IMPERATIVES” 


These considerations apply to con- 
crete cases of the treatment of par- 
ticular bond issues in specific re- 
organizations. They are, however, 
circumscribed and limited in their ap- 
plication to two considerations which 
are paramount in every reorganization. 
The fixed charges of the reorganized 
company must be reduced so as to be 
well within the earning power of the 
corporation and the reorganized corpo- 
ration must be. supplied with new 
‘money. The relative importance of 
these two considerations—one might 
almost call them reorganization imper- 
atives— varies with the nature of the 
‘business conducted by the bankrupt 
corporation and the seriousness of the 
failure. But that they are of para- 
mount importance is tacitly-acknowl- 
edged by every practical business man 
who pretends to prescribe for a sick cor- 
poration, and explicitly stated by every 
writer on reorganization ‘procedure. 


Possibly the most-lasting contribution ` 


of the late J. Pierpont Morgan to the 
orderly development of American fi- 
nance was his insistence that in the 
great railroad reorganizations, of which 
he was the dominating factor, these 
two principles should be strictly ob- 
served. And the railroad reorganiza- 
tions following the panic of 1893 are 
to. be ccntrasted with those that 
preceded it by a strict observance of 
these imperatives, notwithstanding the 
losses this involved.® 

.The detailed working out of these 
two imperatives gives rise to the prob- 
lems and expedients encountered in 
-every individual corporate reorgan- 
ization. Let us consider, first, the re- 
duction of fixed charges to within 


® For brief study of the historical development 
of the thecry of railroad reorganization, see 
Dewing, A. S—The Theory of Railroad Re- 
organizalions, 8 American Economic Review, 7'74 
(Dec. 1918). 
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the reasonable limits of the earning 
capacity of the corporation. This is 
the point which most concerns the 
treatment of bonds. 


Repuction oF Frxep CHARGES 
Equipment Obligations 


If the corporation to be reorganized 
is a railroad, any outstanding equip- 
ment trust obligations must be contin- 
ued either according to their original 
tenor or else paid off in money. There 
is no other alternative. This is es- 
pecially true if they were issued under 
the so-called Philadelphia plan, by 
which the title to the equipment does 
not pass to the road until the last in- 
stalment. of the trust is paid. Unless 
these obligations are paid, or at least 
continued, the owners can withdraw 
the locomotives and cars from the 
jurisdiction of the receiver and the 
railroad is deprived of its rolling stock 
and hence its ability to carry on its 
business. As a result of the observa- 
tion of this principle, which brooks no 
exception, equipment obligations have 
a better investment standing than any 
other class of investment securities.’ 


Recewer’s Certificates 


The other type of bonds’ that re-, 
ceives special consideration in every + 
type of reorganization are thẹ receivers _ 
certificates. These are issued either 


7 The present writer does not know of a single 
case, throughout the whole range of American 
finance, wherein the holders of equipment 
obligations have been forced to endure a per- 
manent loss. There are several: instances— 
Denver and Rio Grande reorganization of 1886 
and the Norfolk and Western reorganization 
of 1896—in which the holders were forced to 
refund their equipment obligations, but in the 
end they recovered the principal and interest. 
In two recent cases—Detroit, Toledo and Iron- 
ton, and Buffalo and Susquehanna Railway—the 
equipment under the obligations was withdrawn 
from the railroad and sold. But the prices 
realized were ample to satisfy the outstanding 
obligations. 
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to pay off the “‘six months” claims 
existing at the time of the receivership 
or else to secure the money to enable 
the receiver to meet absolutely neces- 
sary expenses when the current income 
is insufficient. Under ordinary cir- 
cumstances, a reorganization plan must 
provide sufficient money to pay off, at 
par, these receiver’s certificates, else 
the court will not permit the plan to 
be carried out. This applies to all 
types of reorganizations—railroad, 
public utilities and industrials—al- 
though it should be noted in passing 
that our federal courts show far greater 
willingness to permit their receivers to 
issue certificates of indebtedness that 
take priority over mortgage bonds in 
railroad receiverships than in industrial 
receiverships. Obviously, this attitude 
is based on the presumption that the 
right of the public users of a railroad 
to have good service takes priority over 
even the contractual rights of mortgage 
creditors. The principle of the in- 
violability of the claims of the holders 
of receivers’ certificates has received 
some severe shocks of late, when the 
severity of several small railway fail- 
ures has compelled even the holders of 
these certificates to undergo radical 
sacrifices. It is also interesting to 
note that the great legal strength of 
these obligations of the courts has 
proved less of a protection to investors 
than the mere business expediency 
upon which equipment obligations 
rest.§ 

8 Perhaps the most instructive of these severe 
failures is that of the Atlanta, Birmingham and 
Atlantic Railroad. At no time during the re- 
organization was there any question but that 
the equipment obligations would remain undis- 
turbed by a reorganization. The interest and 
instalments of principal were regularly paid. 
But in the first plan of reorganization (March, 
1914) it was proposed to give the holders of 
receivers’ certificates only 60 per cent in cash. 
And in the final plan of reorganization the holders 


of the receivers’ certificates were forced to accept 
income bonds of subordinate and meagre value. 
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Special Bond Issues 


With the exceptions of equipment 
securities and receivers’ certificates, 
all the bonds dealt with in any reorgan- 
ization are the specific obligations of 
the financially embarrassed corpora- 
tion itself. Their treatment is, there- 
fore, a matter of comparative values. 
When it comes to lay down kroad 
principles governing the treatment of 
special bond issues, one is confronted 
with hopeless confusion unless the 
general distinctions suggested in the 
opening paragraphs of this article are 
carried m mind. Of these, the one 
which is applied relentlessly, in formu- 
lating the reorganization plan of every 
bankrupt corporation, is the purely 
business principle that the holders of 
bond issues shall undergo sacrifices if 
the earnings of the corporation before 
the failure were insufficient to meet 
their fixed interest charges. This sim- 
ple principle is seldom violated. It 
takes precedence over all others. For it 
is obvious that if bonds were allowed to 
remain undisturbed, when past expe- 
rience had shown that the reorganized 
company could not earn the charges 
upon them, the corporation would im- 
mediately fail again. Legal and equa- 
ble rights of every description are 
dominated by the motive of giving the 
reorganized company at least a reason- 
able chance of surviving the immeciate 
repetition of failure. 


Small Underlying Issues 


Among the various classes of bonds 
least likely to be in any way affected 
by the- reorganization, or called upon 
to make any real sacrifice, are the small, 
underlying issues. If they represent 
first mortgages on essential parts of 
the railway, the lighting system or the 
industrial plant, their position is prob- 
ably impregnable, provided the net 
earnings of the entire corporation ex- 
ceeded their fixed charges. 
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Sometimes, however, these underly- 
ing issues are refunded into large 
blanket mortgages, even though their 
holders are asked to make neither a 
real nor an apparent sacrifice. This 
usually occurs when the failure is un- 
usually severe, and the reorganization 
plan proposes to simplify the entire 
financial structure of the corporation. 
Yet it should be noted in passing that 
in the reorganization of small corpora- 
tions, the failure of which was so severe 
as to practically exhaust their apparent 
assets, it may be necessary for even the 
underlying bondholders to undergo a 
very substantial sacrifice. In a few 
eases of small railroads, the value of 
these first mortgage bonds has been 
utterly extinguished by the superposi- 
tion of receivers’ certificates above 
them, and the final sale of the corpo- 
rate assets for even less than the re- 
ceivers’ certificates. 


? The difficulty of forming any generalizations 
concerning the treatment of even prior lien bonds 
at the time of reorganization has led the writer of 
the present article to attempt to classify ratlroad 
failures anc reorganizations with this very matter 
in view. It would appear that there are three 
types of railroad failures and resulting reorgani- 
zations. 

Class I. This embraces serious, thorough- 
going failures of large railway systems. The 
causes are deep-seated and long-continued; the 
system has been over-extended; it has been 
under-maintained; it has not, nor is likely to 
have, an inherent earning capacity commen- 
surate with its invested capital. Reorganiza- 
tions of this type are as thoroughgoing as the 
failures which preceded them, Usually all the 
bonds of every description, including the under- 
lying divisional and main line prior liens, are 
refunded into one, or, at the most, into two great 
consolidated issues. Generally the old general, 
refunding or debenture junior liens are refunded 
into preferred stock and rarely income bonds. 
Illustrative of this type are the Wabash reor- 
ganization of 1888, the Norfolk and Western 
reorganization of 1896 and, conspicuously, the 
recent Pere Marquette reorganization of 1907. 

Class If. This embraces less serious failures 
of large railway systems. The causes are tem- 
porary, easily diagnosed and easily remedied. 
Although the earnings of the system are de- 


Junior Mortgage Bonds and Deben- 
tures.—Junior to the layers of under- 
lying bond issues there are usually large 
issues of bonds, either mortgage or de- 
benture, which represent the general] 
obligations of the corporation. In 
fact, quite generally among industrials 
and also in the cases of railroads and 
public utilities which have been reor- 
ganized before, the senior issue of these 
general bonds represents the first 
funded lien of the corporations, as there 
are no prior lien underlying issues. The 
manner of treating these general bond 
issues is determined entirely by the past 
earnings of the corporation. If these 
were fully ample to meet the interest 
charges, then the issue is treated like 
one of the underlying mortgages. It 
is either allowed to remain undisturbed 


pressed, the best judgment indicates that the 
system contains an inherent earning capacity 
commensurate with its capitalization. Re- 
organizations of this type seldom penetrate be- 
neath the superficial layers of the financial plan. 
The underlying and first general mortgage bonds 
are not disturbed. Quite frequently the only 
important result of the reorganization is the re- 
funding of the uppermost layer of fixed charge 
obligations into preferred stock. Excellent il- 
lustrations of this type are the recent reorganiza- 
tions of Chicago, Rock Island and Pacific Rail- 
way, and of the Missouri Pacific Railway, both 
in 1917. 

Class I. This embraces the failures of small, 
local, unimportant and often unfinished rail- 
roads. As the securities are closely held and the 
fortunes are not of much public concern, the 
public admission of failure is usually postponed 
until the last ray of hope has vanished. Con- 
sequently, when the failure actually does come, 
it lays bare a very serious situation. In con- 
sequence, the reorganization of these little roads 
almost invariably involves the elimination of all 
security holders junior to the prior lien bonds. 
It involves, too, the refunding of these bonds into 
preferred and common stock, and usually an as- 
sessment in addition. In fact, instances are by 
no means rare in which the prior lien bonds are 
extinguished by the failure of the assets to sell 
for enough to pay the receivers’ certificates. 

For further details concerning this classifica- 
tion see 9 American Economic Association Review, 
277 (June 1919). 
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or else is refunded-into a new issue of 
bonds with no loss or sacrifie to the 
holders. 
A serious question arises when it is 
quite doubtful, after adequate depre- 
ciation or maintenance charges are al- 
lowed, that the earnings of the co rpora- 
tion were adequate to meet the interest 
charges on the issue. Clearly, to allow 
the bonds of such an issue to remain un- 
disturbed would be to jeopardize the 
solvency of the reorganized company. 
The charges upon them must be re- 
duced or even entirely extinguished. 
Until the reorganizations of the mid- 
dle nineties, it was the custom to fund 
the coupons for the succeeding few 
years on the bonds upon which charges 
had not been earned. This gave the 
corporation a temporary rest from bur- 
densome capital charges. But this was, 
at best, only a palliative and secured 
to the reorganized company no per- 
manent relief. A much sounder prac- 
tice is followed at the present time. 
Instead of seeking merely a temporary 
“rest” for the corporation, one of four 
expedients is tried. Each one of these 
gives to the reorganized company some 
measure of permanent relief, although 
it invariably involves a considerable 
sacrifice on the part of the bondholders. 
One method is to refund the old bonds 
into new long-term bonds of the same 
principal amount, but with a lower in- 
terest rate. A second method is to 
refund the old bonds into two new 
securities, one with fixed and the other 
with contingent charges..° Thus the 
holder of $1,000 par value of the 5 per 


10 The word “contingent” as applied, in this 
article, to securities or charges implies that the 
charges which such securities bear are contingent 
on the earnings of the corporation. They need 
not be paid unless the earnings are sufficient, 
and a lapse in their payment will not precipitate 
the failure of the corporation. In this sense 
preferred stock and income bonds are contingent 
securities, and the dividends and warrants they 
bear represent contingent charges. 


old bonds. 


cent general bond issue of a corpora- 
tion, which had failed to earn the full 5 
per cent on the issue, before the failure, 
might receive $500 par value in new 5 
per cent general bonds and $500, or 
even $700, in new preferred stock. In 
this way the obligatory fixed charges 
would be cut in half, or very much re- 
duced. A third method has been to re- 
fund the entire issue into new preferred 
stock bearing a higher rate of contin- 
gent return than the fixed charge on the 
This method is frequently 
used when the issue is large and it is 
obvious that considerable amounts of 
money must be spent on the property 
of the corporation in the years 1m- 
mediately following the reorganization. 
It has the very great advantage of 
insuring the reorganized corporation 
complete rest from the fixed charge. 
A fourth method, considerably used 
in the earlier reorganizations and 
somewhat revived of late, is to refund 
the fixed charge bonds into income 
bonds. And often two separate issues 
of income bonds are used, so that a 
portion of the contingent charge car- 
ried by the new securities has a pricrity 
over the rest. In this way the bond- 
holder, who is forced to forego his fixed 
income, secures the assurance that at 
least some of his lost income will be 
restored to him at the earliest op- 
portunity." 

The decision as to which of these 
methods of dealing with the general 
bonds shall be adopted rests very 
largely upon the special circumstances 


1 ‘This was the method pursued in the reorgan- 
ization of the St. Louis and San Francisco Rail- 
road in 1916. The important use of income 
bonds—-on the whole an obsolete practice—is 
only one phase of an altogether stupid plan of 
reorganization. For, historical precedents and 
business expedients considered, the reorgani- 
zation plan of the St. Louis and San Fran- 
cisco Railroad shows the least insight and 
intelligence of any of the great railway reor- 
ganizations of the last decade. 
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attending each reorganization. If the 
failure was occasioned by special 
causes—embezzlement, failure of large 
creditor, sudden shrinkage of inventory 
or even a nation-wide stringency in 
the money market—probably no very 
serious sacrifices will be asked of the 
bondholders. Almost certainly they 
will not be asked to refund their bonds 
into income bonds or preferred stock, 
with the positive assurance that other 
new fixed-charge bonds will be super- 
imposed ahead of their securities. But 
this is exactly what will happen if the 
failure is due to deep-seated and far- 
reaching causes. The justice doled 
out to the bondholders is purely a 
matter of expediency. 

When it comes to the manner of 
treating those layers of junior securi- 
ties upon which the interest charges 
were not earned, by any subterfuge of 
accounting, there is now almost com- 
plete unanimity of judgment. They 
are invariably refunded into preferred 
or common stock. In large railroad 
and public utility reorganizations they 
are refunded into preferred stock bear- 
ing, ordinarily, non-cumulative divi- 
dends equal to, or possibly one per cent 
higher than, the fixed charges on the 
old bonds." 

In industrial reorganizations these 
junior bond issues, upon which the in- 
terest charges were not earned prior to 
the failure are usually refunded into 
common stock. In fact one very whole- 
some characteristic of industrial reor- 
ganizations, as a class, is the willingness 
of reorganizing managers, forced, to 
be sure, more by.necessity than choice, 
to reduce and, if possible, eliminate, 


1 Securities bearing exactly this standing 
were the First and Refunding Mortgage 4s of 
the Wabash Railroad, the First and Refunding 
5s of the Missouri Pacific Railway, and the De- 
benture 5s of the Chicago, Rock Island and 
Pacific Railway. In the recent reorganizations 
of these systems each one of these issues was 
refunded into a new preferred stock, 
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both the contingent as well as the 
fixed charges. There is a tacit ac- 
knowledgment that an industrial en- 
terprise, especially one that must 
rehabilitate its credit, should have 
few direct or indirect hens upon its 
earnings. 


Mernops or Procurting New Money 


Less, by far, need be said concerning 
the treatment of bonds in securing the 
other purpose -of practically every 
reorganization—the procuring of new 
‘money. Although this is often the 
crux of the reorganization—quite gen- 
erally it is so in an industrial reorgan- 
ization—yet its burden almost always 
falls on other interests than the bond- 
holders. In railroad and public serv- 
ice reorganization plans this burden 
falls on the stockholders who are forced 
to subscribe new money or suffer the 
extinction of their equities through the 
foreclosure of the bonds and the judi- 
cial sale of the corporate assets. In 
industrial reorganizations the burden 
of supplying new money is often 
divided among the stockholders and 
the unsecured creditors—the latter 
being forced, as well, to fund their 
obligations into a preferred stock. 

But bonds are not always free from 
the necessity of supplying at least some 
of the money required by the reorgani- 
zation. If the amount of money re- 
quired to settle with the various 
creditors that need it and to rehabili- 
tate the weakened credit of the corpora- 
tion is more than the reorganization 
managers believe can be coerced from 
the stockholders, then they will assess 
the junior bondholders. It is purely 
a matter of expediency. If the new 
money cannot be obtained from the 
stockholders without running the dan- 
ger of driving them away, then some 
of the burden must be passed onto the 
next higher layer of security holders. 
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This is the junior bondholder.® And 
if, in turn, the junior bondholders can- 
not be counted upon to sacrifice very 
much to protect their equity, then ‘at 
least a share of the burden may be 
passed on up to the senior bondhold- 
ers.4 In some instances the bond- 
holders are placed in the position of 


13 This principle is succinctly stated in an often 
quoted passage from a circular issued at the time 
of the second reorganization of the Atchison, 
Topeka and Santa Fé Railroad. After stating 
that the amount of money to be raised amounted 


to $14,000,000, the reorganization committee. 


went on to say: 

“The stockholders in the ordinary course 
should provide the whole of this amount 
but the proportion of the assessment that 
would be borne by the stockholders could only 
be gauged by the amount of assessment that 
they would be willing to pay in order to protect 
their rights. This amount is believed to be $10 


guaranteeing the assessments levied 
on the stockholders, so that if the latter 
default, the junior bondholders step 
into their position, pay their assess- 
ments and take the securities allotted 
to them. In some industrial reor- 
ganizations, too, the debenture bond- 
holders find themselves forced to sub- 
scribe sufficient money to pay off 
certain preferred creditors in order to 
give themselves a controlling voice in 
the reorganization. Again, it isa mat- 
ter of expediency. 


per share, and it is necessary that the second 
mortgage bondholders shall provide the remain- 
ing $4 for their own protection.” 

u This was the procedure followed in the re- 
organization of those small railroads (Class III 
enumerated in note 9 page 30) which required 
the foreclosure of the senior mortgage and the 
total extinction of all junior securities. 
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COMMERCIAL AND INVESTMENT 
BANKING 


Difference in Matter 


Commercial Banking.—Let us first 
differentiate the work of commercial 
banking from that of investment bank- 
ing. The commercial banker is en- 
gaged in financing the circulating 
capital of business enterprise. His 
control over capital is subject to cer- 
tain very strict limitations. Most of 
it might be called a delegated control 
subject to revocation without notice. 
Though he may direct capital into 
certain channels he must be able to 
withdraw ‘it quickly, if necessary to 
satisfy the demands of his depositors 
who have vested him with control over 
capital under the condition that they 
shall be able to revoke that control on 
demand and resume it for their own 
purposes. Therefore, the commercial 
banker who is conducting his business 
with careful regard for his obligation to 
repay depositors on demand, properly 
_ loans on the security of commodities or 
goods in the process of consumption 
which, as they enter into consumption, 
automatically provide the means for 
liquidating the loans of the commercial 
banker. He may, to be sure, make 
loans on the collateral of fixed capital 
securities, but only as by reason of 
their enjoying a quick market they pos- 
sess the quality of ready liquidation in 
sale which affords the equivalent of 
liquidation through the processes of 
consumption. It should be noted too 
that this loaning on security collateral 
takes place only after some one else has 
directed the capital represented by the 
securities into the enterprise on which 
the securities are based. 
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Distribution of Surplus Capital.— 
This shows the matter of commercial 
banking from the viewpoint of the 
commercial bank. Look atit for a 
moment from the viewpoint of the 
borrower from the commercial bank. 
A certain part of the capital of a busi- 
ness enterprise is required through the 
entire year and from year to year. 
Another part of the capital needs of 
any business varies from month to 
month. The inventories of a manu- 
facturing concern, for example, have 
their peak and their valley. In addi- 
tien to the raw material goods in 
process and finished product, the man- 
agement of the enterprise must finance 
goods sold and delivered but not yet 
paid for. Séasonal variations cause 
this capital requirement to fluctuate 
widely. A business must render a 
return for its use of capital. Stated an- 
other way the cost of capital is an es- 
sential part of the cost of production. 
If it is possible to avoid paying for a 
whole year’s use of capital, the actual 
use of which is required for only part of 
the year, that is good business. The 
capital which gives rise to these sea- 
sonal variations is that very circulating 
capital which by reason of its steady 
consumption is constantly providing 
the means to liquidate loans by which 
it may be financed. So the complex 
development of our economic life has 
given rise to this nice adjustment, 
which is really an economy, providing 
the ability to shift the control over 
capital quickly from the place where, 
for the moment, it is not needed to the 
place where, at the moment, it is im- 
peratively needed. 

But any business enterprise has 
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certain capital requirements which do 
not diminish through any natural 
seasonal variation. 
factory building, the machinery in the 
factory—when the capital committed 
to an enterprise takes these relatively 
enduring forms it remains a fixed 
quantity. Even though the plant or 
some part of it is idle for a time, and 
even though this idleness may be of 
periodical recurrence, we have devised 
no means of effecting a capital economy 
here. The capital is not fluid, but 
fixed, and we must count it a capital 
cost through the entire year, and year 
in ‘and year out, whether we actually 
use it continuously or not. Besides 
having this capital which is “fixed” by 
reason of its physical aspects, a busi- 
ness enterprise has a certain minimum 
amount of circulating capital which, by 
reason of its constant quantity, gives 
rise to the same financing requirements 
as that part of the capital which 1s 
physically permanent. That is, in a 
manufacturing enterprise, for example, 
the inventory of raw material, work in 
process and finished product and the 
accounts receivable, all of which pre- 
sent a requirement for the financing of 
circulating capital, reach a minimum at 
some period of the year. Though in its 
physical quality this is circulating 
capital, or its representative in ac- 
counts receivable, the permanence of 
its quantity gives rise to the same 
financing problem as the physically 
fixed capital assets of the business. 
Investment Banking.—Here lies the 
field of the investment banker, in 
financing the capital requirements of 
business which are not subject to 
seasonal variation, principally the 
fixed assets which are not self-liquidat- 
ing through the rapidity with which 
they enter into consumption, but also 
that part of the circulating capital 
which, though constantly entering into 
consumption, is, by reason of its fixed 


The land, the - 


quantity, not self-liquidating.- By 
the term “self-liquidating,”’ of course, 
is meant furnishing the means for 
prompt repayment of the principal com- 
mitted to the financing, 


DIFFERENCE IN Mernop 


Besides this fundamental difference 
in matter, a fundamental difference in 
method should be observed as between 
the work of the commercial and the 
work of the investment banker. The 
depositor in the case of the commercial 
banker has no choice in the risks to 
which his capital is committed. To 
offset this the commercial bankers’ 
own capital forms a guarantee fund 
which assumes the first hazard in all 
risks. Fhe person committing his 
capital to an economic undertaking 
through an investment banker has a 
choice in his risk and the investment 
banker’s own capital is in no way 
pledged to indemnify him, the investor, 
in the event of loss. 


Tar Investment BANKER AND PRI- 
VATE ENTERPRISE 


Without going further into the com- 
parison of the commercial and the 
investment banker, which has been 
made only as a means of defining the 
scope of the investment banker’s ac- 
tivity, let us now consider the mech- 
anism by means of which capital, not 
required in their own economic under- 
takings by those who have control ovez 
it, is committed to economic enterprise 
under the management of some one 
else. The entrusting of capital to the 
management of another is an essential 
element in the idea of investment as the 
word is commonly used, and hence the 
term investment banker as describing 
those through whom this commitment 
is made in'the financing of the fixed 
capital assets of business. ` 
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The Field of the Investment Banker 


In the process of this commitment 
the investment banker uses his own 
capital as a means of clearance. 
is a merchant buying on his own ac- 
count with the risk of the transaction 
on him, not a broker performing a 
service only. The investment banker 
buys securities and sells them. Since 
his capital is not unlimited and his 
transactions are large he must arrange 
for credit. Yet the legal and business 
exigencies surrounding each transaction 
are such that credit, is seldom extended 
to him by the vendor. Offsetting this 
fact is the fact that he seldom extends 
credit to the purchaser from him, the 
investor. But he must arrange loans 
to carry his goods, the securities in 
which he deals, until he sells. The 
method of doing this requires some 
description. 


The Methed of the Investment Banker 


Distribuiion of Investment.—When. 


the investment banker has committed 
himself to the purchase of an issue 
of securities, or even before actually 
making the commitment, he proceeds 
to shift a large part of his risk as 
rapidly as possible. He forms an 
underwriting syndicate of investment 
bankers which assumes the entire risk 
of the transaction. He will retain such 
part of the risk as he desires or cannot 
shift by becoming himself a member of 
the syndicate of which he will be 
the manager. Though sometimes the 
members finance the carrying of their 
respective participations, more com- 
monly the banker who has initiated the 
entire transaction arranges for the 
loan to carry the entire issue. To this 
end he seeks the commercial banker. 
For the purpose of the commercial 
banker the securities now in the process 
of distribution are like commodities 
entering into consumption. By reason 
of the market the investment banker is 
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engaged in. making, it -is anticipated 
that the transaction will itself provide 
the means of liquidating the loan. 
Though there is not the same assurance 
that this will be the case as there is 
with a loan based on standard com- 
modities, as food and clothing, or 
goods consumed in the necessary opera- 
tions ‘of our economic life, the consump- 
tion of which is imperative to human 
existence in the established social form, 
nevertheless, loans of this kind have’ 
become in financial centers a well rec- 
ognized part of the business of those 
banks which have hitherto been deésig- 
nated in this article as commercial. 
Bank operations of this kind based 
on investment securities, whether in aid 
of the investment banker or the stock 
exchange broker, are sometimes called 
financial banking to distinguish them 
from operations based on tangible 
goods to which the term commercial 
banking would be more strictly applied. 

Shifting the Risk.—Even though the 
investment banker has shifted the risk 
of the transaction by forming an under- 
writing syndicate, he may pledge his 
personal credit for the loan and put up 
the syndicate agreements as collateral 
along with the securities themselves. 
With the loan all arranged in this way 
the transaction is now ready for the 
“clearance,” that is, for the payment 
of the purchase price to the issuer, the 
issuance of the securities and the 
delivery of them to the bank to be held 
as collateral. The precise form of the 
business varies a great deal with the 
nature of the transaction and no 
adequate inclusive general description 
can well be given. 

There may well be a further shifting 
of the risk before this clearance opera- 
tion. If the transaction has gone far 
enough, assumed sufficiently definite 


form, the underwriters may proceed to 


sell subject to the condition of “when, 
as and if issued and delivered.” The 
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securities may even be advertised in 
the press and by circular this way. 
When the advertising takes the form of 
an announcement of an offering for 
public subscription, and the subscrip- 
tion books are closed within an hour or 
two of their opening it need not always 
be assumed that an eager public has 
rushed in of its own accord. The 
probabilities are that a large amount 
. of selling work was done before the 
subscription announcement. 


How the Investment Merchant Buys 


Investigation of enterprise-——In our 
description of the work of the invest- 
ment banker we have followed one 
thread of the warp further than some of 
its parallel threads. So far we have 
followed the thread of distribution. 
How does the merchant of investments 
buy the goods he sells? Sometimes an 
investment banker assumes the work of 
a promotor, assembles from the very 
beginnings the elements of an enter- 
prise and follows it through its con- 
struction stage to its demonstration of 
an earning power. We will consider 
his work, however, only in relation 
to an enterprise already established. 
Those in control of such an enterprise 
seek the banker, usually, because they 
want to increase the business and in 
order to do so need to add to the capital 
account. Sometimes for one or more 
of various, good and sufficient reasons 
those in control wish to withdraw from 
the business, to sell out, and, since by 
reason of the magnitude of the enter- 
prise the number of possible private 
purchasers is so small as to be negli- 
gible, they seek to sell to the investing 
public through the jobbing banker. 
The banker stays in business, however, 
through a reputation for the quality of 
the goods he sells. He must investi- 
- gate and test his goods before adding 
them to his stock. He must test for 
earning power as being the quality 


which will provide dividends for stock- 
holders, and interest and the provision 
for the repayment of principal for 
bondholders. He must consider the 
liability of this earning power to 
fluctuate depending on the kind of 
business involved as affecting the 
capacity of the enterprise to meet 
fixed charges and afford a probable 
continuity of preferred dividends. He 
must test the value of the assets, the 
cost of reproduction less depreciation. 
The business makes its earnings by 
reason of creating a value of some kind, 
a value of place, a value of form. How 
much of this added value is attribu- 
table to the use of capital, and how 
much, therefore, of the earnings is 
capital likely to be able to continue to 
command. 

Earnings and Income.—Though the 
banker must depend on his own judg- 
ment in making a purchase of securi- 
ties, -he needs facts and the judgments 
of expert technical knowledge on which 
to base his judgment. So when con- 
sidering the merits of an enterprise as a 
basis of investment he calls in experts 
for several lines of technical investi- 
gation. We will assume that the 
enterprise is industrial. The banker 
needs to know the facts about earnings. 
The management of the corporation 
may be perfectly honest in its represen- 
tations to the bankers and still state 
earnings Incorrectly because them- 
selves mistaken. Accounting practices 
are by no means universally sound. 
So, as a check on possible wilful mis- 
representation, but more probable un- 
intentional inaccuracy, the banker 
requires the audit of expert accountants 
running over such a period of years as 
may be considered sufficient te guard 
against a commitment based on ex- 
ceptionally favorable earnings for a 
single year. 

Value of Assets —Though income is 
the first consideration, the value of as- 
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sets is also highly important. If the 
employment of capital in the enter- 
prise is unduly small in relation to the 
earnings, apparently elements other 
than capital contribute principally to 
the income, as management, or some 
especially favorable but probably not 
really permanent condition. Question 
may well arise as to the value of capi- 
tal committed in the absence of the 
especially favorable element. What 
would the assets be worth to some other 
competent management? As an as- 
surance of the probable continuity 
of income available to capital and of a 
liquidation value, in the event of some 
weakness that may develop in the 
management of the enterprise in its 
present form, the value of assets must 
be taken into account. So the banker 
needs an appraisal of the tangible as- 
sets. The auditors have passed such 
judgment as is possible on the value of 
the intangible assets, the bills and ac- 
counts receivable. The Judgment is 
perhaps not based on very profound 
investigation, but it is the best 
practicable. 

Appraisal of Materials —The audi- 
tors, however, who are skilled in ac- 
counts, have no basis for judgment of 
the tangible values on which those ac- 
counts are largely based. So, both for 
the purpose of supplementing and 
enabling a check on the deductions 
drawn from the audit, the bankers 
have an appraisal made. This ap- 
praisal may be made simultaneously 
with the audit, and its results, or more 
especially the appraisal of the invento- 
ries of material, goods in process and 
finished product, taken advantage of in 
completing the report on the audit. 
So far as the fixed capital assets are 
concerned the appraisers estimate the 
cost of reproduction and deduct a 
proper allowance for depreciation. 
Such an appraisal, of course, leaves out 
of consideration special increases or 


decreases of value due to location or 
other causes than costs, but as these 
special advantages or disadvantages 
are reflected in earnings this is not of 
consequence. The appraisal serves the ` 
purpose for which it is taken. 

The cost of reproducing the plant 
may be a certain amount, yet the plant 
may not be advantageously arranged 
for operating purposes. The banker 
needs the opinion of a competent en- 
gineer on this matter. Such an opin- 
ion completes the list of expert investi- 
gations ordinarily made. 

Investment Merit.—To the facts as 
ascertained by these expert investiga- 
tions the banker must add the more 
general facts in forming his judgment of 
investment merit. He must consider 
such matters as whether the general 
geographical location is and will con- 
tinue to be advantageous, the ability 
of the management, whether the en- 
terprise is large enough to hold its 
own in the industry, the labor element, 
in short, the entire set of general busi- 
ness considerations. 

Kind of Securities to Be Issued.— 
Before these investigations are under- 
taken the financing bargain has been 
made, that is, an agreement reached as 
to the kind and amount of securities to 
be issued and the price to be paid for 
them. This is done on the basis of 
representations by the management of 
the enterprise. The investigations are 
made to substantiate these representa- 
tions, and the financing bargain is made 
conditional on this substantiation. 

In arriving at the financing bargain 
the management and its attorneys and 
the bankers and their attorneys all have 
apart. ‘The management of the enter- 
prise and the bankers state the results 
they wish to arrive at and, in a general 
way, the means. The attorneys indi- 
cate how far these results and means 
are legally practicable. In this way 
the bargain is made which includes as 
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part of its terms the form of security 
_to be issued. The experts proceed 
with their investigations, which we will 
assume do substantiate the representa- 
tions of the management. The at- 
~ torneys, proceed with the legal matters 
_ necessary to carry out the bargain. 
"The bankers go ahead with their 
preparations for the ultimate dis- 
tribution of the securities. This in- 
volves the formation of the syndicate, 
as already indicated, the preparation 
of the circular and any other matters 
looking forward to the final offering 
of the. securities to the investing 
public. 

The Sale of Securittes.—The prepara- 
tion of the circular and other advertis- 
ing matter is by no means an unimpor- 
tant part of the work antecedent to 
the sale of the securities. Statements 
made in the circular constitute the 
representations on the basis of which 
the securities are sold. Every care 
must, therefore, be taken to have these 
statements accurate. The banker’s 
reputation, to say nothing of legal 
liability, depends on their accuracy. 
Yet, naturally, the circular should 
make as good a showing for the busi- 
ness as consistent with the facts. If 
there‘ are any faults, however, they 
are likely to be faults of omission rather 
than of commission. 

We will not undertake to describe 
the processes by which an investment 
banker develops the clientele which 
is the foundation of his business. 
The forming of business connections 
through the agencies of the sales- 
man, through personal relationship, 
and through such value as the printed 
advertisement, may follow a course 
for investment banking fairly similar 
to that for any other form of busi- 
ness enterprise. The problem is es- 
pecially difficult in that the thing 
which the investment banker has to 
sell consists of intangible values. 


Ture Investment BANKER AND PUBLIC 
FINANCE 


For the sake of clarity in the par- 
ticular description, we have so far 
confined ourselves to the work the 
investment banker performs in direct- 
ing investment in private enterprise 
and have neglected his relationship to 
public finance. The community act- 
ing in its organized capacity as the 
sovereign state, including the munici- 
pal agencies of the state, makes its 
primary provision of funds substan- 
tially in two ways, by taxation and by 
borrowing, that is, the enforced levy 
and the voluntary loan. Though the 
funds may be provided in the first 
instance by the voluntary loan the- 
repayment of the loan and, therefore, 
the ultimate source of the funds lies in 
the enforced levy. 


Public Loans 


The loan is properly resorted to as a 
source of immediate funds for such 
extraordinary expenditure that to levy 
for the whole amount would interfere 
with the economic functioning or 
productive power of the community. 
Two men equally able to pay in the 
long run may differ very widely in 
their ability to make immediate pay- 
ment. One man may, without in- 
terfering with his productive power, © 
part with his private control over 
capital to many times the amount of 
another man of equal worth. If an 
immediate tax levy would seriously 
interfere with the productive power of 
the other man, it is a matter of expedi- 
ency to borrow part of funds immedi- 
ately required on such terms as make it 
advantageous to those members of the 
community whose wealth is of such 
a nature that they can part with con- 
trol over more than their proportionate 
share for tax purposes without inter- 
fering with their productive power. 
It may be remarked that no element of 
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patriotism: is involved in the transac- 
tion which would make it praiseworthy 
to loan to the government on terms less 
advantageous than a good bargain to 
the lender. The ultimate beneficiary 
is not the government but the tax- 
payer who is not in a position to part 
with his proportion of the necessary 
funds without too seriously impairing 
his economic efficiency. During the 
recent war the investment bankers 
of this country contributed their 
services in the flotation of the govern- 
ment loans. They not only made no 
profit but also suffered a positive 
loss through their running expenses. 
There was no more reason why they 
should contribute their services with- 
out pay and suffer the loss of their 
operating expense than that the maker 
of munitions of war should do the 
same thing. 


The Investment Banker a Merchant of 
Credit 


Ordinarily the investment banker 
acts as a merchant of credit in the case 
of government and municipal loans 
just as he does in the case of the financ- 
ing of private corporations. In the 
case of the private corporation, how- 
ever, the sale to the banker is a private 
sale, that is, the corporation does not 
offer its securities generally to whoever 
will come and buy, but privately seeks 
a particular banker, and if unable to 
do business with him seeks another. 
‘The regular course of business with 
public securities, however, is to offer 
them publicly to the highest bidder. 
If the banker seeks to buy he must 
take what is offered. He does not 
have the.opportunity he has with the 
private enterprise to take part, and 
usually much the greater part, in 
shaping up the investment contract 
expressed in the security. Since pub- 
lic securities rest on the taxing power 
as the one form of provision for pay- 


-as the term and rate. 


ment, and usually all the issues have 
exactly the same claim on the taxing 
power, the opportunity for variation in 
the investment contract is confined to 
purely formal matters of the security, 
So the lack’of | 
opportunity to take a part in the shap- 
ing up of the issue is not as disadvan-. 
tageous as it would be in the case of 
securities of private corporations. 


Publie Sale of Securities 


The business of financing the mu- 


nicipalities is highly developed and the 


fact of the public rather than the pri- 
vate sale by the issuer of the securities 
makes some fundamental differences. 
Since the purchaser does not know that 
he is to get the securities until it is 
time also for him to pay the money for 
them, there is not the same opportunity 
to shift the risk. Anysyndicateformed 
before the purchase and payment is a 
joint account rather than an under- 
writing syndicate, that is, a joining in 
the risk as a primary purchaser rather 
than taking an assumption of the risk 
as a secondary purchaser. The same 
reason prevents any shifting of the 
risk to the investor before the time of 
payment. Since the purchase is un- 
certain it is not worth while to under- 
take the work and the banker has really 
nothing to offer. 

Another respect in which the pur- 
chase of municipal securities differs 
from purchasing securities of private 
corporations lies in the lack of special 
independent investigation, other than 
legal, in the case of the municipal 
security. Itis the nature of the trans- 
action that the vendor’s statement 
of assessed values and of financial 
position should be accepted by the 
purchaser. The purchaser does not, 
however, accept the legal proceedings 
as being necessarily adequate. The 
legality of the issue of municipal securi- 
ties is so highly technical a matter that 
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the investment banker always requires 
an independent report on legality, and 
the importance of this is indicated by 
. the large percentage of cases in which 
the- municipal bond attorney detects 
_ some flaw in the proceedings which re- 
‘quires remedy. 


‘CREATION OF INVESTMENT MARKET 


This description of the work of an 
investment banker has confined itself 
to his business as a merchant in credit. 
He has one function which the mer- 
chant in ordinary commodities does 
not have. The ordinary commodity 
goes its straight course direct to con- 
sumption. A security, however, is not 
consumed in use and the financing of 
it is, therefore, not liquidated in the 
consumption process. The only way 
in which the investor can liquidate a 


security with a long term still to run, or 
without maturity, as stocks, is to put 
his investment in the market again. 
A very considerable part of the eco- 
nomic service performed by the in- 
vestment banker consists of his crea- 
tion of this market. The processes 
by which it is created, through bro- 
kers, through telephonic, telegraphic 
and mail inter-relationships among the 
banking houses, through the medium 
of the organized exchanges, through 
direct dealings with the bankers’ own 
clientele are all matters that would 
require another article for telling. It 
is enough to say here that liquidity in 
sale is an important element of eco- 
nomic value, and this value, when 
present, is one of the creations in. one 
form or another of the investment 
banker. 
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United States Government Bonds | 


By C. Freprericx Crips 
President, C. F. Childs and Co., New York and Chicago 


Tue NATURE oF GOVERNMENT 
Bonps 


GOVERNMENT bond is pri- 

marily a loan which the legally 
constituted national authorities cove- 
nant and promise to pay on a specified 
date. Being, therefore, the obligation 
of a nation, such a bond represents a 
form of credit of the utmost superiority. 
The bond of a government presupposes 
that the nation borrowing the money is 
entitled to the accommodation which it 
seeks, and does so in unimpeachable 
good faith and integrity for the welfare 
of its people. When founded upon the 
strictest observance of all past commit- 
ments and supplemented by the lend- 
er’s recognition of the standing of the 
borrowing nation and its estimated 
resources, the obligation is entitled 
to the fullest confidence on the 
part of foreign, as well as domestic 
investors. 

A national loan should not be re- 
garded as in the same class with a state, 
municipal or corporation bond, since 
the debt of a government supersedes 
all obligations of any minor political 
body or subdivision. Even the sacri- 
fice of the credit or solvency of any 
municipality is of small importance 
when the financial standing of the 
sovereign state is at stake. In the lat- 
ter case the faith and credit of the 
entire nation and all its units and 
peoples is pledged to honor its obliga- 
tions, and taxes may be levied ac- 
cordingly without regard to the needs 
or sacrifices of any subordinate com- 
munity or corporate body. A na- 
tional loan is therefore a veritable 
mortgage on the integrity, wealth and 
taxable assets of the entire population, 


and when such a loan ceases to be safe, 
then no other known security or in- 
vestment based upon property within 
that nation will have any dependable 
market value. The default of a na- 
tional obligation would be an absolute 
calamity to the entire commercial 
structure and credit of its people, and 
the money of such a nation would 
become virtually worthless. No such 
situation, therefore, is conceivable in 
the case of the United States Govern- 
ment and its bonds. The govern- 
ment’s power to control all the re- 
sources, wealth and productivity of 


the nation, coupled with unlimited 


4] 


powers of taxation, constitutes the 
economic vitality of the nation in 
support of any desired credit. 


NATIONAL FINANCE 


History records that a liberal appli- 
cation of taxation is the surest method 


of marshalling national resources for .. 


the successful financing of every great 
national calamity or‘crisis. The rec- 
ords of the Napoleonic Wars indicate 
that at that time over 40 per cent of 
the cost of the wars was paid by direct 
taxation. At the close of our Great 
War just ended, it was estimated that 
taxation was producing about 35 per 
cent of the actual daily cost of the 
war. . In consequence, it becomes ap- 
parent that submission to such sacri- 
fices on the part of a nation’s citizens 
makes its government capable of ful- 
filling any duty necessary to honor 
its debt. Responsive patriotism to a 
like degree assures the government 
that public support will safeguard all 
its accompanying moral and financial 
obligations. 
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WEALTH, DEBT AND INCOME OF THE 
UNITED STATES 


Before the United States entered 


_ the late war our net national debt was-:: 
The: A: 1,03 per cent of our national wealth. 


approximately $1,000,000,000. 
. gross cost of the war to the United 
States up to June 30, 1919, was com- 
puted by the Secretary of the Treasury 
to have been $30,177,000,000. To 
meet the treasury’s needs to conduct 
the war and its unprecedented ex- 
penditures, there were issued and sold 
to the public $16,978,356,250 bonds 
and $4,500,000,000 notes. Also vari- 
ous other obligations were incurred, 
notably War-Savings Stamps and Cer- 
tificates and serial issues of short term 
Treasury Notes sufficient to make the 
gross debt of the United States up to 
June 30, 1919, total $25,484,506,160. 
To better appreciate the significance 
of such figures, the contrast between 
the estimated wealth, net debt and 
annual income of the United States 
might be shown in round numbers as 
follows: 


Wealth. . . .$300,000,000,000 
Debt...... $20,000,000,000 
Income. ... $50,000,000,000 


By an obvious analysis of these figures, 
the net debt of the government is only 
about 40 per cent of our country’s in- 
come for one year. Similarly, if we 
assume that the government’s yearly 
- rental or interest charge for the use of 
the money represented by the loans 
averages 44 per cent on the bonds and 
44 per cent on the notes, it is evident 
that our income is equivalent to about. 
fifty-six times the interest requirements 
on the national debt. By comparison, 
the average corporation bond pur- 
chased by investors shows earnings of 
only about two to five times the in- 
terest charges. 

Although not generally realized, our 
financial burdens today are nol -alto- 
gether disproportionate to thésé im- 


mediately foilowiid the Civil War. 
A comparison of the data indicates 
that the debt of the United States after 
the Civil War was $80 per capita, or- 


“ Today our debt is about $275 per capita 
and the percetitage of our debt to our 
national wealth is now about 10 per 
cent. The tremendous increase in 
our wealth during the last fifty years, 
coupled with the general prosperity 
which has accompanied the marked 
development of our resources recently, 
does not indicate that our present bur- 
dens are so difficult to bear as was the 
weight of the Civil War debt. 


AMOUNT OF GOVERNMENT Bonps OUT- - 
STANDING 


Without reference to the bonds 
which were outstanding prior to the 
year 1917, there was issued and sold, 
within approximately two years from 
April 2, 1917, the date of our entrance 
into the war, $21,478,357.250 Liberty 
Loans, of which amount $4,500,000,000- 
were designated as Victory (short-time) 
Notes. All were sold at par, as the 
several different issues were announced, 
direct to institutions or individual in- 
vestors through an organization of 
volunteers. under the direct supervi- 
sion of the twelve Federal Reserve 
Banks. The districts allotted to each 
Federal Reserve Bank, covering the 
entire United States, were subdivided 
into state, county, city and town or- 
ganizations so that every individual 
throughout the entire country was 
directly or personally appealed to 
for subscriptions up tec the limit of 
his financial ability. These intensive 
campaigns by personal solicitations, 
which were conducted, without salary 
compensations for the most part, by 
bankers and experienced bond sales- 
men, were supplemented with litera- 
ture, posters and advertisements issued 
by the treasury department. 


Unrrev STATES GOVERNMENT BONDS 


Date of Various Loans 


The emission of the various loans 
was made as follows, and the campaigns 


necessary to complete subscriptions for-. 
the amount of each loan were usuall¥i:.- 


» 


extended over a period, of about thirty’ 
days: = 


Loans Offered 
First Liberty 33s May l4, 1917 
Second “ x 4s October 1, 1917 
Third “. 44s April 6, 1918 
Fourth “ 445s September 28, 1918 
Victory Liberty 33s and 43s April 21, 1919 


The 34 ver cent and 33 per cent loans 
were made absolutely exempt from all 
taxation both as to principal and in- 
terest during their life, whereas the 4s, 
Ais and 43s were given specific and 
different tax exempt characteristics. 
To the 34s and 4s was attached the 
privilege of conversion into the 4% 
per cent rate and to the 33s and 44s 
were given convertible and reconverti- 
ble privileges. Under the various acts 
of Congress authorizing the 4 per cent, 
47 per cent and 42 per cent loans, dif- 
ferent privileges of tax-exemption were 
granted and applied to certain limited 
amounts of bonds provided they were 
originally subscribed for or later pur- 
chased by investors in the open 
market. These made it possible for 
a holder of a maximum amount of 
$160,000 bonds, ‘consisting of a com- 
bination of the different issues, to 
have the income thereof tax-exempt 
for a period of time ranging from 
two to five years after the formal de- 
claration of peace by the President 
of the United States. 

‘The maximum face amounts of the 
different United States issues of Liberty 
Bonds, exclusive of holdings of 34s 
and 32s which an investor may hold, 
still obtaining exemption from taxa- 
tion on all the resulting income, may be 
tabulated as follows: 

4 


i 


43 


$5,000 in the aggregate of First 4s, First 44s 
- (issues of May 9, 1918, and October 

24, 1918), Second 4s and 44s, Third 

44s, Fourth 44s, Treasury Certif- 

cates, and War-Savings Certificates. 

30,000 of First 44s (issue of October 24, 1918, 
only), until the expiration of two 
years after the termination of the 
war. 

30,000 of Fourth 43s, until the expiration of 
two years after the termination of 
the war. 

45,000 in the aggregate of First 4s, First 43s 
(issue of May 9, 1918, only), Second 
45 and 44s, and Third 43s, as to the 
interest received after January 1, 
1918, until the expiration of two 
years after the termination of the 
war—this exemption conditional on 
original subscription to, and con- 
tinued holding at date of tax return 
of, two-thirds as many bonds of the 
Fourth Liberty Loan. 

$110,000 Total possible exemptions, subject 

to conditions above summarized. 
Under the terms of Section 2 (a) 
of the Victory Liberty Loan Act, the 
following additional exemption be- 
comes immediately effective, and is 
independent of any subscription to 
the Victory Liberty Loan. 

$30,000 in the aggregate of First 4s, First 4s 
(issues of May 9, 1918, and October 
24, 1918), Second 4s and 44s, Third 
445, and Fourth 44s, as to the interest 
received on and after January 1, 
1919, until the expiration of five years 
after the termination of the war. 
Under the terms of Section 2 (b) of - 
the Victory Liberty Loan Act, the 
following additional exemption is 
provided, conditional upon original 
subscription to, and continued hold- 
ing at the date of the tax return of, 
one-third as many notes of the Vic- 
tory Liberty Loan, and extending 
through the life of the notes of the 
Victory Liberty Loan instead of 
expiring five years after the termina- 
tion of the war: 

$20,000 in the aggregate of First 4s, First 44s 
(issues of May 9, 1918, and October 
24, 1918), Second 4s and 44s, Third 
44s, and Fourth 44s, as to the in- 
terest received on and after January 
1, 1919. 


‘$160,000 Total. 


w 
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Marker VALUES OF THE DIFFERENT 
Issurs 


The market value of the several 
different loans is subject to the daily 
vacillating sentiments of the pres- 
ent holders and prospective buyers. 
Every condition of local or foreign 
significance has a direct bearing upon 
the market which, however, is primarily 
governed by the supply and demand. 
When it is realized that prior to the 
war there were approximately four 
hundred thousand recognized bond 
buyers in the United States, and that, 
impelled by patriotic motives and 
drastic solicitation, fully twenty million 
people of this country were successfully 
induced to subscribe for the War Loan 
Bonds, it is not surprising that a large 
percentage of the subscribers should 
-endeavor to liquidate their bonds by 
“selling them in the open market as soon 
as the war ended. In consequence, 
the supply of bonds tendered for sale 
greatly exceeded the demand of in- 
vestors who were ready to add to 
their holdings by purchasing additional 
amounts. The result naturally, pro- 
duced a constantly declining market. 
As a means of forestalling a precipitate 
decline, and for the purpose of con- 
stantly supporting and steadying the 
market, the most potent factor was the 
War Finance Corporation which pos- 
sessed adequate powers and means for 
functioning in that capacity for the 
government. Its daily purchases and 
sales frequently totaled severa] million 
dollars par value of bonds. Similarly 
(and most effectively) the operation 
of the government sinking fund was 
arranged to retire and cancel a pro- 
portionate amount of $18,000,000,000 
bonds annually during a period of 
twenty-five years. For the annual 
sinking fund to extinguish the princi- 
pal in addition to the funds necessary to 
meet the interest on the bonds, $417,- 
861,532 will be required, or 2.32 per 


ene 


cent of the respective amount of Lib- 
erty Loan Bonds outstanding. 

Up to the present writing the follow- 
ing prices show the lowest level to 


which the different loans have declined 


since their issuance: 


Low Recorded 
Quolation 
First Issue 3$s............ 97.20 
First uE EET 92,20 
Second “ 48...........40- 92.10 
First i QAR pe catea rues 93.90 
Second “ 448............ 92.70 
First-Second 445............ 94.30 
Third O Agonus 94.00 
Fourth “ 448............ 92.70 
Fifth et) nR eee 99.28 
Fifth EO ARS. 99.28 


Owing to the fact that the chief 
influence attracting buyers of bonds 
bearing as low a rate as government 
loans is the tax-exempt feature (ex- 
clusive of any patriotic consideration), 
it is manifest that the 34s and 34s, 
which are totally tax-exempt would 
be selected for purchase by individuals 
or institutions of large wealth who 
would otherwise be subject to heaviest 
taxation under the Income Tax Law. 
Therefore, these two issues virtually 
stand alone marketwise on their merits. 
With respect to the 4s which are now 
convertible at any time into a 43 per 
cent rate and also all the 44 per cent 
issues, there does not exist a sufEcient 
distinction in their accompanying taxa- 
tion features to justify any compara- 
tive difference in their market value. 
Therefore, the principal variance im 
their quoted prices is primarily based 
upon their different maturity dates, 
coupled with the fact that there is a 
marked difference between the amount 
of bonds outstanding. In general, all 
4% per cent bonds should be quoted on 
a parity basis of income yield so that 
a ten-year bond and a twenty-five- 
year bond should sell at prices to yield 
the same net return. However, as 
long as the vast number of public 
holders of these bonds are unable to 
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comprehend or to act with appreciable 
discrimination, but instead select for 
purchase or sale one issue instead of 
another without reference to this 
technicality, it is not probable that 
any factor except that of supply and 
demand will exercise any considerable 
market influence over prices until the 
greater portion of bonds are lodged in 
the hands of discriminating investors. 
As a general rule, the most inexpe- 
rienced investors select by preference 
short, rather than long time maturities. 
The two different issues of First 4łs 
afford another conspicuous example of 
a notable price difference. Both of 
these bonds exist as the result of con- 
verting a 3% per cent bond into the 
4ł per cent rate under two different 
Acts of Congress. In the case of the 
First Liberty Loan Converted 44s, 
issue of May 9, there are nearly 
$380,000,000 bonds outstanding, where- 
as in the case of the First Liberty 
Loan Second Converted 44s, issue of 
October 24, there are outstanding less 
than $3,500,000. Bonds of the former 
loan are available in sufficient amounts 
to meet the demand and still be quoted 
at a substantial discount, but bonds of 
the latter loan, on the other hand, are 
scarce and virtually unobtainable in 
the open market, which fact causes 
them to be quoted at a premium when 
an occasional block of bonds becomes 
obtainable. | 

On the assumption that the govern- 
ment will not call the Liberty Loan 
Bonds for redemption at their optional 
date, but rather will allow them to run 
to maturity, the prices at which the 
different bonds should be quoted in 
order that a 45 per cent and 5 
per cent income yield shall be obtained 
by the buyer are specified below. It 
is assumed that bonds bought Jan- 
uary 1, 1920, will be retained until 
maturity: 
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Price to Price to 

. Maturity Yield 44% Yield 5% 
Liberty 33s.. .. 1947 84.31 77.71 
Ist 4s.....1947 92.16 85.14 
2nd 48.....1942 92.88 86.42 
Ist 445....1947 96.08 88.86 
2nd 44s....1942 96.44 89.82 
3rd 438....1928 98.17 94.62 
4th 44s....1938 96.838 90.87 
Victory 34s....1923 97.59 96.03 
435... .,1923 100.80 -99.21 


Apart from these technical consider- 
ations, there are no grades or classes in 
the credit of our government, and the 
bonds of one loan of the United States 
are equal in safety with any and all 
other loans which our government has 
obligated itself to pay. 


Pre-War Bonps 


There are now outstanding seven 
different pre-war issues, three of which 
are suitable primarily as collateral 
security for National -Bank notes, the 
remaining four being regarded as 
more or less suitable for public invest- 
ment. They are classified as follows: 


$599,724,050 Consol 2s (payable at the pleasure 
of the government after April 1, 
1930). 
74,901,580 Panama 2s (redeemable at the 
government’s option after Au- 
gust 1, 1916, and November 1, 
1918, and payable August 1, 
1986, and November 1, 1938). 
11,250,000 Postal Savings 24s (redeemable one 
year after date of issue and pay-. 
able twenty years from date of 
issue). 
50,000,000 Panama 3s (payable June 1, 1961). 
28,894,500 Conversion 3s (payable January 1, 
1946). 
118,489,900 Old 4s (redeemable at the pleasure 
of the government after Febru- 
ary 1, 1925). 


The Consol 2s and Old 4s are the 
consolidated and refunded debts 
created during previous wars and na- 
tional crises, and the Panama 2s were 
issued to defray in part the cost of con- 
structing the Panama Canal. These 
three issues are now, for the most part, 


utilized by national banks and pledged 
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CHARACTERISTICS OF 


The principal characteristics of the ten different issues 
UNITED STATES LIBERTY AND 








a 











16-386 Year Bonds 


tance taxes). 


CONVERTED 4s 





10-26 Year Bends 





isr Liserty Loan 3islist Lisnertry Loan-—|2np Liperry Loan 4sitsr LIBERTY Loan— 


CONVERTED 41s 


15-30 Year Bonds *Tesue of May 9, 1918 
15-30 Year Bonds 
Present Issued i Outstanding Tssued jOutstanding 
Status $2,000,000,000. $198,865,200, $3,808,766,150. $376,129,100. 
+Outstanding fOutstanding 
$1,413,805, 200. $860,365,100. 
Taxation Exempt from alll Notes A, B, Fand G. | Notes A, B, Fand G. | Notes A, B, C, F 
Feature taxes (except es- and G. 
(Summary Below) tate and inheri- 


Fr eee dadaen ne enn E 2 are on ean aaa GE oeron acc 





ran of i June 15, 1917. November 15, 1917. | November 15, 1917. | May 9, 1918. 
ssue an - 
Maturity June 15, 1947. June 15, 1947. November 15, 1942. | June 15, 1947. 
Callable Redeemable at gov- | Redeemable at gov- | Redeemable at gov- | Redeemable at gov- 
For ernment’s option ernment'’s option ernment’s option ernment’s option 
Payment on or after June on or after June on or after Nov. on or after June 
15, 1932. 15, 1932. 15, 1927. 15, 1932. 
Interest June 15th and Dec. | June 15th and Dee. | May 15th and Nov. | June 15th and Dec. 
Payments 15th. 15th. 15th. 15th. 
Conversion Convertible into any | Convertible into the | Convertible into See- | Not convertible in- 
Privilege higher rate -bond First Converted ond Converted 4/8 to any future 
issued during the 44s if application is if application is issue. 
war (except short made before Nov. made before Nov. 
term loans) within 9, 1918. 9, 1918. 
six months from | This privilege to con- | This privilege to con- 
date of the issue of vert has been ex- vert has been ex- 
such higher rate tended and re- tended and re- 
bond. The date newed. newed. 
of the termination 
of the war shall be 
date fixed by proc- 
lamation of the 
; President. 
Solne Note H. Notes E and H. Notes E and H. Notes E and H. 
un 





Note A.—Exempt from state and local taxes and from normal income tax, but subject to estate, inheritance, 
super-tax, excess and war-profits tax on all incomes and earnings above the normal exemption (incomes from hold- 
ings of $5,000 bonds are tax exempt except for estate and inheritance taxes). 

Note B.—In addition to tax exemption in Note A, income from not more than $45,000 bonds of this issue or a 


smaller amount of bonds of this issue not exceeding 1} times the amount of the Fourth Liberty Bonds held by the 

owner is exempt until two years after the war from surtaxes, excess and war-profits taxes, provided said Fourth 

om Bonds were originally subscribed for and have been continuously owned by the taspayer up to the date of 
1g tax return. 

_ Note C.—Bonds owned continuously for at least six months prior to one’s death are acceptable at par and accrued 

interest in payment of any estate and inheritance taxes imposed by the United States under any present or future 


aw. 

Note D.—In addition to the tax exemption in Note A, interest on not to exceed $30,000 bonds of this issue is 
exempt until two years after the war from surtaxes, excess and war-profits taxes when owned by one individual, 
partnership, corporation or association. 

Note E.—The Secretary of the Treasury is authorized from time to time until the expiration of one year after the 
termination of the war to buy bonds of this issue to the extent of 5% of the original issue during the 12 months’ 
period beginning op Ene date of issue and in each 12 months’ period thereafter to the extent of 5% of the amount 
outstanding at thé beginning of the period, the average cost of bonds purchased in any such 12 months’ period not to 
exceed par and accrued interest. 

T Note F.—In addition to the tax exemption in Note A, income received on and after January 1, 1919, on not 
to exceed $30,000 bonds in the aggregate is exempt until the expiration of five years after the war from surtaxes, 
excess and war-profits taxes. , f : 

ote G.—In addition to the tax exemption in Note F, income received on and after January 1, 1919, on not to 
exceed $20,000 bonds in the aggregate is exempt from surtaxes, excess and war-profits taxes, extending through the 
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DIFFERENT [ISSUES 


of Liberty and Victory Loans are set forth below. 
VICTORY LOAN WAR BONDS 


4łs _ 338 and 4is 


lar Liserty Loan—|2np LIBERTY Loan-—|3rp Liserry Loan 44sl4ru LIBERTY Loan 41s 
FEN NA Pky een CSE | telat hh a emer arm AA aa EY 


2np Converzep 448.| Conyerrep 448 10 Year Bonds 15-20 Year Bonds 


*Issue of Oct. 24,1918| 10-28 Year Bonds 
15-30 Year Bonds 
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Victory LIBERTY 
Loan 


8—4 Year Notes 





Available by con- 
veiting 34s before 
April 24, 1919. 

Outstanding ap- 

proximately 
$3,375,000. 


Outstanding 
$2,752,153,400, 


Issued 
$4,176,516,850. 

{Outstanding 
$4,055,687 ,050. 


Issued 
$6,998,073, 250. 
Outstanding 
$6,917,000,000. 


te Ae gree ince nine na it apm tipi emma mine arias fk rrr nani tt Hr I rt AP aA a a a m 


an . 


and G. 


and G. 


and G. 


Notes I and J. 
Note ©, as to 4is 
only. 
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October 24, 1918. 
June 15, 1947. 


May 9, 1918. 
November 15, 1942. 


May 9, 1918. 
September 15, 1928, 


October 24, 1918. 
October 15, 1938. 


May 20, 1919. 
May 20, 1923. 
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Redeemable at gov- 
ernment’s option 
on or after June 
15, 1932. 


Redeemable at gov- 
ernment's option 
on or after Nov. 
15, 1927. 


Not redeemable until 
maturity. 


Redeemable at gov- 
ernment’s option 
on or after Oct. 
15, 1933. 


Redeemable at gov- 
ernment’s option 
on or after June 
15, 1922, upon 
not less than four 
months’ notice. 


ppan a a E aaa aa 


June 15th and Dec. 
15th. 


©- Not convertible into 


any future issue. 


May 15th and Nov. 
15th. 


Not convertible into 


any future issue. 


Septem per 15th and 
arch 15th. 


Not convertible into 


any future issue. 


April 15th and Oc- 
tober 15th. 


Not convertible into 


any future issue. 


December 15th and. - 
June 15th. 


The 33s and 4%s 


are convertible 
and reconvertible: 
each into - the 
other after July 
15, 1919, but 
- before maturity 
or call for re- 
demption. 


ee allt SRT IP HN bleh RETNA Atte ate ee HVA HABAPin nS pps, $F OAA eT RAMANA SE gH gear 


Notes E and H. 


Notes E and H. 


Notes E and H. 


Notes E and H. 


Notes E and H. 


life of the Viczory Notes, provided such bonds do not exceed three times the principal amount of Notes of the Victory 
Liberty Loan originally subscribed for by such owner and still held by him at the date of his tax return. 
Note H.-~The Victory Loan Act created a sinking fund to retire all Liberty bond and note issues at maturity, or 


to redeem and purchase them before maturity at an average cost not to exceed 100 and acerued interest, 


Begin- 


ning July Ist, 1920, and for each fiscal year thereafter until all such bonds and notes are redeemed, there is ap- 
popes for the purposes of the sinking fund an amount equal to the sum of (1) 24% of the aggregate amount of 
onds and nozes outstanding on July 1st, 1920, less an amount equal to the par amount of any obligations of foreign 
governments held by the United States on July 1st, 1920, and (2) the interest which would have been payable 
on the bonds and notes purchased or redeemed or paid out of the stinking fund during such year or in previous years 
for which the appropriation was made. l 
Note I.—The 33s are exempt both as to principal and interest from all taxation (except estate and inheritance 


taxes) now or hereafter imposed by the United States, any State or any of the possessions of the United States, or by 
any local taxing authority. 


Note J.Th 


United States, any State, or any of the p 
or-inheritance taxes, and graduated a 


e 43s are exempt both as to principal and interest from all taxation now or hereafter imposed by the 
ossessions of the United States, or by any local taxing authority, except estate 
ditional income taxes, commonly known as surtaxes, and excess profits and 


war-profits taxes, now or hereafter imposed by the United States, upon the income or profits of individuals, partner- 
ships, associations or corporations. i 

* The two issues of First Converted 4łs differ only to the extent that the issue of October 24th is tax exempt as to 
the interest on not to exceed $30,000 bonds regardless of one’s subscription to the Fourth Loan, whereas the issue of 
May 9th is tax exempt as to the interest on not to exceed $45,000 bonds in connection with one’s subscription to the 


Fourth Loan. 


t Outstanding January 31, 1919. 
Above data revised to June 1, 1919. 
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in Washington to secure the issuance of 
national bank notes. 

The Conversion 3s were created by 
refunding a certain amount of Consol 
2s and Panama 2s acquired in 1914 
by the Federal Reserve Banks at par. 
The new converted 3 per cent bonds 
were thereafter sold to the public. 

The Panama 8s were issued pri- 
marily to complete payment for the 
cost of the Panama Canal, and the 
Postal Savings Bank 23s were issued to 
encourage the purchase of a govern- 
ment investment on the part of small 
savings bank depositors, and more 
particularly foreign born laborers who 
otherwise would withhold their earn- 
ings from the banks. 

As the Federal Reserve Bank Act, 
providing rediscount privileges for the 
benefit of all national banks also ex- 
tends the bank note issuing privilege 


to Federal Reserve Banks (which was 
formerly granted only to’ national 
banks), it is not likely that any future 
refunding of the present Liberty Loans 
will result in authorizing any new issue 
having the bank note circulation privi- 


. lege attached to them. ‘Therefore, it is 


probably safe to assume that without 
this privilege, no future issue of United 
States Bonds can be sold, during the 
present generation at least, bearing as 
low a rate of interest as 2 per cent; and, 
furthermore, it is improbable that the 
outstanding 2 per cent bonds will be 
called for payment so long as they 
can be profitably utilized by national 
banks for securing circulation. A 
notable commentary on the value of 
the circulation privilege is the fact that 
the 2s and Old 4s are now quoted at 
100% and 1063 respectively. 


Municipal Bonds 


By Wurm R. COMPTON 


President, William R. Compton Company, Investment Bankers, President, American Trust 
Company, St. Louis 


N preparing this article upon the 
issuance of municipal bonds by 
states, counties, cities and other polit- 
ical subdivisions of the United States, 
it has been necessary to take into con- 
sideration limitations of space and 
time. The subject is so complex that 
it is utterly impossible, without writ- 
ing volumes, to give a detailed and 
comprehensive outline of the theory 
and practical working out of the issu- 
ance of municipal bonds. In any con- 
sideration of this subject, or any phase 
thereof, it should be remembered that 
the present system of municipal financ- 
ing is a typical illustration of the evo- 
lutionary process in which necessity 
and environment combine to produce 
a desired result. 


DEFINITION AND’ CLASSIFICATION OF 
o MoniciraL Bonps 


A definition has been called the 
result of an attempt to condense vol- 
umes into one or two short statements 
—in this case a most unsatisfactory 
procedure. We may, however, char- 
acterize municipal bonds as the 
obligations—the promises to pay— 
voluntarily assumed, of definite gov- 
ernmentalities, and payable from taxes. 
Again, we may say that municipal 
bonds are the means through which 
Improvements, whose benefit is of a 
public nature, are financed. 

Municipal bonds may be classed in 
two or three ways, namely, according 
to the purpese of their issuance, or with 
reference to the laws affecting their 
issuance, or from the standpoint of 
the community incurring the debt. 


a! 


Here we will discuss municipal bonds 
from the latter standpoint. 


National Bonds 


The term “municipal” has been 
diverted from its limited meaning to 
include that which pertains to any 
district, city, state or nation function- 
ing as an independent body. Even as 
the bonds of a city are the obligations 
of an independently functioning body, 
or as the obligations of smaller govern- 
mentalities are classed as municipal 
bonds, so are the obligations of the 
federal or main government placed 
under the same heading. Each is 
voluntarily voted by the people, or by 
their representatives, and is payable | 
from revenues derived from the peoplet *. 
The underlying fundamental concept 
is the same. The taxpayers voted the 
bonds of the nation when they voted 
favorably on the Constitution, endow- 
ing Congress with the power to author- 
ize the issuance of federal bonds. 


State Bonds 


State bonds represent the transition 
between Federal and public bonds of 
lesser governmentalities, such as cities, 
counties, school districts, improvement 
districts, ete. In practically every 
state today a loan, pledging the faith 
and credit of that state, must be au- 
thorized and voted by a direct vote of 
the people themselves, although in 


~ 


isolated cases the legislatures of states 
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may have the power to issue bonds, 
their authority having been obtained 
from a constitutional amendment or, 
in the last analysis, by a favorable vote 
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of the taxpayers of the state. Like the 
obligations of the federal government, 
state bonds need not have a specific 
tax levied for their payment, but may 
be paid from the general revenues of 
the state. More and more is it deemed 
proper to liquidate state loans, prima- 
rily, from certain specific revenues 
which the state enjoys, although, 
generally speaking, in the last analysis 
those loans are supported by the 
taxing power of the state. 


County, City and Town Bonds 


County, city, village and town 
bonds, practically without exception, 
are voted by the taxpayers themselves 
and are authorized by a favorable vote 
at an election held for that specific 
purpose. In the majority of cases, a 
definite, irrevocable tax, sufficient for 
the liquidation of the debt incurred, is 
levied against all taxable property at 
the time of the issuance of the bonds. 
However, as in the case of many state 
bonds, specific revenues of counties. 
cities, villages and towns furnish the 
primary means for the payment of 
debts incurred for revenue producing 
improvements. 


School Bonds 


_ School bonds are often issued by 
cities themselves and as such are 
direct city obligations. There is a 
second method, however, of issuing 
school bonds, namely, through the 
formation of a school district which 
may consist of an entire city or a part 
thereof, or of the city plus adjacent 
territory. Whatever the component 
parts may be, the district itself is 
formed voluntarily by the taxpayers 
therein, according to the existing laws 
of their state, and in practically every 
state it is necessary that school debts be 
created by popular vote of those who 
will have to pay them. But in a few 
isolated cases the administrative body 


of the school district has the power to 
issue bonds without a vote of the 
people, being limited either as to the 
amount of indebtedness that may be 
incurred or else as to the amount of 
tax available to pay the total debt, 
which in effect is an. estoppel of the 
issuance of bonds beyond a certain 
specific amount. 


District Bonds 


By far, the most important class 
of bonds in any discussion of obliga- 
tions of minor municipalities, such 
as districts, is the class issued to 
finance improvements whose benefit is 
practically localized. This class of 
municipal bonds will be discussed 
later, but it may be noted here that 
the districts standing sponsor for the 
payment of bonds of this character are 
always formed with the approval of 
the property owners therein. 

So far, two fundamentals of all 


municipal bonds have been empha- 


sized; first, their voluntary assumption 
by the taxpayers, either through a 


_direct expression or through an expres- 


sion of the representatives of the tax- 
payers, and, second, their paymént 
from taxes or other revenues derived 
from those who expressed their will- 
ingness to assume the indebtedness.- 
A part of the taxes from practically 
every taxpayer goes to pay the prin- 
cipal and interest of bonds issued by 
the community in which that person 
lives. No corporation, other: than 
charitable or religious, and no in- 
dividual having property, escapes. It 
has been remarked that the only cer- 
tainties in the world are death and taxes. 


METHODS oF FINANCING 


Municipal Property Tax—Any dis- 
cussion of Municipal Bonds would be 
incomplete without a discussion of 
methods of payment. The majority 
of municipal bonds are payable from 
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the collection of taxes levied upon 
property within the municipality creat- 
ing the debt. Sometimes the taxes 
are collected by a levy on all of the 
property assessed; in other words, by 
an ad valorem tax levied in ratio to 
the assessed value of the taxable 
property—so many cents for each one 
hundred dollars assessed valuation. 
This tax is levied against all assessed 
property, real and personal, land and 
money. It is irrevocably levied sim- 
ultaneously with the issuance of the 
bonds, and is pledged for the payment 
of principal and interest thereof and 
may be used for no other purpose. 

Community Property Tav—Many 
municipal bonds, especially those is- 
sued in late years, are payable only, in 
their last analysis, from the levy of a 
tax against the property embraced 
within the community. Bonds pay- 
able in this manner are termed General 
Obligations in contrast to Direct Obliga- 
tions, the name applied to bonds pay- 
able by a direct ad valorem tax upon 
all taxable property within the issuing 
community. ‘The so-called general 
obligation bond is usually issued for 
some special purpose or improvement, 
and is payable from special taxes or 
from revenues derived from the im- 
provement itself. Only when these 
funds fail or prove insufficient must the 
entire municipality, standing sponsor 
for the debt, assume its burden and 
liquidate the insufficiency from general 
revenues or from special taxes which 
may be levied. Examples of financing 
` of this character are bonds issued for 
terminal facilities, for the improve- 
ment of streets, for waterworks pur- 
poses, for agricultural credits, and so 
forth. Summing up, it may be said 
that a general obligation bond is one 
not primarily payable from the taxing 
power of the community creating the 
debt, but actually payable. in its last 
analysis, in that manner. 


Special Assessment Bonds.—The 
least known form of municipal financ- 
ing is that of obtaining improvements, 
whose benefit is entirely local, by the 
issuance of bonds whose principal and 
interest are payable from a special tax 
levied upon the property benefited in 
proportion to the benefits that will 
accrue to the property taxed. This 
form of municipal financing is the 
result of conditions found, for the most 
part, in the middle west, although to 
some extent in other parts of the United 
States. The draining of lands not 
sufficiently rolling to carry off surplus 
rain water, the construction of levees 
to protect fertile lands from rivers and 
streams in their flood stages, the con- 
struction of roads to furnish at all 
times an outlet to the shipping point 
for products of the community, are 
causes which have called forth what is 
known as Special Assessment financing. 
This form of financing, although com- ` 
paratively new, is sufficiently old to 
have proven its merit. , 

The majority of municipal bonds are 
evidences of debt incurred, presum- 
ably, for the benefit of all of the resi- 
dents of a municipality. They are 
issued to finance the very purposes for 
which the municipal government ex- 
ists. Often, however, there are com- 
munities and districts, not organized as 
one of the usual political subdivisions 
of the state, which, because of their 
location or the peculiar physical con- 
ditions obtaining, necessitate special 
financing in order to provide local 
improvements. Accordingly, these 
communities or districts are organized 
under Enabling Acts which exist in 
almost every state solely for the pur- 
pose of financing and constructing the 
proposed improvement. If the im- 
provement is such that it will operate 
to the benefit of all of the residents of 
the community, then the statutes more 
often provide that the bonds issued to 
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-pay for the improvement shall be 
payable by a tax levied against all of 
the property in the district. If, on 
the other hand, the improvement is 
such that it will benefit one class of 
property owners more directly and in 
greater proportion than the remainder, 
then it is equitable and fair that the 
property thus benefited should pay 
the cost of the improvement. Conse- 
quently, there are in most of the states 
statutes which provide for the organ- 
ization of a district or municipality for 
the purpose of constructing an im- 
provement whose cost shall be paid 
by the property specially benefited. 
Bonds issued by those districts, which 
are payable by a tax levied against the 
property benefited and in proportion 
to the manner in which it is benefited, 
are known as Special Assessment Bonds, 
the most typical examples of which are 
drainage, levee and road improvement 
‘district bonds. 
Land in a district subject to over- 
flow, or land which is poorly drained 
or has roads inadequate to allow the 
products thereof to be marketed read- 
ily, will be increased intrinsically in 
value if the necessary improvement is 
secured. The benefit to this land is 


direct and much greater than to any. 


other class of property. It is obvious 
that the land should bear the burden of 
the cost, yet, it is equally apparent 
that, in order to provide an opportunity 
to secure the money for the improve- 
ment and at the same time furnish the 
necessary safeguards to the land owner 
as well as to the purchaser of the 
security, it is essential that many legal 
proceedings be ‘performed and judic- 
ially confirmed. 


Mersop oF Forminc Bond Disrricrs 


The method of the formation of a 
district and the steps necessary to be 
taken before bonds can be issued vary 
to some degree in the different states, 


but the idea is the same. Only a 
general theory of the procedure can be 
indicated here. The organization of 
such a district is accomplished either 
by a special act of the legislature or by 
compliance with a general act; but in 
either case the organization: of the 
political subdivision is with the consent 
of those who will enjoy the benefit from 
the proposed improvement and will 
consequently bear the cost thereof. 
After the formation of the district, 
plans for the desired improvement are 
formulated and adopted after their 
correctness has been established to the 
satisfaction of property owners. ‘The 
cost of the improvement is estimated at 
the time the plans are made, and if the 
proposed improvement is found to be 
too expensive, the project, of course, 1s 
abandoned; but it is generally known, 
before the district is organized, just 
about what will be the cost of the im- 
provement. Then disinterested per- 
sons are appointed to go upon the 
land affected by the improvement and 
determine the benefits that will accrue 
thereto by reason of the accomplish- 
ment of the proposed improvement. 
The benefits, so estimated, are adjudi- 
cated to the satisfaction of the owners 
of the lands that will be benefited, and 
after the benefits have been so adjudi- 
cated and sufficient time has been given 
in which they may be attacked, they 
stand as an immovable basis for the 
financing of the district. Assessed 
valuations fluctuate, but benefits, once 
confirmed after their adjudication, can- 
not be lowered or in any way changed, 
except in rare cases where benefits 
against individual tracts may be 
changed, provided the change does not 
at all affect the total amount of bene- 
fits confirmed; t.e., if any benefits are 
lowered, others must be raised propor- 
tionately so as not to affect the total. 
Throughout the procedure of the 
assessment and confirmation of ~the 
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benefits, the property owners affected 
have ample time in which to appeal 
from the benefits assessed. Thus, when 
the benefits are finally confirmed it 
means that the confirmation comes 
after the interest of those affected has 
been entirely safeguarded. It is im- 
portant, in connection with the assess- 
ment of benefits, to bear in mind that 
benefits are assessed with the consent 
of the property owners, or after it has 
been proven that their dissatisfaction 
is not justly founded. 

When the benefits have been con- 
firmed, the next step is to advertise for 
bids for the doing of the work, accord- 
ing to the adopted plans for the im- 
provement. When the exact cost of 
the work has been ascertained, through 
letting a contract, a tax is levied to 
cover that cost. Time is given the 
property owners to pay their part of 
that tax in cash, and if they do not 
choose to do so, bonds are then issued 
to produce the money necessary to pay 
for the cost of the improvement. The 
bonds so issued are payable from the 
collection of the taxes levied against 
the property benefited, and in propor- 
tion to the manner in which the court 
has confirmed the benefits. The taxes, 
from which the bonds are payable, are 
irrevocably levied at the time the 
bonds are issued, and usually exceed 
the requirements for principal and in-` 
terest by a safe margin. Taxes so 
levied are usually on a parity with 
taxes levied for state and county pur- 
poses and, in most cases, are collected 
in the same manner and at the same 
time as state and county taxes. 

The creation of special assessment 
debts requires experience in municipal 
financing, as well as a knowledge of the 
needs and problems of the community 
affected, but when correctly and intelli- 
gently constructed, special assessment 
debts should be liquidated as promptly 
as direct. obligation, general obligation, 
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or other classes of municipal bonds. 
The administration in districts issuing 
special assessment bonds is generally as 
efficient as in other municipalities, be- 
cause in such districts the largest 
property owners generally advocate 
the improvement and take a leading 
part in obtaining it and maintaining 
its eficiency. Volumes might be writ- 
ten on special assessment financing 
since, although the idea is practically 
uniform throughout the United States, 
the technique of the creation of the 
debts varies so greatly in different 
localities. 


Municreat Bonps A BAROMETER OF 
PROGRESS 


Municipal bonds have been called 
the barometer of progress. They are 
indicative of the spirit of a community. 
As industrial development proceeds 
and as population increases, new facil- 
ities become necessary. Good roads 
or paved streets are needed, increased 
school facilities are demanded, court 
houses and city halls must be enlarged 
or built, waterworks must be estab- - 
lished or extended, lands heretofore - 
unproductive must be made to produce 
food and basic materials. All of these 
projects are usually carried through by 
the issuance of municipal bonds. The 
growing industries, the producing 
farms and the new homes all become 
the security behind the bonds. Muni- 
cipal bonds, whether of the direct 
obligation, the general obligation, or 
the special assessment class, are a 
prior lien to all private obligations, and 
their prompt payment is dependent not 
on a small group, but upon the com- 
munity whose welfare is irrevocably 
yoked to the maintenance of proper 
credit. 

In concluding this statement on 
municipal financing, it is proper to 
mention the matter of value recewved. 
It would be folly to purchase any secur- 
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ities, the technique of whose issuance 
did not correspond exactly to that pre- 
scribed-by law,-but it would be. equally 
foolish to purchase municipal securities 
that were issued for other than a meri- 
torious purpose, or for any purpose 
not calculated to benefit the commu- 
nity creating the debt. History fur- 
nishes but rare instances of a public 
community in the United States refus- 
ing to repay, with the agreed interest, 
that which it contracted to pay, and 
in return for which the proper value 
was received. Municipal financing, in 
its last analysis, rests upon the credit 
of a community, and the credit of a 
community is determined as much 
by its integrity and willingness to 
liquidate its debts as by its ability 
to do so. 

It is well to remember that we in this 
country are in the initial stages of 


municipal financing. As life becomes 
more complex, as the demand for food 
and clothing becomes greater, and as 
the demand for the enjoyments of life 
becomes more pronounced, the cerea- 
tion of debts by public communities 


- will be increased correspondingly; and 


with that increase we will discover new 
and improved methods of providing 
the necessary funds. Of late years 
practically all municipalities are adopt- 
ing the method of paying their debts 
year by year, so an increase in the out- 
put of municipal bonds should not be 
alarming as the outstanding amount is 
constantly being liquidated. If I were 
asked to state the determining factors 
of a safe municipal bond, my experi- 
ence would prompt me to say, a needed 
improvement, an honest community 
and a proper construction of the debt. 


Railroad Bonds 


“By F. J. Lisman 
Of F. J. Lisman & Co., New York City 


HE capitalization of the railroads 
of the United States is nearly 
twenty billion dollars, of which nearly 
two-thirds is represented by bonds and 
the balance by stock. Up to about 
ten years ago railroad securities formed 
the bulk of the transactions on the 
Stock Exchange, and the money in- 
vested in these securities was more 
convertible into ready cash than 
money invested in -most other enter- 
prises; in fact, previous to the forma- 
tion of a number of our large industrial 
companies in 1900, railroad securities 
were substantially the only securities 
which enjoyed a broad market on the 
Stock Exchange. 

The gross earnings of our railroad 
companies have doubled in every 
twelve or fifteen years. With this 
steadily increasing business, which 
grew beyond all expectations, the con- 
stant investment of additional capital 
is, of course, necessary. To provide 
for consolidation and this rapid ex- 
pansion, additional mortgage liens were 
created, and thus ensued the compli- 
cated structure of securities resting on 
many of the older railway systems. 
Up to about 1890 the expansion of 
the transportation business had not 
been sufficiently visualized, and nearly 
all mortgages made were closely, limited 
to the requirements of the corporations 
at the time of the creation of such 
mortgages. From 1887-90 several 


large railroad corporations were reor- ` 


ganized and new mortgages created, 
which did not provide one dollar of 
additional money for expansion. This 
was the case in the reorganization of 
the Wabash, the Missouri, Kansas 
& Texas, the Atchison, Topeka & 
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Santa Fé,and others. When the traffic 
grew these companies were unable to 
raise additional money by the sale of 
stocks or junior mortgages and in 
many cases went into bankruptcy be- 
cause they could not get the necessary 
capital on fair terms. 

Since 1900 mortgages have grown 
larger and larger. In 1898 the state of 
New York for the first time permitted 
the investment of trustees and savings 
bank funds in railroad bonds. Since 
that time a number of other states 
have followed this example. ‘The 
laws of most states require that only 
such bonds are available as a legal in- 
vestment for trustees and savings 
banks as are secured by mortgages, 
which are obligations of companies 
that have paid not less than 4 per cent 
dividends for a period of not less than 
five years on a capital stock which 
must not be less than one-third of the 
bonded debt. In other words, the 
limit of bonded debt recognized as be- 
ing safe is a capitalization represented 
by about three-fourths of its capital 
value in bonds and one-fourth in stock. 
As a consequence of this legislation 
several of our larger railroad com- 
panies, like the Pennsylvania, the 
New York Central and the Balti- 
more and Ohio have executed what is 
known as an open mortgage, under which 
bonds may be issued from time to 
time whenever the company may need 
money for the purpose of paying off 
prior lien bonds or for raising additional 
capital. The amount of such bonds 
outstanding, however, shall never be 
more than three times the amount of 
the outstanding stock of the corpora- 
tion. 
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Forms .or MORTGAGES 


The art of drawing railroad mort- 
gages has made progress in many di- 
rections. At first, mortgage. were se- 
cured.by deeds of trust similar in all 
respects to the real estate mortgages 
then in vogue. Gradually the needs of 
the situation evolved a different type 
of trust deed, and now some of these 
very formidable documents run up to 
one -hundred fifty pages and more. 
Formerly the mortgage was given to 
an individual the same as in real estate 
transactions; now mortgages are exe- 
cuted to corporate trustees in practi- 
cally every instance. The advantage 
of a corporate trustee is that it never 
becomes sick, nor dies. As many com- 
plicated questions may arise with the 
trustees, but there is a clause in every 
trust deed defining the duties of the 
trustee and holding the trustee harmless 
against everything except malfeasance 
or breach of trust. Whenever it is nec- 
essary to do so, bondholders, in order 
to assert their rights under a mortgage, 
must get together, because very sel- 
dom is the trustee required to take any 
action on any subject connected with 
the mortgage except at the request of 
holders of not less than one-quarter of 
the outstanding bonds. On the other 
hand, a majority of the bonds, in most 
cases, can direct the trustee to take ac- 
tion, that is, declare due the principal of 
a mortgage in case the interest or prin- 
cipal is not paid when due, in case 
the property has not been properly 
maintained, or in case a receiver is ap- 
pointed, etc. 

The deed of trust generally contains 
provisions under which the corpora- 
tions agree to maintain the property, 
pay promptly taxes, rentals, ete. It 
has been found in many of the recent 
reorganizations that the properties had 
not been properly maintained and that 
the equipment and other items had 
been allowed to deteriorate. Under 


the trust deed the trustee was not 
obligated, nor -provided with funds 
for matters of this kind. This subject 
has been taken up by the Investment 
Bankers Association of America and 
discussed considerably at the annual 
meetings. Some method is being 
sought to keep the bondholders in 
closer touch with the conditions of 
their mortgaged property. 


= 


BoNDHOLDERS’ Commins 
The bulk of railroad bonds are 


coupon bonds payable to bearer, hence 
after they have become thoroughly dis- 
tributed it is extremely difficult to 
locate them. It is for this reason that. 
the modern bondholders’ committee 
has been evolved. Whenever com- 
panies get into trouble or whenever it 
is necessary for bondholders to com- 
bine for purposes of protecting their 
interests, a committee is formed. 
This committee is usually composed 
of representatives of one or more firms 
who distributed the bonds ir- question 
and of representatives of the large 
bondholders. These committees al- 
ways request holders to deposit their 
bonds with some trust company under 
an agreement which gives the com- 
mittee full power to deal wizh the de- 
posited bonds as may seem proper. 

The bondholders’ deposit agree- 
ment, like the trust dead or mortgage, 
is also a document which Las under- 
gone considerable change to meet the 
decisions rendered by courts from time 
to time. The courts, in all cases, have 
interpreted the powers of a com- 
mittee as powers in trust and have 
held committee members strictly liable 
as trustees. 

As a rule, reorganization progresses 
much slower than is anticipated, due, 
largely, to protracted litigation which 
is frequently carried on by the defend- 
ant in order to gain as much time as. 
possible, in the expectation that time 
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will tire out the creditors or that finan- 
cial conditions may improve im the 
meanwhile. Bondholders have felt in 
some cases that the committee was 
taking an undue length of time in 
which to accomplish its work and have 
brought suit for the return of their 
bonds. The courts have been inclined 


to hold that, whenever no definite time - 


was mentioned, five years was a rea- 
sonable time to work out a situation, 
and that, generally speaking, bond- 
holders should be entitled to the return 
of their securities if the committee has 
not achieved anything within that 
period. 


DECLINE In RAILROAD Crepir 


During the last ten years railroad 
securities have not been so popular as 
previously, and the decline in price has 
been due to the following reasons: 

1. As money became dearer. with 
the expansion of commerce, and later 
owing to the war, many prime bonds 
have declined in value commensu- 
rate with the rise in the value of money. 

2. As restrictions and regulations of 
railroads by the forty-eight state and 
federal authorities became more and 
the more complex and profits more and 
more circumscribed, investors felt that 
securities of corporations, whose profits 
are limited by public opimon and by 
law, were not a desirable investment. 

3. The railroads, in order to educate 
the public-to their needs and thus in- 
fluence legislators, were compelled to 
announce their poverty broadcast and 
they thereby educated the investing 
class, also, on this subject. 

4. The rising cost of labor and the 
fact that Congress and state legislators 
were trying to help labor get increased 


wages, and at the same time were not . 


willing, presumably at the behest of 
another class of voters, namely, the 
«farmers and shippers, to advance rates 
commensurately with increased wages 


and costs of material, is another cause 
of unpopularity. 

5. The normal income tax and super 
tax imposed on railroad securities 
which are not being imposed on state 
and municipal securities accounts for 
further decline in price. 


Excessive Income TAXES 


The average bond buyer, averaging 
a large number of small bondholders 
and a comparatively small number of 
rich men, has probably an income in 
excess of $30,000 per annum. If this 
income is derived from railroad and 
other corporation bonds it is subject to 
a tax of 13 per cent, hence—about one- 
seventh of the income must be paid 
over to the government. Naturally a 
bond buyer wants to be compensated 
for this tax by a greater return on se- 
curities subject to it. The tax on in- 
comes above $30,000 increases very 
rapidly. 

An income of $40,000 is subject 
to a tax of nearly 16 per cent. 

An income of $60,000 is subject to a 
tax of about 21 per cent. 

An income of $100,000 is subject to a 
tax of about 81 per cent. 

An income of $150,000 is subject to a 
tax of over 40 per cent, etc. 

People with large incomes, therefore, 
can only afford to buy railroad bonds 
when compensated by an extraordi- 
narily large return. 


Penninga RAILWAY LEGISLATION 


A bill is now pending before the 
Conference Committee of the two 
Houses of Congress, which is expected 
to be enacted into a law before this 
article is published. Under this law 
the railroads, which are to be returned 
by the government on the Ist of March 
to the corporations owning them, 
will be guaranteed the standard return 
or rental by the government for an- 
other six months, and during that pe- 
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riod they will be requested to ask for an 
advance of rates which will enable 
them, as a whole, to earn sufñcient 
money to pay their operating expenses, 
maintenance, taxes and a fair return 
on their value. This fair return may 
possibly be limited to 5% per cent, or it 
may be left to the discretion of the 
Interstate Commerce Commission. 
Presumably, by a fair return is 
meant the income which will make the 
securities worth their face value under 
average conditions. With the enor- 
mous changes which have come over 
the world in every way, including the 
value of money, it is very difficult to 
determine what is the fair average 
value of money. In the city of Cleve- 
land, under the contract between the 
city and the local street railway com- 
pany; based on service at cost, the 
company was allowed 6 per cent divi- 
dends on its stock. This amount was 
recently increased to 7 per cent, so as 
to enable the company to sell addi- 
tional stock at par in order to raise 
the necessary money for expansion. 
At present what are considered to be 
safe dividend paying stocks are selling 
at prices to yield close to 8 per cent. 
Many bonds which formerly sold at 
prices to yield less than 4 per cent can 
now be bought at prices to yield 7 per 
cent. It would appear, therefore, that 


nothing less than 7 per cent would be a` 


fair rate of interest under present con- 
ditions. As most corporations have at 
least one-half of their investment rep- 
resented by bonds paying not to exceed 
an average of 5 per cent interest, the 


assumption of our lawmakers is that a 


return of 53 per cent on the entire capi- 
tal invested would be equal to 5 per 
cent on bonds and 6 per cent on the 
capital stock. In cases where com- 
panies have 4 per cent bonds outstand- 
ing, a return of 5% per cent on the entire 
capitalization would work out 7 per 
cent on the stock. Under prevailing 
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conditions 5} per cent would not ap- 
pear adequate because a 7 per cent re- 
turn on good stocks would hardly en- 
able railroad companies to sell large 
amounts of the same at par. The 
companies, under the law, are not per- 
mitted to sell their stock below par. 
To raise the required capital for ex- 
pansion they must sell stock at par 
or further increase their indebtedness 
which, in most cases, is already unduly 
large. 


Tur PROBLEM or VALUATION 


There is still another important prob- 
lem left open. On what sum shall this 
fair return be payable? Congress, the 
Interstate Commerce Commission and 
many state commissions have denied 
that the value of the stocks and bonds 
of the various railroad companies rep- 
resent a fair value of the property, and 
it has been asserted that a fair value is 
only one-half of the capitalization or 
even less. It is this question of value 
which prompted Congress to pass the 
valuation act some years ago, under 
which the physical value of all railroad 
properties was to be determined. It 
appears to be the intention of Congress 
that the fair return shall be based on 
physical valuation. While this valua- 
tion will not be completed for another 
two or three years, it has made suffi- 
cient progress to indicate that, on the 
whole, even at prices prevailing before 
the war, the railroads were rather un- 
dercapitalized. The valuation of a few 
of the minor roads has been com- 
pleted and while the results are seri- 
ously questioned by the corporations, 
the valuation in each case has worked 
out considerably more than the present 
market price of the securities. In the 
end it will certainly be determined that 
not less than 95 per cent of all railroad 
bonds issued in the United States are 
issued within physical valuation, and 
that, therefore, the properties on which 
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they are a lien are entitled to earn a 
fair rate of interest. In a few isolated 
minor cases the lines may be so located 
that the companies would not be able 
to do so, in spite of the opportunity 
which will be granted to them under 
the law, but, at any rate, railroad bonds 
are certain to become what might be 
called “validated” and will get a clean 
bill of health. . 

As far as railroad stocks are con- 
cerned, it will certainly be found that 
the stocks of many corporations rep- 
resent very much more than par value, 
for instance, those of the Pennsylvania 
Railroad, New York Central, Chicago, 
Burlington & Quincy, Louisville & 
Nashville, Union Pacific, Chicago & 
North Western, etc. On the other 
hand, the valuation of other roads will 
produce a result showing considerably 
less than the par value of the stocks, 
but the average of all railroad stocks 
will probably be not-far from par. 


CONDITION OF Our TRANSPORTATION 
SYSTEM 


In the summer of 1914 when the 
world’s war started we were in a period 
of depression which, in the opinion of 
many, was due mostly to the fact that 
the largest consumers of materials, the 
railroads, were spending as little money 
as possible, owing to the poor condi- 
tion of their credit. Subsequently, 
while business improved, railroad credit 
did not improve, and up to the time 
the federal government took over the 
railroads, less than the usual amount 
for additional equipment and improve- 
ments had been spent by the railroad 
companies. Since then, that is, during 
the year 1918, the government, owing 
to war conditions, has made only such 
improvements as were necessary for 
war purposes, and has bought about 
‘the average amount of cars and loco- 
motives necessary for that year. In 
1919, Congress appropriated only a 
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comparatively limited amount of 
money for additional facilities. Thus 
far in 1920, nothing has been done. 
As a consequence, with the largest vol- 
ume of business on record, railroad 
facilities are utterly inadequate; in 
fact, these facilities are likely to be 


inadequate for several years, until the 


average annual expenditure of approxi- 
mately one billion dollars for expan- 
sion has been made good. During the 
last five and one-half years less than 
one-half of the requisite amount has 
been so expended. The railroads will 
start in to make these necessary im- 
provements during the latter half of 
1920, if they can get money on fair 
terms. If they cannot get it, we will 
have a serious reaction in business, 
our commerce will be hampered and 
the general growth of business blocked. 
Therefore, constructive railroad legis- 
lation is the most important question 
before the country. Proper railroad 
legislation should and must establish a 
broad credit for the railroad companies 
in order to enable them to get at 
reasonable rates, commensurate with 
the money market, the additional capi- » 
tal required. Such legislation must 
strengthen outstanding bond issues, be- 
cause otherwise the companies cannot 
sell more bonds or stock. 


Prices oF SECURITIES FOLLOW 
EARNINGS 


During the last six months prices of 
securities have been adjusted some- 
what to the result of operations of 
the various railroad companies under 
government management. Railroads 
which formerly showed a large surplus 
above interest charges have failed, in 
many cases, under government man- 
agement, to earn even all of their op- 
eration expenses. Discriminating buy- 
ers have refused to buy securities of 
roads which have failed to earn interest 
charges, and stocks and bonds of these 
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companies have consequently declined. 
The management of nearly every rail- 
road expects to re-establish its for- 
mer business and to handle substan- 
tially the same proportion of business 
as formerly. If this should be the case 
then the prices of bonds, which have 
declined as a consequence of the poor 
showing under. government manage- 


` ment, are bound to show a consider- 


able recovery, especially in connection. 
with the valuation above referred to. 
Seasoned railroad securities, which in 
many cases can be bought at prices to - 
yield up to 9 per cent, certainly must 
show a large recovery, even under pres- 
ent money market conditions, just as. 
soon as proper legislation is enacted by 
Congress, and when the coming increase 
in freight rates becomes effective. 


Public Service Bonds 


By H. M. ÅDDINSELL 


Of Harris, Forbes & Company, member of Public Utilities Securities Committee of the 
Investment Bankers Association, New York 


T is a fundamental requirement 
of a conservative investment that 

it be founded on a sound and stable 
- business” situation. Next to the 
obligations of municipalities which 
in effect are a lien on the taxing power 
of the community, no more sound and 
- stable business situation exists than 


`- that of furnishing to the public such 


`- necessities of modern life as gas, 
_ electricity; ‘street railway service 


and telephone communication. Water 


‘companies are omitted, as private 


-water . companies are comparatively 


few, since this service has been very 
generally assumed by the municipali- 
_ ties themselves. 
- comparatively short history of public 
service companies, so steady and so 
ever increasing has been the demand 
for their products that, from a negli- 
gible amount half a century ago the 
capitalization of public service com- 
panies in the United States is now 
stated to be about fifteen billions of 
dollars—a figure almost as large as the 
capitalization of the railroads or of the 
industrial corporations in the United 
States: 


PUBLIC SERVICE COMPANIES 


Gas Companies. —The gas industry is 
the oldest of the public utility indus- 
tries in this country, a company having 
been chartered in Baltimore as early as 
1816. Under conditions existing in 
‘the large cities gas has become a 
practical necessity and what the com- 
panies have lost in illuminating busi- 
ness has been more than compensated 
for by the increase in the use of gas for 
fuel purposes. The greater economy 


Notwithstanding the ` 
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in the transformation of fuel into gas 
and gas into heat places the gas busi- 
ness beyond the reach of general com- 
petition in this field from the electric 
companies, and the greater convenience 
for heating and cooking purposes 
places gas beyond the reach of general 
competition from coal, oil and other 
kinds of fuel. 

Electric Power Companies.—The elec- 
tric light and power industry hardly 
needs comment, so many and so diverse 
are the uses to which electrical energy 
is being put in our modern life. A 
phase of this great industry which per- 
haps deserves special mention at this 
time is the generation of electrical 
energy from water power. Hydro- 
electric properties, when well con- 
ceived and executed and operating 
near a good field for the sale of their 
product, occupy an almost unassailable 
position in the economic structure of 
our country. The creation of their 
product does not entail the consump- 
tion of any of the natural resources of 
the country. On thecontrary, it merely 
entails the development of a natural 
resource which is otherwise going to 
waste. While perhaps a collateral 
issue from the standpoint of publit 
service bonds, it is particularly un- 
fortunate but perhaps understandable, 
in view of the crisis in world affairs 
through which we have just passed, 
that Congress has not enacted legisla- 
tion that will make possible the devel- 
opment of undeveloped water powers 
on the public Jands or on _ navigable 
streams. 

I understand that at the present time 
there are some 47,000,000 H. P. that 
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are available and less than 4 per cent of 
this amount has been developed. The 
nature of the United States govern- 
ment grants which are now obtainable 
is such that no prudent banker would 
place his funds or those of his clients 
in enterprises involving the develop- 
ment of this power on the public lands 
or navigable streams, but with the 
strain of the war over it is hoped that 
‘our national legislators will speedily 
enact legislation that will permit the 
further development; under reasonable 
restrictions, of this tremendously im- 
portant natural resource. Of course, 
even with the most favorable legisla- 
tion all the large amount of power 
mentioned above would not be de- 
veloped, as proximity to power markets 
and the expense of development are 
governing factors. If the powers on 
public lands, however, were developed 
to the extent of those on private lands 
it would release nearly 12,000,000 ad- 
ditional H. P. or over twice as much as 
is now developed from hydro-electric 
sources in the entire country. The 
general economic importance of releas- 
ing this power is perhaps not generally 
appreciated or its effect upon the food, 
fuel and industrial situation, involving 
as it does irrigation, electro-chemical 
and electro-metallurgical processes, 
railroad electrification, pulp and 
paper manufacture, and general power 
supply. 

Telephone Companies —The old idea 
that telephone bonds were secured 
merely by a mass of wire has passed 
away. ‘The wires, of course, are just as 
important to the telephone company as 
are the rails to the railroad or the mains 
to the gas company, but they are 
merely the arteries for the transporta- 
tion of oral communication—the com- 
modity that the telephone company 
sells—and without system and expert 
management they would merely rep- 
resent so much, metal. 


Whether the 


country is in the heights of prosperity 
or in the throes of financial depression 
the telephone must be employed. 
Modern business and social inter- ~ 
course have reached the point where 


- we cannot get along without the tele- 


phone. The continuance of the coun- 
try’s growth means a corresponding 
increase in the growth of telephone 
business. The nature of the telephone 
business is essentially a monopoly, for 
the more complete is the inter-commu- 
nication furnished the more valuable is 
the service. 

Street Railway Companies-——The 
economic necessity of local general 
transportation facilities for the larger 
centers of population cannot be seri- 
ously questioned, and it therefore fol- 
lows that the street railway, in general, 
is a permanent institution. The in- 
creased costs of operation resulting 
from the war, combined with a general 
fixed 5-cent rate of fare, have imposed 
severe hardships on the street railway 
industry and confronted it with prob- 
lems for which a permanent solution 
that is fair to both the public and the 
street railway owners, in most cases, 
has not yet been found. This is dealt 
with in more detail below but as a 
résumé it is safe to say that, generally 
speaking, street railways are an indis- 
pensable public service and we may 
count on the American spirit of fair 
dealing and coöperation on the part of 
both the public authorities and the 
railway owners in arriving at an agree- 
ment that will place this industry on 
the sound financial basis that it 
must enjoy to enable it to continue 
to perform satisfactorily its public 
function. 


DEVELOPMENT oF PuBLIC UTILITY 
COMPANIES 


The development of the public 
utility industry to its present estab- 
lished position has been attended by 
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many difficulties, not all of which are 
common to every company, but at 
least some of which have been passed 
through by the average company. 
These include periods of financial and 
franchise abuses; cut-throat, competi- 
tive periods; the legal tangles of con- 
solidation and merger; the operating 
problems involved by the continuous 
Improvement in the art; the change 
from a public-be-damned to a public- 
be-pleased policy; problems of finance 
and of educating the bankers and the 
public regarding their securities; op- 
pression at the hands of ‘new and 
inexperienced public regulating author- 
ities; and, last of all, the burdens 
placed upon them by present abnormal 
operating costs. Having, so to speak, 
passed through the fire, the public 
utility business is emerging as a sea- 
soned, time proven and permanently 
established industry. 


CHARACTERISTICS OF Pusuic UTILITY 
COMPANIES 


Regulated Monopoly.—Lt is gradually 
coming to be recognized that com- 
panies providing public service are, in 
effect, public servants and as greater 
protection has been thrown around 
their operations by public regulating 
authorities greater limitations have 
been: placed on their speculative earn- 
ing power. In other words, these com- 
panies as a class have been approach- 
ing the status of regulated monopolies 
which is the logical and the ideal posi- 
tion for them to occupy, both from the 
standpoint of the service rendered to 
the public and its inseparable corol- 
lary, namely, their ability to raise 
money to finance the inevitable and 
steady growth of their business. 

Stability of Earning Power.—The 
importance of stable earning power 
cannot be over-emphasized in connec- 
tion with the purchase of bonds. The 
buyer of strictly investment bonds is 


entitled to a security which is practi- 
cally free from the elements of un- 
certainty, as he is loaning his money at 
a fixed, limited rate of interest and 
for a specified time and without the 
speculative possibility of an increase in 
either income or principal. In other 
words, he is purely a creditor of the 
company and not in any sense an 
owner who may reasonably expect to 
see an increase of either his principal or 
income. As above indicated, from the 
very nature of the service they perform, 
these industries may be termed “ Public 
Necessity Companies” inasmuch as an 
adequate supply of light, heat, power, 
transportation and communication is 
essential to the health, progress and 
prosperity of the modern community. 
For this reason no property offers a 
better fundamental basis of security 
than a well managed, thoroughly 
equipped and conservatively capital- 
ized public utility company controlling 
the business of a large city or a popu- 
lous territory. Their earnings, gener- 
ally speaking, are not subject to the 
wider fluctuations of industrial cor- 
porations or even of the steam rail- 
roads. The nature of their business is 
such as to make their gross earnings 
largely independent of general busi- 
ness and industrial conditions. Even 
through the war the gross earnings of 
public service corporations continued 
to increase although, of course, higher 
costs temporarily made material, and, 
it is to be hoped, only temporary, 
inroads on their net earnings. The 
steady growth in population of this 
country justifies the belief that the 
business of public utility companies 
will continue to increase from year to 
year. 

Natural Monopoly.—tIn addition to 
the stability of their earning power 
public service companies differ from 
other corporations in that they are a 
natural monopoly and that the service 
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they render is a permanent necessity to 
the communities served. It has be- 
come generally recognized that the 
nature of theif business is such that it 


is undesirable to have competition and 


that where competition does exist 
there is a duplication of plant, etc., 
which, in the long run, places an un- 
necessary burden upon the people. 
The companies operate, as a general 
rule, under franchises or grants from 
the communities served, which permit 
them to use the streets, ete., for the 
conduct of their business. This fact 
also places public utility bonds above 
the class of bonds of industrial corpora- 
tions which operate under no special 
franchise and which are at all times 
open to competition. It is interesting 
to note that practically every impor- 
tant industry uses electric power and 
has telephone service, so that, in a 
measure at least, the earnings of the 
electric light and power companies 
and telephone companies are an operat- 
ing expense of industrial companies. 


Strate REGULATION or PUBLIC 
UTILITIES 


Every state except Texas, Iowa and 
Delaware has a commission with 
jurisdiction extending to one or more 
forms of public utilities. These public 
service commissions constitute an ad- 
ditional element of protection for 
the purchaser of bonds of public 
service companies that come within 
their jurisdiction. The jurisdiction 
of commissions such as those in 
New York, Wisconsin, ete., extends 
to the approval of security issues, 
methods of keeping accounts, a gen- 
eral supervisory control over rates 
charged and service furnished by the 
companies. Thus these commissions 
protect the interests of the publie 
served, the companies and the in- 
vestors in the companies securities. 
These commissions generally adopt the 


policy of discouraging competition 
where the company already occupying 
the field is giving good service at 
reasonable rates. Inasmuch as the 
commissions control both of the latter, 
public utility companies, at least in the 
states where the commissions exist 
and have the regulatory powers indi- 
cated, are becoming more and more 
strongly imtrenched as regulated 
monopolies. 


STREET RAILWAYS 


The public setvice companies are 
just successfully emerging from a very 
trying period, to which I have already 
referred. The abnormal conditions 
resulting from the war have caused the 
industry in general, and the street rail- 
way industry in particular, to be 
ground between the upper millstone of 
rising costs of everything that goes into 
operation and the nether millstone of 
fixed prices for the service they render. 


Rate Regulation 


Rate regulating authorities have been 
slow to respond to the abnormal cost 
situation by granting the companies 
the necessary relief in permitting them 
to charge increased rates for their 
product to compensate for the un- 
avoidable increased costs of operation. 
The owners of this class of property, 
finding the income over and above 
operating expenses curtailed and in 
many cases even approaching the 
vanishing point, have found themselves 
in the position where they not only 
had an unprofitable investment, but 
where they were not able to give the 
public the service they should have 
because the raising of money to finance 
the constant growth of the business, if 
not impossible, often could only be ac- 
complished at a cost out of all propor- 
tion to.the probable return that could 
be earned on the money. 

In this connection, all public utility 


r 
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companies may be roughly divided into 
two general classes: (1) The class 
which had its rates specified or which 
had its rate regulating powers vested in 
the municipality by franchise contracts 
with a municipality and (2) the class 
which had its rates regulated by a pub- 
lic service commission. The former 
class is the one that has had the most 
difficulty in convincing the municipal- 
ity, or the municipally appointed com- 
mission, of the absolute necessity of 
commensurate increases in income to 
offset the abnormal increases in operat- 
ing expenses—increases that must be 
sufficient to produce enough net rev- 
enue to pay a reasonable return on 
the capital invested in the business, 
thus to make possible the acquiring 
of new capital as needed to finance 
extensions and thus insure to the 
public the service which it demands 
and to which it is entitled. The 
street railway industry is the most 
conspicuous example, owing to the 
fact that street railway franchises ob- 
tained from municipalities have, as a 
rule, provided a maximum fare, usually 
Scents. In any event, for a long period 
of years the nickel has become fixed in 
the public mind as the proper price for 
a street railway ride, no matter what 
its length, and it has been extremely 
difficult to educate the public as to the 
merits of, and the legitimate reason for 
an increase in street railway fares. 
This question has almost always be- 
come mixed up in politics and, without 
regard to the justice of the case, politi- 
cians have been slow to agree to raising 
the cost of street railway service to the 
riding- and voting-public. 


Increased Cost of Operation 


Added to this low rate of return is the 
fact that street railways have been 
more affected by the abnormal costs of 
producing their service than any other 


branch of public utility industry, due, 


primarily, to the fact that a larger 
proportion of their operating expenses 
consists of payments to labor. So 
reluctant have the municrpal authori- 
ties been to grant the necessary in- 
creases in fares that, as a result, it is 
authoritatively stated, over 16 per cent 
of the street railway mileage in the 
United States is etther in the hands of 
receivers or has been abandoned as 
junk. ` The deplorable state of this 
industry has assumed nation-wide im- 
portance to such an extent that the 
President of the United States has ap- 
pointed a Federal Electric Railway 
Commission to investigate the street 
railway situation and to make recom- 
mendations for the guidance of those 
who are in a position, and whose duty 
it is, to correct the flagrant injustice 
that is being done. 


Street Railway Securities 


So heavy has been the cloud that has 
hung over street railway securities as a — 
class that it has been practically im- 
possible for even the more fortunate 
companies that have received reason- 
able treatment in this matter to obtain 


_additional funds at any reasonable rate. 


However, street railway lines serving 
nearly 500 cities and towns (nearly 
every state being represented) with an 
aggregate population of over 32,000,000 
have obtained increases in fares in 
amounts ranging from additional 
charges for transfers to 10 cent fare 
and zone fare systems. ‘Thus it will be 
seen that the economic necessity of 
increases in street railway fares to meet 
increased cost of operation has been 
generally recognized and it is reason- 
able to assume that it is merely a 
matter of time before it will be uni- 
versally recognized. 


Rate Regulation and Valuation 


Owing to the public nature of their 
business and the fact that they are 


oe 
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natural monopolies, the public mind is 
arriving at the point of view that the 
solution of the difficulties of the street 
railways lies along the lines of valuing 
the properties of the companies and 
then permitting them to charge such 
variable rates of fare as will enable 
them to earn a reasonable return, under 
changing conditions, on the capital 
invested in the business. The op- 
ponents of this general plan contend 
that it vitiates the interest of the 
management in keeping operating ex- 
penses- down since the owners of the 
property are assured of a rate of fare 
that will yield them a return on their 
investment irrespective of operating 
expenses. Of course, the answer to 
this is that in the cases where this 
general plan has been adopted com- 
plete provision is also made for super- 
vision of the operation of the whole ar- 
rangement by a regularly constituted 
city authority, part of whose duty 
would be to prevent such abuses. . 


Sliding Scale of Fares 


This principle bas been successfully 
adopted in the city of Cleveland where 
the street railway franchise provides 
for a sliding scale of fares and machin- 
ery for automatically changing them 
so as to permit the company to earn its 
operating expenses, fixed charges and 
6 per cent on its stock. This example 
is frequently pointed to by regulating 
bodies as a conclusive argument that a 
6 per cent rate of return is a reasonable 
one and attractive to capital, inasmuch 
as the stock of the company enjoys an 
active market in ordinary times at 
around par. This, however, is not a 
sound premise as stocks of Ohio cor- 
porations enjoy exemption (having an 
average value of about l per cent) 
from local taxation and, in addition, 
this particular stock has been made 
available for the investment of trust 
funds in that state. 


' The recent experience of the city of 
Toledo, where the people voted to oust 
the railway property from the city and 
the railway promptly complied by re- 
moving its cars to another state, is an 
interesting indication of the essential 
nature of street railway transportation 
to a large modern city. So great was 
the inconvenience, discomfort and loss 
of business arising from the absence of 
street railway transportation facilities 
—motor transportation proved wholly 
inadequate—that it was only a few 
weeks before the city was glad to make 
it legally possible for the company to 
come back on the same basis cf, fares 
that had originally aroused the city’s 
ire and caused the passage of the 
Quster Ordinance and, in addition, 
with practical assurance from the city 
that it would work out the situation 
satisfactorily. l 


OTHER PUBLIC UTILITIES 


‘The difficulties of the street railways 
have been shared by the other utilities 
only to a limited extent. Labor costs 
of the latter are not proportionately so 
great and there is no absolute price for 
their commodity fixed in the minds of 
the public as in the case of the fetish of 
the 5-cent street railway fare. Fur- 
thermore, rate regulation in the case of 
gas, electric and telephone companies is 
more generally in the hands of state 
commissions than is the case with the 
street railways. These commissions | 


. have responded more quickly to the 


necessities of the utilities than have 
the municipalities. The distmetion 
in this respect between pub'ic utilities 
in general and the street railways is 
obvious to all those familiar with the 
respective industries and the invest- 
ment market has generally recognized 
it, as is evidenced by the more satis- 
factory market that prevails for other 
public utility bonds than the market, if 


Pusuic Service Bonps 67 


any, for even the best grade of street 

‘railway bonds. 

Bonp Issues on Pusuic UTILITIES 
Protection to Bondholders 


It is apparent that even the strong 
business situation furnished by pros- 
perous public utility companies would 


avail the bondholder little if his hen. 


on the property and right to enforce 
the payment of his principal and in- 
terest were not properly safeguarded 
by a properly and conservatively 
drawn mortgage. The mortgage is 
the instrument that connects the 
bondholder to the property and its 
terms must be such as to protect him 
and -his rights in every reasonably 
conceivable respect. Elaborate care 
should be exercised in the preparation 
of the mortgage to the end that it will 
completely fulfill its functions and that 
it will contain no loophole that might 
vitiate the strength of the document 
and the protection that it should afford 
the bondholders. 


Amount of Bond Issue 


One of the primary considerations 
that the investment banker has in 
mind in determining the amount of a 
bond issue on a public utility property 
is the duplication value of the physical 
property to be mortgaged after making 
the proper allowances for obsolescence, 
depreciation, etc: In view of the at- 
titude of regulating authorities to the 
effect that the proper basis for de- 
termining the earning capacity of 
public utility properties is the value of 
their property, this becomes a consider- 
ation that nc conservative banker can 
afford to ignore, but the investment 
banker has a further concern than the 
immediate relation of the amount of 
bonds to the value of the property. 


Sinking Fund 


While, of course, there is no such 
thing as guaranteeing management, 


the investment banker can at least 
require that the mortgage contain 
covenants looking toward the main- 
tenance of the property in a state of 
operating efficiedcy and adequate pro- 
vision for depreciation, and it is also 
generally customary to include in the 
mortgage a sinking or improvement 
fund. No far-sighted public utility 
operator would agree to a bond issue 
that did not carry with it the possibility 
of issuing additional bonds under the 
same mortgage with reasonable re- 
strictions, and so provide himself with 
a means of financing a substantial part 
of his future requirements. The pres- 
ervation of the proper relation between 
property and bonds, and earnings and 
bond interest is provided for by the 
requirement that additional bonds may 
be issued only for a percentage, say 80 
per cent, of the cash cost of permanent 
extensions and additions to the prop- 
erty when the net earnings are equal to 
at least twice the interest on all the 
bonds outstanding, together with those 


. proposed to be issued. Of course, 


these requirements are subject to varia- 
tion to meet the needs of specific cases, 
but the principle remains the same. 
While the banker has insisted that 
the mortgage provide for a sinking fund 
to retire a certain amount of bonds each 
year and thus improve the relation be- 
tween bonds and property value, the 
owner has found himself in the position 
of putting cash intoasinking fund which 
then goes into the market and buys 
bonds for cash, usually at a price 
somewhat above the general market 
therefor. At the same time growing 
conipanies have frequently required 
money to finance the legitimate ex- 
pansion of their business, which has 
meant that they have had to sell 
bonds to-their bankers at a price 
sufficiently below the general mar- 
ket to pay the bankers for their 
services, Thus the company has 
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lost the difference, between the price 
paid for bonds purchased by the 
sinking fund and that received by 
the company for bonds sold against 
additions to property. This loss-has 


been obviated by the adoption of the- 


sinking or improvement fund, which 
provides that the company may either 
use the funds arising therein for the 
purchase of bonds or may expend. such 
funds on property which might other- 
wise have been made the basis for the 
issue of bonds. This compromise at 
least partially accomplishes the primary 
result desired by the bankers; namely, 
the improvement of the relation of the 
property to the bonds, although it is 
not so desirable from the standpoint of 
the purchaser of the bonds inasmuch as 
it deprives him of the periodic special 
market created for the bonds by the 
sinking fund. 


General Escrow Requirements 


In connection with the general 
question of the size of authorized issues, 
so rapid has been the growth of the 
successful public utility companies 
that authorized issues provided by 
mortgages of even a few years ago 
which seemed entirely adequate to 
care for the bond requirements of the 
company for the period of the mort- 
gage, say twenty-five or thirty years, 
have been found to be entirely in- 
adequate, necessitating either the crea- 
tion of new junior mortgages entailing 
a higher cost of money for the company 
or the refunding of the old obligations 
and the issue of a new, larger author- 
ized issue to take their place, at best an 
expensive operation from the stand- 
point of the company. Thus we now 
have many of the larger companies 
issuing mortgages with an authorized 
issue of fifty, seventy-five or one 
hundred million, or sometimes even 
without a definite limit to the amount 
of bonds that may be certified there- 


under, subject, of course, to limita- 
tions along the lines indicated and the - 
limitation of the life of the mortgage. 


Ratio between Bonds and Stock 


In connection with the general es- 
crow requirements which do not permit 
the issuance of bonds beyond a reason- 
able percentage of, say 75 per cent or 
80 per cent of the cost of extensions 
and additions, it should be borne in 
mind that adequate and workable 
means should be provided for the 
company to accomplish its junior 
financing. A well balanced capitaliza- 
tion should show a conservative ratio 
—say 3 to 2—between bonds and 
stock. This is sound business from the 
standpoint of the issuing corporation as 
it facilitates future financing. That 
no company should attempt to finance 
itself entirely on borrowed money 
secured by a mortgage is so obvious 
that it hardly needs comment but, 
nevertheless, many corporations have 
endeavored to do this and have found 
bankers who were willing to purchase 
their bonds. A large part of the past 
financial difficulties of the steam rail- 
roads as well as some of the public 
utilities has been caused by disregard- 
ing this simple principle. 

- Notwithstanding the fact that public 


utility operation and finance have 


gradually been standardized, each in- 
dustry and, in fact, each company 
presents problems that must be solved 
satisfactorily before sound securities 
can be issued thereon. The properties 
must be subjected to searching exami- ' 
nations from business, technical, ac-~ 
counting and legal standpoints and 
the mortgage drawn under the super- 
vision of experienced experts and at- 
torneys. The majority of investors 
must of necessity rely largely upon 
their bankers in making investments 
since however familiar an individual 
may be with investments in general, it 
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is usually not feasible, if not impossi- 
ble, for him to investigate all the 
‘numerous legal -and technical ques- 
tions bearing upon the safety of any 
particular bond. 


CONCLUSIONS 


The foregoing leads to the logical 
conclusion that the classes of public 
utility business discussed present, from 
an intrinsic and economic standpoint, a 
sound and stable basis for the issuance 
of safe investment bonds, especially 
when the company falls into the class of 
the larger end more seasoned properties 
and when the bond issue has been 
surrounded with proper safeguards. 
At the present time even the best 


of public utility bonds are selling 
on a very much higher interest 
basis—and at correspondingly lower 
price—than their intrinsic security 
would justify in ordinary times, but 
this temporary market condition, 
which is common to practically all 
investment securities, cannot be con- 
sidered in the light of a reflection 
on the intrinsic security of the issues 
involved. This is rather a question of 
general market conditions to which 
must be added the probability that 
the investing public has not as yet 
fully regained the confidence in public 
utility bonds that the strength of their . 
intrinsic position justifies. 


Industrial Bonds 
By Joun Moopy 


President, Moody's Investors’ Service 
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HE industrial corporation bond is a 
purely modern product. Thirty 
years ago, although there were then in 
existence a large number of substantial 
industrial corporations of large capital 
and with numerous stockholders, in- 
dustrial bond issues were practically 
unknown. Twenty years ago, even 
though by that time the period of the 
formation of gigantic industrial trusts 
had fully arrived, the industrial bond 
issue was a novelty and but few 
corporations had resorted to this 
type of financing. Not until within 
the last decade have industrial bonds 
taken their place as an important 
representative type of investment 
security. 

It is true that long before 1900 a 
large number of short term obligations 
and note issues had been floated by 
certain types of industrial companies; 
but such flotations were almost in- 
variably made in response to urgent 
needs for temporary financing rather 
than for the purpose of securing 
permanent capital. If anyone will 
glance over the voluminous statistical 
records of industrial bond issues which 
are listed on the various American 
exchanges today, or examine the 
records of unlisted issues, he will be 
immediately impressed with the smali 
percentage of issues which date back 
to any year prior to 1900. After 
1900, however, the output of this form 
of security tended to increase rather 
steadily, and since 1910 this method of 
raising permanent capital has become 
commonplace. 

There is a reason for everything, and 
the reasons why industrial bonds did 


not appear in quantity prior to 1900, 
and began to appear with increasing 
frequency after that year, are easily 
stated. During the earlier period, the 
industrial enterprises of the country 
had not, as a general rule, assumed 
the large corporate form. We had our 
old style “trusts,” such as the Stand- 
ard Oil Trust, the Sugar Trust and the 
Whiskey Trust, but these were not 
corporations in the modern sense, but 
simply alliances of one form or another, 
invented for the purpose of regulating 
prices, restraining trade or throttling 
competition. ‘They were not formed 
for the purpose of raising large amounts 
of capital or for consolidating single 
industries under one corporate head. 
With a few important exceptions, ‘the 
industrial corporations of that decade 
were relatively small, and their secu- 
rities were not known or held by 
any wide circle of investors. Even 
those of comparative importance were 
“close” corporations, like the Carnegie 
Steel Company, or else could boast of 
not more than a few hundred stock- 
holders at the most. Not until 1897 
or 1898 did any number of industrial 
securities appear on the New York 
Stock Exchange or the New York out- 
side markets, aside from the criginal 
type of industrial “trust.” However, 
there were not many of the latter. 
Thus the industrial corporation as 
we know it today was practically ngu- 
existent at that time. Its securities 
were, in most cases, looked upon as 


' speculations rather than investments 


70 


and where capital was needed the 
speculator rather than the investor 
had to be appealed to. Consequently, 
any corporation of an industrial char- 


InvusTRIAL Bonpns - l 7 


acter which attempted to borrow 
capital by means of bond issues was 
apt to be looked upon with suspicion. 
The investor would not buy industrial 
bonds because of their apparent specu- 
lative character, while the speculator 
did not like them because of the limita- 
tion of speculative possibilities. 

When the great industrial consolida- 
tion movement set in at the close of 
the century,.and hundreds of plants 
of small concerns in numerous lines of 
industry were being merged into great 
corporate units, it became necessary 
to appeal largely to the speculator for 
the financing of these consolidations. 
A period of broad speculative activity 
was under way all over the country. 
We had come through the depression 
of 1893-96; we had completed the reor- 
ganization of all the broken down 
railroad systems; the free-silver craze 
had spent itself, and the country was 
securely lodged on the gold basis. 
Industry was reviving and wages 
rising all over the country. A stock 
market becom had set in in Wall Street 
in 1898, after the Spanish War, and was 
not again seriously interrupted until 
the end of 1902. 

This period was ideal for the flotation 
of speculative.-enterprises and, while 
money was cheap, and pure investment 
conditions were favorable, the average 
investor was being fully supplied with 
a wide range of selections in the rail- 
road bond market and was not an apt 
pupil for the industrial financier. 
Those were the days when St. Paul 
general 4s at 110 looked cheap and 
when men bid large premiums for 
3% per cent long term railroad bonds. 
Illinois Central 3s then sold around 
par and the prediction was freely made 
that within another decade all the 
great American railroads of high credit 
would be doing their financing on a 
2% to 3 per cent basis. 

Thus industrial companies of even 


cient working capital. 


the highest credit had little chance of 
securing pure investment capital at 
such a time; but there were vast 
possibilities in appealing to the specu- 
lator and the speculative investor. 
Consequently, nearly all of the great 
industrial consolidations were financed. 
through the issuing of large amounts 
of preferred and common stock. The 
preferred stock offered generally had a 
7 per cent dividend and asset prefer- 
ence, and was offered at par with a 
substantial bonus in common stock. 
The preferred issue was supposed to 
represent the asset value of the plants 
merged, including necessary new work- 
ing capital, while the common stock 
generally represented a capitalization 
of the expected increases in earning 
power under concentrated control. 
All of the important consolidations 
were financed in this way. Few, if 
any, bond issues were created. In some 


‘cases, however, old bond issues were 


assumed, but these were few and far 
between. 


INDUSTRIAL SECURITIES AFTER 1902 


After 1902 or 1903 this condition in 
the industrial security field began to 
change. Many of the consolidations 
of the earlier period had not been 
successes; the expected increases in 
profits had not been realized, and all 
too soon a very large number of com- 
panies found themselves without suffi- 
The consoli- 
dations had all been formed in a 
boom period and for the most part 
on a wasteful and extravagant basis. 
Many an enterprise with great intrinsic 
strength, so far as its type of business 
was concerned, faced disaster simply 
because of an urgent need for funds. 
It was usually impossible to raise 
further funds through the issue of 
stock, either common or preferred. 
In most cases the market prices of the 
stocks had severely declined, and,. as 
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the speculative mania had collapsed 
in Wall. Street, the big industrial 
companies found it absolutely neces- 
sary to make a direct appeal to the 
genuine investor. The only way to 
secure funds from the investor in any 
substantial amount was to offer him 
some type of security of undoubted 
strength and value. An industrial 
bond, secured on the assets of the 
company, with full priority over the 
claims of the stockholders, both com- 
mon and preferred, was the only kind 
of investment that the conservative 
man would consider at that time. 
Consequently, industrial bond issues 
began to appear in increasing numbers. 
The. United States Steel Corpora- 
tion put through its bond conversion 
scheme, whereby a large amount of its 
preferred stock was retired and its 
second mortgage bonds issued; other 
steel and iron companies, manufactur- 


ing ‘concerns of various ‘types and 


many of the representative consoli- 
dations of a few years before soon had 
bond issues outstanding. Many a 
large industrial corporation „was in 
those days saved from receivership or 
disintegration through the timely flota- 
tion of a bond issiie and in after years 
developed into a position of permanent 
security and strength. 

Thus the industrial bond, hke most 
other ‘particular types of investment 
securities, was mainly the outgrowth 
of an emergency. Had the original 
plan for financing and building up 
industrial combinations been: an un- 
qualified’ suecess, the industrial bond, 
as we know it today, might not have 
come widely into vogue for many 
years, ifatall. But after 1905, and up 
to recent times, the industrial bond 
was steadily breaking down prejudice 
and enlarging its investment market m 
this country. Fifteen years ago the 
typical investor almost invariably 
ruled out an industrial bond invest- 


ment, simply ‘because it -was an 
“industrial” and, therefore, must be 
speculative. Ten years ago, as a 
result of so many of this type of bond 
having: become seasoned and having 
proven themselves good, the prejudice 
had been largely broken down; while 
during the past five years, the average 
intelligent investor no longer discrimi- 
nated against industrials, but in his 
selection was willing to put them all to 
the regular investment tests which he 
would accord other types of securities. 


InpustRIAL Bonps Topay 


Through this evolution in financial 
affairs and the accompanying seasoning 
process, the industrial bond investment 
has now come into its own. ‘Today the 
investor has a wide range of choice in 
the industrial bond field and can 
select issues of fully as high quality 
as in the steam railroad or other 
fields. He can also secure fully as 
large an income return as in other 
directions and in many instances can 
find really greater bargains. 

Industrial bonds of all qualities and 
grades and of varying characteristics 
can be found. In these respects they 
do not differ from other types of bonds; 
there are issues which appeal to specu- 
lator as well as investor; the man who 
wants an: income but also “a chance at 
a possible profit” can find it m the 
industrial bond market today as easily 
as he can find it in the public utility 
or steam railroad bond market. In- 
dustrial bonds are not so plentiful as 
railroad bonds, but bargains are some- 
times far more plentiful. This has 
proven to be the case to a very large 
degree during the past half dozen 
years. While the highest grade long 
term industrial bonds have receded in 
price since 1914 in the same way that 
the highest grade railroad bonds have; 
yet junior grade industrial bonds have 
held far better, on the average, than 


al 
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have junior grade railroad bonds dur- 
ing the past few years. 


Railroad Bonds 


. There have been special reasons, of 
course, for the great decline which 
has taken place in railroad bonds 
since the opening of the World War. 
The enormous amount of foreign 
liquidation in the old seasoned. issues, 
which were held so largely abroad, the 
abnormal war-time conditions which 
tended to injure the position of the 
railroads as a whole, and the uncer- 
tainty regarding the future of the 
railroads after their return to private 
operation, have naturally caused de- 
pression cf a most extreme character 
in this type of security. Added to 
this has been the prevailing tendency, 
long continued, toward high money 
rates, the competition of mammoth 
war loans and the depressing effects of 
high war taxes. These latter factors 
have depressed industrial bonds also, 
but, generally, not to the same extent. 
Industrial bonds have not gone down 
alarmingly, on the average, for two 
reasons: First, they were not, as a 
rule, selling at such high average 
prices at the opening of the war as 
were similarly strong or secure rail- 
road bonds; second, industrial com- 
panies have been benefited, in a large 
number of cases, by the same abnormal 
war-time conditions that have so 
seriously injured the railroads. 


Simplicity of Industrial Bonds 


While several different types of 
industrial bonds are familiar to every 
market, there is not the wide diversity 
of type that will be found in the rail- 
road field. In the railroad field one 
will find mortgage bonds, running from 
first mortgage to eighth or tenth mort- 
gage; consolidated, collateral, refund- 
ing, general, general consolidated, gen- 
eral lien, prior lien, debenture, income 


and many other types of bonds. 
Some of these issues will be directly 
secured; some indirectly. A first mort- 
gage railroad bond may be secured 
on a worthless branch and be less 
secure than a tenth mortgage on the 
same company’s main line; a con- 
solidated general lien on a railroad may 
be better than all of the so-called under- 
lying hens on the same property. But 
not so, as a rule, with the industrial 
bond. It is generally greatly superior 
to the railroad bond in simplicity. 
Usually itis the single bond obligation 
of the company, and very seldom do we’ 
find an industrial company with more 
than three or four bond issues out- 
standing; while a vast number of 
industrial companies have no bonded 
debts whatever. A notable exception 
is the United States Steel Corporation, 
but even this company has outstanding 
only two bond issues of its own, all 
of the others having been assumed 
either at the time of the merger twenty 
years ago or since. 

I have already pointed out the rea- 
sons for the scarcity of industrial bond 
issues as compared with railroads. The 
industrial corporation was originally 
formed and financed through stock 
issues alone, while the great railroad 
companies are all earlier consolidations 
of companies which for generations 
had been financed almost exclusively 
through the issue of bonds. Thus a 
typical railroad like the Erie has out- 
standing and is responsible for fifty or 
sixty different bond issues, whereas a 
typical industrial company like the 
Americah Smelting & Refining Com- 
pany has but one. l 

In earlier days industrial companies 
frequently issued debenture bonds 
rather than mortgages. This was a 
natural outgrowth from the custom of 
issuing notes or financing with tempo- 
rary loans and commercial paper. In 
many cases the earlier industrial 
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companies found it impossible to place 
actual mortgages on their properties. 
Their charters, framed at the time 
they were first formed through the 
flotation of stocks often forbid the 
placing of any mortgages on the prop- 
erties without the consent of a large 
majority of the stockholders. But 
gradually it was realized that a mort- 
gage bond giving the company neces- 
sary funds and good credit would in 
the long run benefit the stockholder, 
while it could hardly be more harmful 
for him than a debenture bond or note 
which would in any event have a legal 
claim ahead of the stockholder on 
both the assets and income. In fact, 
from any point of view, a long-term 
bond obligation furnishing permanent 
capital, is bound to be better for the 
stockholder than temporary obliga- 
tions or floating debt. 


SECURITY oF InpustrRiaL BONDS 


With a full recognition of these facts, 
industrial mortgage bonds have come 
more and more into vogue in recent 
years, and most new industrial bond 
issues nowadays are secured in one 
form or another. They have also 
gradually taken on the characteristics 
of other types of railroad bonds. In 
recent years, convertible industrial 
bonds frequently have come into the 
markets, as have collateral bonds, se- 
cured by pledge of other securities, as- 
sumed or guaranteed industrial bonds, 
etc. These different types of issues 
have been created, of course, in response 
to investment market conditions. 
industrial convertible bond, like the old 
railroad convertible issue, is chosen to 
appeal to the man who wishes to both 
invest and speculate, but wants to be 
sure that his speculation is all in one 
direction. In other words, he wants 
to make his principal and income 
secure, but also wants to share in any 
possible appreciation that may occur 


The 


in the price of the stock into which the 
bond is convertible. This type of 
bond is often issued by companies 
whose credit is not of the highest, or 
was not at the time the bond was issued. 


Convertible Bonds 


There have occurred many instances 
of large profits resulting from invest- 
ment in industrial convertible bonds, a 
notable case being that of the Pierce 
Oil Corporation 6s, recently called. 
These bonds were selling below 75 in 
1916, but early in 1919, as a result of a 
rise in the stock, they sold well above 
130. The Otis Elevator 5s which used 
to sell around 80 have recently risen 
to 140. The Chile Copper Company 
has also done financing with converti- 
ble bonds, as have Wilson. & Co., 
Armour & Co. and the Bethlehem 
steel Corporation. In some cases 
the convertible bonds are convert- 
ible into other issues; in some cases, 
into preferred as well as common 
stock, etc. 

But while convertible bonds are 
often attractive enough as real invest- 
ments, they are generally in a more 
speculative position than the repre- 
sentative industrial bond investment. 
The convertible feature is what usually 
makes them attractive, and not their 
intrinsic quality. 

In judging industrial bonds, the 
investor naturally should exercise 
extreme caution. Ordinarily, it is 
more difficult to ascertain the real 
investment value of an industrial bond 
than of a railroad bond. Railroad re- 
ports are necessarily more elaborate 
and detailed than industrial reports. 
Uniformity is required by law and 
there is little excuse for an investor to 
go wrong on railroad information, 
although of course he may easily go 
wrong on deductions or opinion. But 
in the case of the industrial company 
an investor is often asked to take a 
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great deal on faith. Many companies 
furnish full information and the 


reports of some are notably elaborate ' 


and complete, but there are far too 
many who fail to furnish the essential 
facts. In such cases the investor must 
do the best he can with what is avail- 
able and if he is not satisfied he should 
reject the investment. ` 

It is difficult to compare the relative 
value of industrial bonds, for the 
reason that as a class they represent 
many busmesses of distinct or 
diversified character. One can, of 
course, readily arrive at the asset value 
back of a bond of the United States 
Steel Corporation, the great assets of 
which are exhibited to any and every- 
body, but a bond secured on a business 
the main asset of which is a trademark, 
may or may not be good. Earning 


power of such a business is important 
of course; but earning power alone ` 
considered may easily lead an investor 
to disaster. The earning power of the 
great H. B. Claflin Company was 
always heavy, but the absence of a 
complete exhibit of liabilities in its 
annual reports resulted in enormous 
losses to its stockholders. 

The safest plan for every investor, 
in selecting industrial bonds, is to 
confine himself to obligations of those 
companies who follow the custom of 
taking the public into their confidence 
and exhibiting all the facts as they 
actually are. More and more manage- 
ments are doing this every year and 
the time should not be far distant 
when every industrial enterprise which 
seeks capital in the investment world 
will adopt this enlightened policy. 


Real Estate Bonds as an Investment Security 


By Grorce A. HURD 
President, The Mortgage-Bond Company of New York 


ReaL Estate BONDS 


EAL estate bonds are obligations 

- secured by mortgages or trust 
conveyances of real estate. While any 
mortgage may secure a series of bonds 
instead of a single bond or note, which 
might thus be called real estate bonds, 
they would not differ in any way, ex- 
cept that of convenience, from the 
ordinary mortgage transaction. What 
is meant by “real estate bonds” or 
mortgage bonds in the investment 
sense is a series of bonds in convenient 
denominations secured by real estate 
mortgages, the bonds being issued by 
a financial company formed for that 
purpose and itself obligated on them. 
Such mortgage companies have been 
developed so long in Europe that any 
study of the system must include an 
examination of -the history of the 
development of the mortgage business 
in Europe, and other parts of the world 
subject to European influences, as a 
prerequisite to the understanding of 
real estate bonds as an investment 
security in this country. 

In considering such bonds, it is es- 
sential to examine them from the 
standpoint of the fundamental requi- 
sites of all good investments, namely, 
safety, interest return and convertibil- 
ity. Of these requisites, that of the 
safety of the principal under all con- 
ditions which may arise is by far the 


ness. 


most important and the one to which. 


most consideration will be given. 


WHEREIN Rests THE SECURITY OF 
Rear Estare BONDS 


Stability of Productive Power of Land. 
It may be said at the outset that the. 
principal advantage which real estate 
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has over other forms of security rests in 
the certainty or stability of its produc- 
tive power. All value in real estate is 
the result of income capitalized. In 
the case of city real estate, the natural 
causes which lead to the growth of 
cities in certain locations create a per- 
manent demand in those locations for 
areas on which to live or transact busi- 
Such advantages in location 
are paid for in the form of rent, and as’ 
long as a community exists there will 
be income from the use of locations 
within it, and real estate values 
founded upon this income. In regard 
to farm lands, the productivity of the 
soil creates an annual income, a part 
of which, as rent, may be capitalized 
into value. As long as the soil is pro- 
ductive, income, and therefore real 
estate values, will exist. 

Convertibility of Capital—So large a 
part of the world’s wealth consists of 
real estate, that the use of it as security 
for debt has been a matter of the most 
vital importance in the commercial 
progress of the race, since it gave to 
land a partial convertibility and pre- 
vented the capital invested in real 
estate from being wholly fixed.. Down 
to the beginning of the last century, 
however, mortgages were restricted to 
transactions between individuals who 
had personal knowledge of the particu- 
Jar property offered as security. This 
necessarily confined possible mortgage 
lenders to those residing near the 
property on which a mortgage was 
desired, and, as capital could not 
move freely to the places where it 
was most needed, great differences in 
interest rates existed between differ- 
ent localities. 
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Facrors ENCOURAGING MORTGAGE 
ASSOCIATIONS 


Among other disadvantages attend- 
ing this condition of things was the 
fact that the effort to find individual 
lenders, having the exact amount 
needed, made it unduly expensive to 
obtain loans and resulted in economic 
waste through unnecessarily high com- 
missions. Individuals were also unwill- 
ing to make long-time mortgage loans 
which were nearly or quite inconverti- 
ble in their hands, and this resulted in 
forcing borrowers to pay commissions 
for obtainmg new loans at compara- 
tively frequent intervals, and in expos- 
ing them to the risk, at each maturity, 
of being unable to replace the loan. In- 
dividuals, also, did not ordinarily wish 
to have their capital returned to them 
a little at a time, but wanted the full 
sum at the termination of the loan. 
This prevented the use of amortization 
Joans, or loans that are paid off by 
degrees throughout the life of the loan. 
This type of loan, which is almost uni- 
versal -on the continent of Europe 
and which is coming into more frequent 
use in this country, so greatly.increases 
the safety of mortgage investments 
that the resulting reduction in interest 
' rates may be sufficient to enable a bor- 
rower to pay off a loan in forty or fifty 
years, by an annual payment for prin- 
cipal and interest no greater than the 
payment for interest alone would be, 
were the Joan without the amortiza- 
tion feature. It may be added that 
loans for fifty or seventy-five years 
would, be for too long a period to be 
safe, unless for a constantly decreasing 
amount. 

Perhaps the greatest, single objection, 
however, to the old system of conduct- 
ing the. mortgage business arose from 
the fact that most individual investors 
could not be mortgage experts, and as 
a result frequent and serious losses 


were made, which tended to increase 
the whole level of interest rates. 

‘So serious were these objections that 
in 1770 the first association for con- 
ducting the mortgage business was 
formed with government assistance. 
Before describing such an association 
it may be well to say that there exist - 
side by side in Europe these mutual 
associations which deal largely, if not 
exclusively, in farm loans, and mort- 
gage-banks, or stock companies, for 
dealing both in city and farm loans, 
the latter having appeared almost 
simultaneously in various countries 
of Europe about 1835. These two 
forms of conducting the business 
operate through the same method, 
which is to make mortgage loans and 
then issue their own bonds secured by 
an equal amount of mortgages. 


Murvat MORTGAGE ÅSSOCIATIONS 


General Characteristics —While there 
are, of course, differences between the 
laws governing mutual mortgage asso- 
ciations at different times and in dif- 
ferent countries, the great majority 
have certain principles in common. 
They are formed with their borrow- 
ers as members, and each member 
is responsible for ‘any loss of the 
association through bad loans; a con- 
dition which acts as a check on the 
committee of members which ap- 
proves applications for loans. They 
began, generally, by making loans, not 
in money, but in bonds of the associa- 
tion, which the borrower then had to 
sell for the best price he could; though, 
as a surplus was accumulated, this 
feature was given up and the loans 
made in cash, the bonds being sold by 
the association. Their loans are long- 
time loans, generally from fifty to 
seventy-five years, with an annual 
payment sufficient to retire the prin- 
cipal of the loan, and with privileges of 
anticipation. ‘The associations are also 
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restricted by law ‘as to the locality m 
which they may make loans, the char- 
acter of the property they may loan 
on and the margin of. security they 
must have. . 

Central Associations of Northern 
Europe.—A later development in some 
of the countries of Northern Europe 
has been a central association, which 
makes no loans itself but issues bonds 
secured by the less well-known bonds 
of local associations, thus obtaining a 
lower rate of interest through having 
better credit. The mortgage com- 
panies proper are stock companies, 
which are conducted along lines simi- 
lar to the associations and are subject 
to similar legal restrictions. ‘There 
is, of course, no individual responsi- 
bility to make good the losses resulting 
from bad loans, the place of this being 
taken by the capital and surplus of the 
company, and by the limitation by 
law of issues of bonds to a certain 
number of times the capital. 


The Credit Foncier of France 
“The Credit 


Foncier of France, 


founded in 1852, is the largest and 


most widely known of all mortgage 
companies, and the magnitude of its 
operations may be judged by the fact 
that for many years past its outstand- 
ing bonds have amounted.to between 
3,000,000,000 and 4,000,000,000 francs, 
while its credit is so good that the 
rate of interest on its bonds had 
. dropped some years ago to 2.60 per 
cent, though more recent issues, even 
before the war, were at higher rates, 
There are in France in addition to the 
Credit Foncier, which enjoys special 
privileges from the government, and, 
consequently, has no rivals, only 
small local mutual associations for 


making farm loans in restricted dis- 


tricts. More than two-thirds of the 
mortgage loans of the Credit Foncier 
are on city property, and the remain- 


ing one-third on farms. Although in 
the early years of the company’s 
history a great majority of the 
city loans, in amount, were on 
property in Paris, the loans in other 
French cities have for some years 
past exceeded those in Paris, the 
company thus showing a growing 
tendency to distribute its loans more 
widely. 


Mortgage Companies in Italy, Spain 
and Portugal 


In Italy, Spain and Portugal the 
example of France has been followed, 
and one large company is authorized 
to conduct the business of issuing 
mortgage bonds and is given valu- 
able special privileges. Throughout 
the rest of Continental Europe the 
mortgage business has been developed 
through the dual system of mutual 
associations and stock companies. 
British, French and Dutch companies 
also exist for loaning in North and 
South America, Africa and other parts 
of the world. 


Mortgage Business in England 


An exception to the general preva- 
lence of this system is England, whose 
example has largely influenced the 
United States, though it is doubtful 
if the causes which led to a different 
development of the mortgage business 
there are applicable here. England 
has no mortgage company loaning 
on English property and organized 
on lines similar to those on tke con- 
tinent, though English and Scotch 
companies operating in the United 
States, Canada, Australia, Cape Col- 
ony, Natal, Mauritius, Argentina and 
Peru, issue bonds in the same manner 
as the European companies. One of 
the principal reasons is, no doubt, the 
prevalence in England of long-time 
ground leases which do away with 
much of the necessity for mortgages, 
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since instead of owning the fee with 
his own capital and borrowing on 
mortgage for improvements, the ten- 
ant under a long lease puts his own 
capital into the improvements and 
pays an annual ground rent in place 
of interest on a mortgage. Then, 
too, legal restrictions, such as the life- 
estates and entails commonly met with 
in England, are great obstacles to the 
mortgaging of property. And it must 
be remembered, also, that since the 
security in England depended to an 
unusual degree on questions affecting 
legal titles, the mortgage business 
naturally fell largely into the hands of 
lawyers, who still control a great part 
of English mortgage investments. 


REASONS FOR STABILITY OF Morrt- 
GAGE ASSOCIATIONS IN EUROPE 


It is too early yet to measure the 
effect of the war upon the mortgage 
companies of Europe, but it is a strik- 
ing fact that up to the time of the war 
there had never been a failure of a 
European mortgage company or asso- 
clation, with insignificant exceptions 
due to dishonest management. Such 
long-continued safety and success make 
it interesting to examine the safe- 
guards established by law with a view 
to preventing losses on bad loans. The 
principal of these are four in number, 
and have to do with the class of real 
estate accepted, the percentage of 
value to be loaned, the limitation 
of the volume of bond issues in pro- 
portion to capital, and the requirement 
of annual payments in reduction of the 
principal of loans. While some vari- 
ations are naturally found in differ- 
eat countries, the underlying basis is 
found on examination to be surpris- 
ingly uniform. 


` Class of Real Estate Accepted 


Taking up first the class of real es- 
tate accepted, we find that no company 


is allowed to loan on vacant land or 
unproductive property. The restric- 
tion is sometimes expressed in this way: 
“The company shall make loans only 
on property yielding a permanent and 
sure income.” Hence, no loans are 
permitted on mines and quarries. To 
these prohibitions the Credit Foncier 
adds theatres, mills and factories, ex- 
cept where valued at what they would 
bring if sold for a different purpose. 

Many other companies prohibit 
loans on factories, and, in addition, 
loans on “uninsured buildings or coun- 
try houses without land.” The same 
principle prohibits loans “on country 
castles or on buildings which cannot be 
rented separately from the estates to 
which they belong,” while in some 
instances a company is only permitted 
to loan “on buildings that have been 
in use for three years.” Undivided 
interests in property are universally 
excluded as security. 


Limitation of Percentage of Value to be 


Loaned 


The second safeguard is the limita- 
tion of the percentage of value to be 
loaned. With very few exceptions, no 
companies or associations are ever al- 
lowed to loan more than 66% per cent 
of the value of the property, the limi- 
tation being sometimes 662 per cent of 
the value of land and 50 per cent of the 
value of buildings. Many companies 
of Central Europe are limited to 60 
per cent of the value, and some to 50 
per cent, while loans on vineyards and 
forests cannot be made for more than 
334 per cent. 

Turning to other countries, we find 
that the Credit Foncier of France is 
limited to 50 per cent, except on forests 
and vineyards, where the limit is 334 
per cent. In Italy the limit for mort- 
gage companies, originally placed at 50 
per cent, was raised in 1881 to 662 per 
cent. In Belgium the associations are 
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limited to 50 per cent, though the 
mortgage companies loan up to 663 
per cent. In Denmark the companies 
are limited to 60 per cent on land and 
_ 50 per cent on buildings, while the as- 
sociations are limited to 50 per cent on 
land and 40 per cent on buildings. In 
Norway the limit is 60 per cent on all 
farm loans and loans in Christiania and 
Bergen, while it is 40 per cent to 50 
per cent in other towns. In Sweden 
the limit is generally 50 per cent, 
though the one mortgage company 
there has been raised to 60 per cent. 
In Argentina and Mexico the limit is 
also 50 per cent. 

These limitations may be compared 
with the limitations imposed by Jaw in 
this country for the mortgage invest- 
ments of trustees and savings banks, 
and those generally adopted by cus- 
tom. In New York State the limit for 
trustees is 66% per cent and for savings 
, banks 60 per cent, while, except in a 
few other large cities, 50 per cent is a 
maximum, and in smaller cities and 
newly developed agricultural districts 
loans are not often made for more than 
40 per cent of the value. It should be 
stated, however, that the delays inci- 
dent' to foreclosure are much greater 
here than in Europe, with correspond- 
ingly greater accumulations of delin- 


quent interest, taxes and costs, so that © 


our loans are, in fact, for larger per- 
centages than they appear to be. In 
some cases European companies have 
- the right to take immediate possession 
after default, the Credit Foncier hav- 
ing to wait but eight days, and the 
Banco Hipotecario of Spain only two 
days. 


Amount of Bonds that May Be Issued 


The third limitation established has 
to do with the amount of bonds which 
may be issued with a given amount of 
capital. The surplus is in all cases 
treated as a separate and special fund, 


and the usual legal requirements are 
that a percentage of the earnings 
amounting to 10 per cent or 20 per cent 
be set aside annually until the surplus 
equals 20 per cent or 25 per cent of the 
capital of the company. The Credit 
Foncier of France is limited in its 
issues to twenty times its capital stock. 
This was, until about twenty years ago, 
the generally recognized limit in Cen- 
tral Europe also, but since then the 
limit has been placed at fifteen times 
the capital. Among companies re- 
stricted to ten times their capital stock 
are the Italian companies under the 
law of 1884, the Swedish Company, 
the Banco Hipotecario of Mexico, and 
the greater number of Dutch mortgage 
companies, though the latter are re- 
stricted to ten times the subscribed 
capital, only a fraction of which is paid 
in. Norway limits the issues of its 
mortgage company to eight times, and 
Denmark its companies to six times 
their capital. ‘The English and Scotch 
companies, which loan only outside of 
Great Britain, follow a different plan 


and usually limit their bond issues to 


an amount equal to their subscribed 
capital, or even to the unpaid portion 
of it. At first thought this would 
appear to be more conservative than 
the continental method of allowing 
issues up to fifteen’ or twenty times the 
capital, but it may well be doubted 
whether the continental method is not, 
in fact, the safer, since with a large 
volume of business, profits aré satis- 
factory from a small difference in inter- 
est rates between the bonds and the 
mortgages securing them, and the 
temptation is removed of taking risky 
loans at higher rates of interest in the 


‘attempt to earn greater profits through 


a wider margin of difference in rates, 
where the volume of business is small. 
Incidentally, it may be mentioned 
that the Credit Foncier, and the Credit ` 
Foncier Canadian, are limited by law 
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to a difference in interest rates on their 
‘loans and their bonds of °/1 of 1 per 
cent, the Italian companies, and more 
recently the Italian National Bank, to 
45 / 19, and some other European compa- 
nies to 1 per cent, thus recognizing the 
danger of attempting to make large 
profits out of loans at high rates of 
interest. 


Other S afeguards to Securities 


The limitation of the territory in 
which loans may be made, and the gen- 
eral requirement of annual payments 
in reduction of the principal of loans, 
together with a rigid government 
inspection, furnish additional safe- 
guards, as does also the further re- 
quirement that any property taken 
under foreclosure must be promptly 
sold, thus preventing a company from 


speculating for a future possible rise in - 


_ the value of its foreclosed real estate, 
and concealing its losses by carrying 
such foreclosed real estate as an asset at 
cost, regardless of its real depreciation. 


ELEMENTS OF Risk TO BE COVERED IN 


Morreace Loans 


As has been shown, the companies 
engaged in issuing real estate mortgage 
_ securities in Europe are now safe- 
guarded by a body of laws which have 
gradually grown up on this subject, and 
by which they are governed in accord- 
ance with past experience. In order to 
insure complete safety to investors, 
the business of making mortgages 
and issuing securities against them is 
one which should everywhere be closely 
controlled by law, as may be realized 
from a consideration of the varied ele- 
ments of risk to be guarded against. 
While many of these elements, against 
which the margins on mortgage-loans 
are to guard, are the same in farm loans 
as in city loans, the problems in farm 
loans are on the whole much simpler, 
the quality of the soil, the annual rain- 


fall and transportation facilities being ` 
the essential elements to be considered. 

In the case of mortgage loans on city 
property, however, the margin to in- 
sure safety must be sufficient to cover 
the following elements of risk: 

(1) Errors of judgment in valuing 
property. 

(2) The lowering of real estate val- 
ues by general commercial and finan- 
cial depressions. 

(3) Loss of value by changes in the 
internal structure of cities. 

(4) Depreciation of buildings. 

(5) Accumulations of delinquent 
interests, taxes and costs during fore- 
closure. 

(6) Loss of value through disposing 
of property at forced sale. 


Errors of Judgment in Valuing 
Property 


We shall consider each of these 
factors in order. 

Since each piece of real estate stands 
by itself, there can never be a “market 


value” for it in the sense that there is 


for bonds or shares of stock, where each 
sale is representative of the entire issue. 
The valuation of real estate must rest 
on opinion only, and while it may be 
comparatively easy for an expert with 
full information to value real estate 
correctly in an active market, in a 
market where transactions are few the 
difficulty is very great. In order to 
have appraisals of any value, a real 
estate expert must have at his com- 
mand a large fund of information in 
regard to sales of property, rentals of 
property, and the cost of construction 
of buildings, since these are indispen- 
sable to a proper valuation of the real 
estate. It is not always easy to obtain 
information in regard to the considera- 
tion for sales, especially in New York 
City, where the practice is growing of 
setting out a nominal consideration of 
one dollar in deeds conveying property. 


t 
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The insertion in deeds of fictitious con- 
siderations must also be guarded 
against, such considerations being 
sometimes placed at a figure above the 
selling price, in the hope of giving the 
property a fictitiously high value, and 
less frequently at a figure below the 
actual selling price, in the hope of 
obtaining a lower assessment for pur- 
poses of taxation. 

The selling price of property is ordi- 
narily based on the rental of the prop- 
erty, which is the source of its value, 
but this is modified by the prospect of 
the future rental of the property. The 
ordinary method of appraisal of im- 
proved property is to add to the esti- 
mated land value the present cost of 
the buildings, with an allowance for 
age and depreciation. The aggregate 
‘of these values should always be 
checked wherever possible by capital- 
izing the net rentals of the property, 
after deducting expenses of all kinds, 
to find if the building’s commercial 
value is equal to its structural value. 
Wherever a building is misplaced or 
badly designed, loss of income over a 
period of years is a sure result; and 
examples could be given of many ex- 
pensive buildings, the cost of which has 
been entirely thrown away, as 1s shown 
by the fact that the net rentals pro- 


duced by them have been less than 


those produced by adjacent properties 
improved with buildings of trifling 
cost. The structural value of the im- 
provements, considered by itself, is 
therefore an entirely unsafe guide in 
such cases. 

On the other hand, to rely on the 
amount of the net rentals without con- 
sidering the proper rate of capitaliza- 
tion would be unsafe, since different 
classes of property are capitalized on a 
different interest basis. For example, 
a retail store property rented on a long 
lease to an entirely responsible tenant 
might be capitalized on a basis of 5 per 


cent net return, while a tenement house 
with a large number of tenants and cor- 
responding vacancies and difficulties of 
collection would be capitalized ¢ at a 
considerably higher rate. 


Effect of Commercial and Financial © 
Depressions on Real Estate Values 


Mortgage loans ordinarily cover so 
Jong a term of years that general finan- 
cial and commercial depressions during 
the life of the loans cannot be foreseen, 
and loans should have margin enough 
to cover shrinkage of value due to this 
cause. A period of general industrial 
depression has a powerfully depressing ` 
effect on real estate, but this effect 
varies greatly on different classes of 
property. When a mortgage loan is 
made for a term of years, if the bor- 
rower pays his interest and complies 
with the covenants of the mortgage in 
regard to taxes, insurance, etc., the 
principal of the loan cannot be called, 
nor can additional security be called 
for, no matter what the decline in the 
value of the property mortgaged may 
be. A great distinction is thus appar- 
ent between mortgage loans and ordi- 
nary bank loans; and when a loan. is 
made for the usual term of five years, 
it should be borne in mind that the 
property, to furnish adequate security, 
should at all times during the five-year 
period show a comfortable margin 
above the amount of the loan. We 
are familiar with the recurrence of 
panics every twenty years with inter- 
mediate depressions of Jess violence: at 
ten-year periods. 

The effect on real estate of these 
greater and lesser panics is, however, 
not directly commensurate with the 
financial ahd commercial disturbance 
which they cause. A reason for this is 
probably to be found in the fact that 
the growth of population i in American 
cities has been, ever since the founda- 
tion of our government, conspicuously 


“~ 
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greater in the alternate decades coin- 


ciding with the lesser or intermediate 
panics. ‘The effect of this has been to 
offset the effect of intermediate depres- 
sions, as far as city real estate is con- 
- cerned, because the abnormal growth of 
city population has coincided with that 
general period, while the relatively slow 
growth of. cities during the decades 
coincident with the greater panics 
aggravates the depression of real 
estate following these panics. 

During the period of depression fol- 
lowing a great panic, individuals of 
every community are forced to restrict 
their expenditures to the most neces- 
sary objects, and the result of this is 
that the classes of property within a 
city which maintain their value best 
are the two indispensable classes of 
ordinary business and ordinary resi- 
dence. All properties devoted to 
special uses, such as theatres, clubs, 
hotels, churches, etc., as well as fac- 
tories and warehouses especially suit- 
able to a single line of business, suffer 
severely. During such a period, also, 
all properties which, on account of 
the growth or movement of a city, 
have a value based on expectations of 
_ higher rentals in the future are greatly 
depreciated, since the element of value 
based on future expectations is largely 
eliminated. This depreciation applies 
especially to suburban land, or that at 
the circumference of a city which is 
just coming into use, and is aggravated 
if the growth of a section has been arti- 
ficially stimulated by capitalistic influ- 
ences. The difficulty of valuing prop- 
erty during a period of depression is 
greatly increased just at the time when, 
through falling rentals and values, it is 
most necessary to be careful in making 
mortgage loans. This arises partly 
because the number of real estate 
transactions is greatly reduced and 
information from this source is thus 
largely cut off, since no property owner 


will sell under such conditions except 


through necessity; and also because of 


the difficulty of forecasting future 
rentals where vacancies exist, it being 
a hard matter to judge whether these 
are to be temporary or long-continued. ` 
To avoid the difficulty which arises 
from a lack of information about sales, 
the most feasible method is to prepare a 
scale of relative values for a city, so that 
a few real estate transactions in differ- 
ent localities will tend to show a drift 
of values, just as an inspection of the 
daily fluctuations of a half dozen 
prominent stocks tends to show the 
drift of fluctuations for the whole list 
of securities. 

A further effect of a depression of 
values on different kinds of property, 
not usually given sufficient considera- 
tion, is the great difference which a 
reduction in the gross rentals of prop- 
erty makes in the net rentals, where the 
expenses of the property are heavy, as 
contrasted with the slight effect which 
such a drop in gross rentals has where 
the expenses of a property are light. 
This is readily shown by contrasting a 
modern office building, which normally 
has expenses amounting to about 50 
per cent of its gross rentals, these 
expenses including not only taxes and 
insurance but heat, light, elevator 
service, janitor service, etc., with a 
store building of moderate height where 
the expenses do not amount to over 15 
per cent of the gross rentals, the owner 
having no expenses except taxes and 
insurance. If we assume a drop in 
gross rentals amounting to 30 per cent, 
the drop in net rentals of the office 
building will be 60 per cent, while the 
drop in net rentals of the store building 
amounts to only about 35 per cent. 
Since values follow rentals, the stability 
of value of a property that is less expen- 
sive to operate tends always to be 
greater than that of a property 
which is more expensive to operate. 


~ 
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Careful lenders are, therefore, disposed 
to exercise the utmost caution in loan- 
ing on large buildings, such as office 
buildings, hotels and apartments, the 
expenses of which are heavy. 


Loss of Value through Changes in the 
Internal Structure of a City 


There is always going on in a city a 
movement of the retail stores in the 
direction of the best residence district, 
this being an effort on the part of the 
storekeepers to approach as closely as 
possible to their customers. As this 
district moves forward it leaves a 
vacuum behind it, which is filled later 
by wholesale dealers or is used for 
“other purposes which are inferior from 
arental standpoint. Unless the growth 
of a city is so rapid as to make its whole- 
sale property worth as much as retail 
property was a few years before, there 
will be an actual drop in the value of 
the property so replaced by wholesale. 
Where there has been a change of axis 
of the main retail business streets of 
a city, there has always occurred a 
shrinkage of the values created by an 
anticipated growth of the business 
district in the line of its original direc- 
tion. Many examples are to be found 
in American cities of the best retail 


- business streets being parallel to a lake . 


or river front during the growth ofa city 
up to a population of perhaps 50,000, 
while, after that point in population 
has been passed, the concentration of 
the best residence district at a distance 
from the water front has drawn busi- 
ness out towards this residence district, 
on lines at right angles to the water 
front and to the original business 
streets. 

As regards wholesale and warehouse 
property, the chief danger to be 
guarded against arises through changes 
in the location of transportation termi- 
nals. The natural tendency of whole- 
sale property is to place itself between 


~ 


its transportation facilities and the best 


retail business district, so that it may 
at the same time be able to handle its 
goods cheaply: and yet be in a location 
convenient for its customers. Where 
the wholesale business of a city grew 
up through river transportation, it is - 
noticeable that of late years the pre- 
dominance of railroads has been so 
great as to withdraw wholesale busi- 
ness very largely from locations occu- 
pied by it for half a century, with an 
Increase of value near the railroad 
terminals and a corresponding decrease 
of value near the wharves. _ i 
In the case of residence property, 
purely social reasons are the predomi- 


-nant ones in establishing high values, 


and property of this character is for 
this reason liable to depreciation 
through changes of fashion. Changes 
of transportation are also of great 
importance in determining residence 
values, improvements in street-car 
facilities and the general use of auto- 
mobiles enabling people of a good 
social class to live at greater distances 
from the business center of a city and 
among pleasant surroundings. The 
effect of this has been to equalize the 
value of residence property which 
is close to business property, while 
rapidly enhancing the value of well- 
located property further out. Well- 
developed residence districts at a 
distance from the business center of a 
city have an element of stability in the 
fact that they are less likely than those 
closer to the business center to be 
injured by.the encroachment of nui- 
sances. In the term “nuisances” may 
be included buildings for every kind of 
utility- except residence, since homo- 
geneity is necessary to the maintenance 
of value in a residence district. 


Depreciation of Buildings 


Mortgage loans are usually made for 
a long enough term to have the im- 
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provements lose appreciably in value 
from age and usage during the life of a 
loan, except in cases of the most expen- 
sive construction. The loss through 
depreciation where a building is kept 
in good repair is estimated at $ per 
cent a year for the highest type of fire- 
proof construction, and increases for 
different classes of buildings to a maxi- 
mum of 5 per cent a year for cheaply 
constructed workingmen’s cottages. 
If improvements are not kept in good 
repair-——and it is practically impossible 
for the mortgagee to compel repairs 
to be made—the further depreciation 
from this cause must be added. 

In addition to the depreciation of 
buildings through age and usage there 
frequently occurs a further and more 
serious depreciation due to changes in 
style or new methods of construction, 
or to a change of utility in the location. 
An example of such a change in style in 
detached residences has been the aban- 
donment of the mansard roof, once 
popular throughout the United States, 
with the result that residences built 
in this style of architecture depreci- 
ated heavily in value, regardless of the 
soundness of their structural condition. 
Other changes in fashion affecting 
residence values are the abandonment 
of narrow hallways and of stained glass 
and other exterior ornamentation, 
together with the addition of newer 
and better methods of heating and 
lighting houses. | 

As regards business property, the 
erection of modern fireproof buildings 
frequently takes away a large part of 
the value of the older buildings with 


which they compete; and the failure of 


architects formerly to plan their store 
buildings with the ground floor front- 
age all open for the display of goods, 
has greatly depreciated the value of 
older buildings, or has led to their 
reconstruction along’ modern lines at 
great expense. 


A further element of depreciation 
comes when there is a change of utility 
in the location. Ifa residence property 
has become suitable only for business, 
the value of the improvements disap- 
pears entirely, and the same is true of 
any such change of utility, subject of 
course to the possibility of saving a 
portion of the value of existing im- 
provements through their reconstruc- 
tion for a new purpose. 


Accumutations Pending and During 
Foreclosure 


The amount loaned on property, 
practically speaking, is not the face of 
the loan, but the amount of the debt 
with all its accumulations at the time 
of realizing on the property which has 
secured the debt. These accumula- 
tions are usually made up of delinquent 
interest, delinquent taxes (with penal- 
ties and a high rate of interest), delin- 
quent street improvement taxes (with 
penalties), court costs, attorneys’ fees, 
repairs after obtaining the property, 
and a real estate commission for selling, 
which varies from a little over 1 per 
cent in New York up to 5 per cent in 
smaller communities. In addition to 
these, there is a total or partial loss of 
interest from the time of commencing 
suit until the property is finally sold. 
In the aggregate these accumulations 
vary from 10 per cent of the face of a 
loan to a maximum of 40 per cent in 
cases of small loans where the laws are 
unfavorable to lenders. 

These variations in the amount of 
the accumulations attract attention to 
a comparison of the laws of the various 
states in regard to mortgage loans. 
One of the commonest provisions in 
Western states, and one which adds 
largely to the accumulation, is the 
provision of law granting to the mort- 
gagor a period after judgment of fore- 
closure within which he may redeem 
the property by paying to the judg- 
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ment creditor the amount of the judg- 
ment with interest. This provision 
seems to have come into existence in 
states where mortgage loans on agricul- 
tural property predominated, with a 
view to avoiding the serious effect on 
farmers of a single crop failure; and 
since such laws must be uniform in 
their operation they apply to loans on 
city property as well. This period of 
redemption varies from nine months in 
Nebraska, and a year in most of the 
Rocky Mountain and Pacific Coast 
States, to eighteen months in Kansas 
and two years in Alabama. The effect 

of this law is to prevent outside invest- 
ors from buying at foreclosure sales, 
since they cannot be sure that the 
property will not be redeemed by the 
mortgagor by payment of the judg- 
ment and interest; and it also prevents 
a mortgagee, during the period of re- 
demption, from improving property 
and obtaining larger rentals, for the 
same reason. Where, as in afew of the 
Middle Western States, the mortgagor 
remains in possession during the period 
of redemption, the accumulation is 
much greater, since during this period 
the mortgagee is entitled to no rental 
return at all, and a further action at 
law may become necessary to obtain 
possession. Other legal features which 
affect the amount of the accumulations 
are those which permit interest to be 
compounded, which permit penalty 
rates of interest, both on delinquent 
principal and interest, and large con- 
tractual attorneys’ fees. Obviously 
the element of time is the principal one, 
and, where a mortgage may be fore- 
closed and the property obtained in 
a short time, the accumulations will 
be small. In this respect the laws 
prevailing in the Southern States ap- 
pear to be more favorable to lenders 
than those in any other part of the 
United States. 


Loss of Value through Forced Sale 


Though properties seldom have to be 
bought by the mortgagee at forechosure 
sales in Europe, it is still the common 
rule in the United States, largely owing 
to defects in our mortgage laws. As 
has been pointed out, the time neces- 
sary to obtain title or sell the property 
at foreclosure sale in Europe is, gener- 
ally, very much less than it is anywhere 
in the United States, and is genrally 
less in the Eastern and Southern 
States than in the Western. Is ic usu- 
ally in the largest cities only, however, 
that there is any speculative market 
furnishing a demand for properties of 
all kinds, at all times, at a reduction in 
price from the normal value. Ontside 
of New York City there is practically 
no auction market for real estate, and 
in most, though not all, of the smaller 
cities, properties are sold generally to 
those who intend to use them person- 
ally. Where, therefore, a quick sale 
is desired, a surprising difference will be 
found in different communities and on 
various classes of property; some cities 
having an active market which will 
absorb any good property offered at a 
price within perhaps 5 per cent to 10 
per cent of its full value, while in other 
cities it is difficult to obtain within 25 
per cent of the full value obtainable 
under favorable circumstances. 


Security or REAL Estates MORTGAGE 
BONDS IN tHE UNITED STATES 


These varied elements against which 
the margins on real estate are to guard, 
and with respect to which the Euro- 
pean laws compel certain safeguards, 
can be equally guarded against by the 
mortgage bond companies ix the 
United States, by the incorporation, in 
the trust agreement between the issu- 
ing company and the trustee for the 
bondholders, of covenants respecting 
the character of the mortgages to be 
deposited, the specific performaace of 
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which may be compelled by a suit in 
equity, in addition to rendering the 
company liable at law for any breach. 
This feature of the security for real 
estate mortgage bonds is so vital that 
it may be well to quote in full from the 
trust agreement of an American mort- 
gage bond company the article bearing 
on the mortgages which may be de- 
posited: 


1. That each and every mortgage, which it 
shali at any time assign to and deposit with the 
trustee under this agreement, shall be a first lien 
upon improved real estate in a city situated in 
the United States of America, having a popula- 
tion of not less than 40,000, for an amount not 
exceeding one half of the value of the mortgaged 
property as appraised for the company, except 
that in cities having a population of not less than 
300,000 such mortgage may be for an amount 
not exceeding three-fifths of the value of the 
mortgaged property as appraised for the com- 
pany, and that within the political boundaries of 
New ‘York City such mortgage may be for an 
amount not exceeding two-thirds of the value of 
the mortgaged property as appraised for the 
company. The term “city” is used throughout 
this instrument in the economic sense, to desig- 
nate an urban community, and without reference 
to its political boundaries. 

2. That it will not assign to and deposit with 
the trustee under this agreement any mortgage 
on a single building which shall exceed an amount 
equal to $2 for each inhabitant of the city in 
which the property is located. 

3. That the aggregate unpaid principal amount 
of all mortgages forming portion of the trust 
fund upon property in any one city will not 
exceed in amount $2 for each inhabitant of such 
city per $1,000,000 of the company’s bonds 
issued and outstanding and secured by this 
agreement. 

4. That the aggregate unpaid principal amount 
of all mortgages forming portion of the trust 
fund upon property in any one city shall not 
exceed in amount 20 per cent of the total amount 
of the company’s bonds issued and outstanding, 
unless such mortgages are upon property situ- 
ated within the political boundaries of New 
York City. 

5. That the aggregate unpaid principal of all 
mortgages forming portion of the trust fund 
upon property m any city of from 40,000 to 
70,000 inhabitants shall not exceed a total of 
$40 per inhabitant, and in cities of from 70,000 
to 100,000 inhabitants shall not exceed a ‘total 
of $50 per inhabitant. 


6. That no single bond or mortgage shall be 
assigned to and deposited with the trustee under 
this agreement which shall exceed in principal 
amount 10 per cent of the capital and surplus 
of the company then outstanding. 

7. That the appraised value taken as a basis 
for the mortgage loans is not to exceed the selling 
value determined by the company by careful 
investigation. In arriving at this value only the 
established utility of the property and the earn- 
ing power under systematic management will be 
considered. 

8. That such appraised value of properties, 
securing bonds and mortgages assigned to and 
deposited with the trustee under this agreement, 
shall be in all cases based on two appraisals, one 
of which shall be made by the company’s ap- 
praiser in the city where the property is located, 
and the other shall be made by a representative 
of the company in the home office, who shall have 
personal knowledge of values in all the cities in 
which he makes appraisals. From time to time 
the board of directors shall issue instructions to 
the appraisers touching the methods to be em- 
ployed in fixing the value of properties on which 
loans are to be made. No mortgage shall be 
assigned to and deposited with the trustee unless 
it has been approved by the executive committee 
of the company. In case any mortgage amounts 
to $100,000 or over, a third appraisal shall be 
obtained, made by an additional appraiser 
selected by the company. 

9. That the bonds and mortgages which it 
shall assign to and deposit with the trustee under 
this agreement shall in no case be secured by 
farm property, unimproved property, undivided 
interests in property representing less than the 
entire ownership of the property, leaseholds, or 
by churches, factories, clubs or theatres. 

10. That mortgages on new buildings which 
are not completed and productive must not form 
more than one-tenth of the total of mortgages 
assigned to and deposited with the trustees under 
this agreement. No building loans shall be made 
in New York City without a guarantee, either 
of the completion of the building or of the re- 
purchase of the mortgage by a corporation in 
good standing competent to take such a con- 
tract, nor in other cities without retaining at all 
times from the moneys to be advanced upon the 
mortgage an amount which the company shall 
deem sufficient to entirely complete the building 
according to the plans and specifications. 

11. That no real estate shall be acquired 
except to avoid losses under foreclosure, or to 
provide offices for the company’s own use. All 
real estate acquired under foreclosure shall be 
promptly sold. 

12. That fire insurance policies to an amount 
which the company shall deem sufficient to pro- 
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tect the mortgage in fire insurance companies in 


good standing shall be obtained by the Ny ; 


and deposited with the trestee. 

13. That the time within which an action 
hereunder or upon any of the coupons or bonds 
of the company may be commenced shall be 
that now established by tLe laws of the State of 
New York, namely, twen.y years from accrual 
of such right of action. 

14. That so long as any of the company’s 
bonds shall De outstanding, the company agrees 
that it shall have an annuel audit of its books by 
independent. auditors or caartered accountants, 
to be designated from time to time by the execu- 
tive committee of the company. 

15. That it will from t:me to time duly pay 
and discharge all taxes, as:essments and govern- 
mental charges lawfully imposed upon the trust 
fund, or upon any part thereof, and all taxes, 
assessments and governmental charges lawfully 
imposed upon the interest df the trustee therein; 
provided, however, that tae company shall not 
be required to pay any such tax, assessment or 
governmental charge so long as it shall, in good 
faith, by appropriate legel proceedings contest 
the validity thereof. 

16. That it will do, execute, acknowlédge 
and deliver. 
acknowledged and delivered, all and every such 
further acts, deeds, transfers and assurances for 
the better assuring, assigning arid confirming unto 
the trustee each and every bond and mortgage 
which shall at any time be assigned to and 
deposited with the trustee »r intended so to be, as 
portion of the trust fund. as the trustee shall 
reasonably require for better accomplishing the 
provisions and purposes o? this agreement, and 
for better securing the payment of the principal 


_ "and interest of the bonds issued and outstanding 


hereunder. 

17, That it will not do or perform, nor vol- 
untarily permit to be done or performed, any 
act or thing by which the security of this agree- 
ment and the assignmen: and deposit of the 
bonds and mortgages, whvch shall from time to 
time form portion of the trust fund, can be in 
any way or manner impeached or impaired. 

18. That it will well and truly at: all times 
` fully inform the trustee ir writing, with respect 
to all payments of principal received by the 
company from or with respect to any bond and 
mortgage assigned and deposited hereunder, and 
will give the trustee such additional information 
touching any of such bords and mortgages, or 
the property covered thereby, as the trustee may 
reasonably require from time to time. 


It may be observed that, in addition 
to the European requirements, this 
company has obligeted itself so to 


oe 
r 


or cause tc be done, executed, 


THE ANNALS OF THE ÅMERICAN ACADEMY 
t 


scatter its investments as to introduce 
an element of insurance against loss 
through depreciation due to a possible 
decline of ‘prospérity of any single com- 
munity, and, also, that there are impor- 
tant limitations in regard to the size of 
loans in proportion to the:size of the 
city. In the United States a number 
of companies are now engaged in ‘issu- 
ing real estate mortgage bonds. In 
some cases these bonds are issued by 


trust companies, and in other casés by 


mortgage bond companies ` “especially 
formed for conducting the’ ortgan 
business in the European way. 


As to, the rates ‘of E “Which ` 
may ,be obtained on real’ estate’ mort: 
gage bonds, t 
changes in” interest rates on other 


classes of high grade securities, but in ` 
a general way it may be said, that,, in. 
where mortgage. 


the United States 
bonds are as yet a somewhat new type 
of security, thege rates are- slightly. 
higher than rates on strictly first-class 


- railroad or public service bonds, While 


in Europe the. rates ` on. moitgage 


bonds are ordinarily slightly slower. 


than on the same class of aoe and 
other bonds. ` e 


Allowing for the company’s profit, 7 


borrowers in Europe, prior to the war, 
usually paid from 834 per cent to 5 per 
cent interest on their loans, or an 
average of somewhat less than 5 per 
cent with the annual amortization 
payment included, provided they had 
good security to offer. The saving/in 
interest to borrowers can be appfeci- 
ated when we recall that rates in foreign 
countries ranged from 7 per cent to 12 
per cent just prior to the organization 
of the mortgage business in those coun- 
tries, and private lenders today com- 


monly obtain considerably higher rates. 


of interest that are charged by’ the 
mortgage companies. 


Rates of Interest ; a 


these: vary “with.:the . 


~ 


- REAL Estate BONDS 


General Stability during Periods of 
Depression ~ 


In times_of war mortgage bonds 
have been found. tọ be more stable in 
' value than any « other class of security, 
even ‘government bonds.. In times of 
commercial panics, too, it is observed 
that these bonds actually rise in value, 
the exception being that in the period 
. of inflation preceding a panic they are 
largely. sold in favor of more specula; 
tive investments, while after a panic 
there is axdesire to invest again in the 
‘safer securities. 

Convertibility of Investment 

“The great advantage of the system 
‘of issuing bonds.ivhich are secured by 
mortgages, lies in the convertibility 
- ‘which it gives to mortgage invest- 
. ments. © Thesé bonds are quoted and 
dealt in’ on all the principal European 
bourses,;-and their quotations regularly 
‘reported in the leadin g financial papers. 


_Aivantage to. the Iniestor of Mortgage 


. Companies . ' s 


Looking at. the whole matter from 
the &Snomic ‘point of -view, it appears 
that ‘the charge of the companies is 
:-small for, the services rendered. For 
this difference in interest rate of about 


” £.6f Lper cent between the bonds and 


the mortgages securing them, the 
investor obtains safety for his prin- 


cipal and interest, promptness in- 


, receiving payment, avoids loss of inter- 
est between investments, and can 
invest any amount he may wish at any 
time. In contrast with the ordinary 
mortgage loan, no inspection or ap- 
praisal of the property mortgaged is 
necessary, and the care of looking after 
fire insurance policies, taxes and assess- 
ments and other matters, is done away 
with; in addition to which, his invest- 

. ment is readily convertible. The bor- 
rower gains in having the business 
conducted by mortgage companies, 


89 


because of their large resources and 


the promptness with which they can act | 


~ 


on applications for loans, together with 
low rates of interest and liberal terms 
of partial or total prepayment; and, 
further, through the skill and experi- 
ence of the companies in avoiding poor 
loans, owners of real estate are deterred 
from the waste of badly planned or 
located buildings, and an economic 
saving of real value is effected. 


Advantages of Real Estate Mortgage 
Bonds 


In comparing real estate mortgage 
bonds with other classes of bonds, there 
are only two such classes at all com- 
parable in point of safety, “namely, 
municipal and railroad bonds. Un- 
doubtedly one of the principal advan- 
tages which real estate has over other 
forms of security rests in the diversity 
of its usage. The advantage which 
railroads enjoy over industrials, in the 
lower rate of capitalization of their 
obligations, is largely due to the fact 
that while any one industry is subject 
to wide fluctuations in its profits, a 
railroad, which depends ordinarily on 
diversified industries, is only affected 
in a small degree by the failure of a 
few of the industries upon which it de- _ 
pends. Real estate, of a character 
suitable for mortgage security, enjoys 
the same advantage, since its value 
does not depend upon the success of 
any one tenant or form of business; 
and it has the further element of sta- 
bility, as compared with railroad and 
public service securities, of being 
purely private property, and as such 
not subject to the governmental regu- 
lation which is lawful in the case 
of quasi-public corporations. Advan- 


tages which real estate bonds possess 


over municipal bonds in the United 
States consist of a higher rate of inter- 
est, and the existence of tangible secu- 
rity supporting the promise to pay. 


aft . 
“ 
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Advantages which they possess over 
railroad bonds consist of the safety af- 
` forded by the fact that the real estate 
securing each mortgage is worth from 


50 per cent to 200 per cent more than | 


the amount of the mortgage, while 
many, if not most, of the newer rail- 
roads are bonded for their full cost of 
construction, their only margin of 
safety consisting of a capitalization of 
their possible excess earning power; 
and, also, of the fact that the capital 


-a a 


stock of the issuing mortgage company, 


paid in cash, is pledged to make good 


any losses pecs enone? the 
mortgages. 

In conclusion, it. may be stated that 
where real estate bonds are properly 
safeguarded by law they furnish an 
attractive security of a high type, by 
combining absolute safety of the prin- 
cipal with a satisfactory rate of inter- 
est and easy convertibility. 


Farm Loan Bonds Under the Rural Credits Act 


By Ricwarp 8S. STOYLE 
~ Instructor in Finance, Wharton School, University of Pennsylvania 


Lone-Iime Mortcacre Bonps 


ONDS secured by pledging with a 
trustee, mortgages payable over 
a long period of time in equal annual or 
semi-annual installments, are growing 
-infavor. They are comparatively new 
in this country, but have been common 
in Europe for over a hundred years. 
: Bonds issued by the federal land banks 
-and joint stock land banks under the 
Rural Credits Act of June 16, 1917 
are bonds of this type. The amortiza- 
tion or repayment of mortgage loans 
by annual or semi-annual installments 
over a long period of time has not been 
- applied to loans on city property to any 
extent in this country, although the 
building association plan of small 
monthly payments on the shares of 
stock in the association, belonging to 
the borrower, who must also be a 
stockholder, resembles the plan of 
amortization by equal annual or semi- 
annual installments. The monthly 
payments on the shares may be applied 
by either the association or the bor- 
rower in payment of the mortgage 
loan. 

Bonds of this type are almost in- 
variably secured by farm mortgages 
and are issued by corporations and 
individuals loaning on farm mortgages 
as well as by federal land banks and 
joint stock land banks, under the Rural 
Credits Act. 

Where the bonds are issued by cor- 
porations or individuals, the mortgages 
are pledged with a trustee as collateral, 
and the annual or semi-annual pay- 
ments are apportioned to principal 
and interest in accordance with a plan 
or table of.amortization, covering the 
amount of the loan and the number of 


7 


91 


years selected by the borrower for the 
repayment of the entire principal with 
interest. The greater the number of 
years, the smaller the annual or semi- 
annual payments, and the amount of 
the periodic payments applicable to 
payment of interest on the loan grows 
constantly less. The principal paid 
off is usually reinvested in mortgage 
loans and the mortgages pledged as 
collateral with the trustee, in order 
that the value of the collateral in the 
hands of the trustee shall always be 
equal to the amount of the bonds 
outstanding. 


Amount oF Farm Loan Bonps 
The bulk of the bonds of this type, 


however, in this country are farm 
loan bonds issued by federal land banks 
and joint stock land banks. The con- 
solidated statement of the condition of 
the twelve federal land banks at the 
close of business on November 30, 
1919, shows that the amount of farm 
loan bonds. authorized was $286,100,- 
000 and the consolidated statement of 
the condition of the thirty joint stock 
land banks in this country at the close 
of business on November 30, 1919, 
shows that the amount of farm loan 
bonds authorized was $56,135,000. 
These amounts are being constantly 
increased by new Issues approved by 
the federal farm loan board. 


THe RURAL CREDITS ACT 
Regulation of Issues 


The act of June 16, 1917 known as 
the Rural Credits Act, throws every 
possible safeguard around farm loan 
bonds issued by the federal land banks 
and joint stock land banks. The gov- 
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ernment farm loan system, inaugurated 
by the act, is built around two types 
of land banks, federal land banks and 
joint stock land banks, both under 
the supervision of the federal farm loan 
board. This board consists of five 
members, including the Secretary of 
the Treasury and four members ap- 
pointed by the President. It has the 
power to appoint the farm l6an regis- 
trars for each district, land bank ap- 
praisers and Jand bank examiners, and 
may grant or reject the application 
of a federal land bank or joint stock 
land bank for leave to issue bonds. 


Federal Farm Loan Districts 


As required by the act, the federal 
farm loan board has divided the 
continental United States, excluding 
Alaska, into twelve districts and fed- 
eral Jand banks have been incorporated 
and have commenced business in each 
district. The federal land bank in 
each district is required to include in 
its title the name of the city in which 
it is located. Federal land banks are 
now operating in Springfield, Mass., 
Baltimore, Md., Columbia, S. C., 
Louisville, Ky., New Orleans, La., 
Omaha, Neb., Wichita, Kans., Houston, 
Tex., Berkeley, Cal., Spokane, Wash., 
St. Paul, Minn. and St. Louis, Mo. 


Minimum Capital 


© Each federal land bank is a federal 
corporation and must have a minimum 
capital of $750,000 divided into shares 
of $5 each. ‘The shares may. be owned 
by individuals, firms, corporations or 
by the government of any state or of 
the United States. The United States 
government, however, receives no divi- 
dends on its stock, as the government 
subscription was primarily to insure 
the formation of a federal Jand bank 
in each district. . 

The act provides that after the sub- 
scriptions to the capital stock of any 


federal land bank by national farm . 
loan associations shall amount to 
$750,000 the bank shall apply 25 per 
cent of all future subscriptions to the 
capital stock, to the retirement of the 
original capital at par. It is un- 
doubtedly intended that national farm 
loan associations shall eventually be 
the only stockholders of federal land 
banks. Only stock held by the gov- 
ernment and by national farm loan 
associations has voting rights. 


- Federal Land Bank Reserves 


Federal land banks and joint stock 
land banks are both required to build 
up reserves by carrying to a reserve 
account 25 per cent of net earnings 
until the account shows a credit bal- 
ance equal to 20 per cent of the out-. 
standing capital, and such balance 
must be restored, in case of impair- 
ment, before any dividends can be paid. 
After this reserve has reached the sum 
of 20 per cent of the outstanding 
capital, then 5 per cent of net earnings 
must annually be added to it. This is 
a wise and conservative provision of 
the act and it protects the bondholder, 
for it is further provided that, in case 
of default, for a period of two years, in 
payment of interest, amortization in- 
stallments or principal on any loan 
made by a federal land bank or joint 
stock land bank, the amount so de- 
faulted shall be debited to this reserve 
account. While the care taken in plac- 
ing loans makes it practically certain 
that such arrearages will be recovered 
in foreclosure proceedings, the proviso 
that the amount defaulted shall be 
debited to the reserve account keeps 
the collateral intact in the hands of the 
registrar. ‘There is no provision in 
the act for double lability of stock- 
holders of federal land banks, although 
this double liability is imposed on 
stockholders of national farm loan 
associations. 
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Appraisal of Security Offered by the 
Farmer 
The most striking provision of the 
act is the extreme care taken to in- 
sure an accurate appraisal of the farm- 
er’s land and buildings offered as 
‘security for the loan to the farmer, and 
to obtain the benefit of local knowledge 
as to the moral hazard. 


How Loans Art MADE BY FEDERAL 
Lanp BANKS 


„Loans can be made by federal land 
banks only through national farm loan 
associations, consisting of ten or more 
farmers who are also borrowers or in- 
tending borrowers and, in districts 
where national farm loan associations 
have not been organized, through 
agents. Such agents must be banks, 
trust companies, savings banks or mort- 
gage companies, chartered in the state 
where their principal offices are located. 
The agent must endorse loans made 
through it by the federal land bank and 
loans from an agent can not exceed 
ten times its capital and surplus. 


Limitations on Use of Money Borrowed 


Loans to farmers can only be made 
to the extent of 50 per cent of the ap- 
praised value of the land and 20 per 
cent of the permanent insured improve- 
ments on the land offered for security, 
and the uses to which the farmer may 
apply the proceeds of his loan are 
limited by the act and clearly set forth 
therein. 

The secretary of the national farm 
loan association is required to inform 
the federal land bank loaning the 
money of any failure on the part of the 
borrower to properly apply the pro- 
ceeds of his loan. Under the act, loans 
may be made to farmers (a) to provide 
for the purchase of land for agricultural 
uses, (b) to provide for the purchase of 
equipment, fertilizers and live stock 
necessary for the proper and reasonable 


operation of the mortgaged farm, (c) to 
provide buildings and for the improve- 
ment of farm lands and (d) to liquidate 
indebtedness. The use of the money 
borrowed from a federal land bank, on 
farm mortgage, under the act, for any 
other purpose or purposes constitutes a 
breach of covenant, for which the bank 
may demand payment of the loan and 
in event of non-compliance with the 
demand, institute foreclosure proceed- 
ings. The purpose sought to be accom- 
plished by the farmers of the act in 
making the national farm loan associa- 
tions a part of the system, was, clearly, 
to obtain for the federal land bank the ` 
benefit of local knowledge as to the 
character of the borrower, the value 
and condition of the farm to be mort- 
gaged and local conditions affecting the 
loan. 


NATIONAL Farm Loan ASSOCIATIONS 


The national farm loan associations. 
are corporations, in many respects very 
similar to the building and loan asso- 
ciation well known in the larger east- 
ern cities, with a board of directors 
empowered to elect a president, vice- 
president and a loan committee of 
three members. The board of directors 
also chooses a secretary-treasurer and 
fixes his compensation. ‘The secretary- 
treasurer need not necessarily be a 
member of the association, however. 
The secretary-treasurer must collect, 
receipt for and transmit to the federal 
land bank making the loan, payments 
of interest, amortization installments 
or principal arising out of loans made 
through the association and must re- 
port to the bank any failure on the 
part of the borrower to comply with the 
terms of his application or mortgage. 


Membership of a Farm Loan Association 


Every member of a national farm 
loan association must be a borrower 
and he must subscribe to shares of the 


~ 
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association of the par value of $5, to 
the extent of 5 per cent of the amount 
of his loan, although the purchase price 
for his shares may be included in the 
loan 1f this does not increase the loan 
beyond the limits laid down in the act. 
A member’s shares are held by the 
‘ association as collateral for his loan 
but the member receives the dividends 
and when the loan is paid off the shares 
are paid off and retired at par. 


Double Inability of Shareholders 


Shareholders of every national farm 
loan association are personally liable 
for its debts to the extent of the stock 
severally held, in addition to the 
amount paid in and represented by 
their shares. This is the double liabil- 
ity so familiar in the case of sharehold- 
ers in national banks. This double 
hability extends to all obligations of 
the association and it is therefore 
applicable to mortgages given by mem- 
bers of the association. ‘The mortgages 
given by members of the association. to 
the federal land bank making the loan 
are endorsed by the association, the 
association, thus making itself hable 
for any deficiency in case of foreclosure: 


Amount of Reserve Required 


National farm loan associations are 
required ta accumulate a reserve equal 
to 20 per cent of their outstanding 
capital account, by carrying to a re- 
serve account each year, a sum not 
less than 10 per cent of its net earnings. 
After a reserve of 20 per cent is accu- 
mulated, then 2 per cent of net earnings 
is to be added to the reserve annually. 
Whenever the reserve is Impaired the 
credit balance of 20 per cent shall be 
fully restored before any dividends are 
_ paid. . In case of the voluntary liqui- 
dation of a national farm loan associa- 
tion, a sum equal to its reserve account 
must be paid to and become the prop- 
erty of the federal Jand bank in which 


the association is a shareholder. The 
reserve, therefore, is an additional safe- ` 
guard for the loans made by a federal 
land bank to members of national farm 
loan associations. 


First Mortgage Loans 


Loans are made by federal land 
banks only on first mortgages and the 
loan committee of the national farm 
loan association, when the loan is 
made through the association, must 
first report favorably on the loan before 
the federal land bank will refer it to 
one or more of the appraisers appointed 
by the federal farm loan board. The 
appraiser must make a written report 
favorable to the loan before the loan 
can be made by the bank. ` 

A national farm loan association 
borrowing for a member from a federal 
land bank must subscribe for capital 
stock of the bank to the amount of 5 
per cent of such loan. The stock, how- 
ever, is held by the bank as collateral 
security for the payment of the loan, 
the association receiving the dividends. 
When the loan is paid off the stock is 
cancelled. 


Earnings of Farm Loan Associations 


As dividends paid by the federal 
land banks are the only source of earn- 
ings for national farm loan associations, 
fairness to borrowers requires that 
dividends shall be paid. If the bor- 
rower includes the amount necessary 
to pay for his association stock in his 
loan, he would actually receive on a 
loan of $1,000, only $950, for which he 
would pay at the rate of 53 per cent 
on the whole thousand dollars or a rate 
of over 5.7 per cent, if he receives no 
dividend on his stock in the national 
farm loan association. If he receives a 
dividend of 6 per cent on his stock, 
however, the interest rate on his loan 
is reduced to a little less than 54 per 
cent. Dividends at the rate of ‘6 per 
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cent have already been paid by six of 
the federal land banks and more will 
be added to the list within a short time. 
Borrowers through an approved agent 
of a federal land bank must subscribe 
for capital stock of the bank making 
the loan, to the extent of 5 per cent of 
the amount of their loan. 


Amortization Plan for Repayment of 
Loan 


The act provides, “that every mort- 
gage must contain an agreement pro- 
`- viding for repayment of the loan on an 
amortization plan by means of a fixed 
number of annual or semi-annual in- 
stallments, sufficient to cover, first, a 
charge on the loan, at a rate not ex- 
ceeding the interest rate in the last 
series of farm loan bonds issued by 
the land bank making the loan; second, 
a charge for administration and profits, 
at a rate not exceeding 1 per cent per 
annum. on the unpaid principal, said 
two rates combined constituting the 
interest rate on the mortgage; third, 
such amounts to be applied on the 
principal as will extinguish the debt 
within an agreed period, not less than 
five years nor more than forty years. 
No loan on mortgage to be made at a 
rate of interest exceeding 6 per cent, 
exclusive of amortization payments.” 

The minimum and maximum amount 
of loans to any one borrower is fixed by 
the act at $100 and $1,000. But the 
federal farm loan board in its last 
report strongly urged that these limits 
should be made $500 and $25,000. 


Security For Farm Loan BONDS 


The farm mortgages securing loans 
made with such care and under such 
stringent regulations are available as 
collateral security for an issue of farm 
loan bonds by the land bank making 
theloan. The mortgages are deposited 
with the farm loan registrar appointed 
by the federal farm loan board for each 


Jand bank district and the land bank 


must make written application to the 
farm loan board through the registrar 
for approval of such issue of bonds. 
The farm loan board after appraisal of 
the security offered by the land bank, 
grants, in whole or in part or rejects 
entirely, such application. If the ap- 
plication to issue. farm loan bonds is 
granted, the mortgages remain in the 
hands of the registrar as trustee for 
the bondholders and the bonds are 
issued by the federal land bank mak- 
ing the application. 


Bonds Issued 


The bonds are coupon bonds m series 
of not less than $50,000, to be paid and 
retired according to rules and regula- 
tions prescribed by the federal farm 
loan board and are redeemable at the 
option of the issuing bank at any time 
after five years from the date of issue. 
The bonds issued to date are payable 
in twenty years and are issued in 
denominations of $25, $50, $100, $500, 
and $1,000. Bonds may not be issued 
in excess of twenty times the capital 
and surplus of the issuing bank. 


Liability of Federal Land Banks 


The act provides, “That every federal 
land bank issuing farm loan bonds shall 
be permanently liable therefor, and 


shall also be liable, upon presentation 


of farm loan bond coupons, for interest 
payments due upon any farm loan 
bonds issued by other federal land 
banks and remaining unpaid in conse- 
quence of the default of such other land 
banks: and every such bank shall, like- 
wise, be liable for such portion of the 
principle of farm loan bonds so issued 
as shall not be paid after the assets of 
any such other land bank shall have 
been liquidated and distributed: Pro- 
vided, that such losses, if any, either of 
interest or of principal, shall be assessed 
by the federal farm loan board against 
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solvent land banks ligble therefor in 
proportion to the amount of farm 
loan bonds which each may have out- 
standing at the time of the assess- 
ment.” This security is of course in 
addition to the security given by the 
pledged mortgages and all other assets 
of the issuing land bank. It is hard to 
see how any loss can come to the hold- 
ers of such bonds. 

The annual or semi-aunual payments 
are made by the mortgagor to the land 
bank making the loan end if the mort- 


. gage is pledged with the registrar, the 


payments on account o? principal con- 
stitute a trust fund in tae hands of the 
land bank or joint stock bank receiving 
the same and must be applied or em- 
ployed in the manner directed by the 
act, in purchasing farn loan bonds, 
lending on first mortgage or in the 
purchase of United Stazes government 
bonds. ‘The applicatiom of such bonds, 
directed by the act strengthens the 
security of the farm lcan bonds out- 
- standing, as the farm lean bonds, first 
mortgages, United States government 
bonds or cash, constituting the trust 
fund must be deposited with the regis- 
trar in trust, as substicuted collateral 
in the place of the sums paid on ac- 
count of the principal of mortgages 
held by the registrar in trust. 


Bond Issue or Jorinr Stock LAND 
Banks 


Securuty.—-The act also provides for 
the issue of bonds by joint stock land 
banks, secured by the deposit of first 
mortgages on farm land with the regis- 
trar. The joint stock land banks are 
corporations authorized by the act, in- 
corporated for the purpose of carrying 
on the business of leading on farm 
mortgages and issuing farm loan bonds. 
They are federal corporations and may 
be formed by any number of natural 
persons, not less than ten. They are 
not authorized to commence business 


until capital stock to the amount of 
at least $250,000 has been subscribed 
and one half paid in cash and the bal- 
ance subject to call by the board of 
directors. A charter must also have 
been issued to it by the federal farm 
loan board. 

Stock Ownership.—The stock of joint 
stock land banks may be owned by 
individuals, firms and corporations, 
but not by the United States govern- 
ment, and each shareholder has the. 
same voting privilege as shareholders 
in national banking associations. The 
capital must be entirely paid up before 
the bank may issue bonds. Stock- 
holders have double liability for all 
obligations of joint stock land banks, 
including farm loan bonds issued by 
the particular bank in which they are 
stockholders. 

Bond Issues——The bonds of joint 
stock land banks must be issued in 
series of not less than $50,000, and in 
denominations of $25, $50, $100, $500, 
and $1,000. They are to be paid and 
retired in accordance with rules and 
regulations prescribed by the federal 
farm loan board and bonds issued to 
date are payable in twenty years. The 
joint stock land bank issuing farm loan 
bonds has the right to redeem them at 
par and interest on any interest date 
after five years from issue. The inter-- 
est rate can not exceed 5 per cent. 
The bonds are the direct obligations 
of the joint stock land bank issuing 
them and no bank is résponsible, 
in any way, for the bonds of any 
other bank. 

Rate of interest.—Joint stock land 
banks have the same restrictions as 
federal land banks with respect to the 
rate of interest they can charge on 
mortgages, but the rates are not sub- 
ject to review by the federal farm loan 
board and they are not restricted as to 
the amount of each loan nor as to the 
purpose for which the money loaned 
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may be used by the borrower. The 
borrower must be a farm owner, how- 
ever, and the loans must be on first 
mortgages on farm lands within the 
state in which the principal office of 
the bank is located, or within some one 
state contiguous to such state. 
Amount of Bond Issue—No joint 
stock Jand bank may issue or obligate 
itself for outstanding farm loan bonds 
in excess of fifteen times the amount of 
its capital and surplus. The bonds 
issued by joint stock land banks are 
secured by the deposit of approved 
first mortgages on farm properties with 


the registrar and the procedure for 
the issue of joint stock land bank 
bonds is the same as in the case of 
federal land bank bonds. 

Tax Exemptions~—The bonds of 
both federal land banks and jomt 
stock land banks are free of all federal 
and state taxes, including income tax, 
and are unquestionably investments of 
the highest merit. The bonds of fed- 
eral land banks yield, at the present 
time, about 4.35 per cent to optional 
date and the bonds of joint stock land 
banks yield about 4.50 per cent to 
optional date. 
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Reclamation of Swamp ‘Lands and the Modern 
Drainage Bond 


By J. SHEPPARD SMITH 


Vice-President, Mississippi Valley Trust Company, St. Louis; Chairman, Reclamation Securities 
Committee, Investment Bankers Association of America, 1919-1919 


Amount or Swamp LAND TO BE 
RECLAIMED 


N the development of our country it 
was only natural that the farm 
lands which were mere readily sus- 
ceptible te cultivaticn should have 
been occupied first, andl that, the over- 
flowed and swamp lands should have 
been overlooked entirely for years. It 
was only after the aksorption of the 
more desirable farming land, which 
resulted from the increase of popula- 
tion, and after the eonsequent and 
more intensive development of the 
country, that attenticn was directed 
to the reclaiming of the overflowed 
- lands, and that human ingenuity made 
it possible to bring sach land under 
cultivation. These swamp and over- 
flowed lands awaiting reclamation, it 
is estimated, total 125,C00 square miles, 
which is more than two and one-half 
times the area of the entire state of 
Illinois, and if reclaim2d would afford 
homes for 12,500,000 persons. At a 
valuation of $100 per azre, $8,000,000,- 
000 would be added to the wealth of 
the nation. 


ATTITUDE OF THE GOYERNMENT 
Toward RECLAMATION 


. While the vast opporzunities afforded 
in this direction are not ‘altogether 
generally appreciated, the United 
States government in recent years has 
recognized the importénce of the sub- 
ject and has provided, through the 
United States Reclamation Branch of 
the Agricultural Department, a means 
of scientific study of the question. 
This department, und2r the manage- 
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ment of intelligent and efficient experts, 
has made progress both in the educa- 
tion of the people at large, and in the 
improvement of the means by which 
this acreage could be more readily 
reclaimed. The National Drainage 
Congress, whose membership embraces 
some of the best authorities on the 
subject, has, through the earnest and 
efficient work of its officers and mem- 
bers, and by the influence of its an- 
nual conventions, attracted national 
attention and contributed greatly to 
the further development of the work. 


DISTRIBUTION OF THE Swamp LANDS 
IN THE UNITED STATES 


While these unreclaimed lands are 
scattered throughout practically every 
state of the Union, there is a particu- 
larly large acreage in those states 
tributary to and drained by the Miss- 
issippi River, known as the Mississippi 
Valley, the area of which is 1,240,050 
square miles, a little less than 50 per 
cent of the entire area of the United 
States, and in excess of the total area 
of all the countries of the European 
belligerents, excepting Russia. Of the 
27,800 miles of navigable waterways 
in the United States, the Mississippi 
Valley system contains 15,000 miles. 
In the states embraced in this valley 
there are yet millions of acres awaiting 
development. In the state of Louisi- 
ana, alone, there are said to be 10,196,- 
605 acres of swamp or marsh lands 
which should be drained either wholly 
or in part; in Arkansas, 5,912,300 
acres; in Mississippi, 5,'760,200 acres; 
in Missouri, 2,439,600 acres; and in 
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Alabama, 1,479,200 acres. Such lands, 
with their rich alluvial soil, are, when 
reclaimed, exceptionally fertile and 
possess even greater agricultural possi- 
bilities than those more fortunately 
situated by nature. ‘These lands are 
either swamp or marsh. Swamp lands 
are those which are under water at 
only certain seasons of the year and 
are sufficiently free from overflow at 
other periods to give the forest trees 
a chance to grow and develop. Marsh 
lands are. those which are under water 
almost the entire season, and, there- 
fore, have no growth upon them except 
grasses and water plants. 


DRAINAGE PROBLEMS 


Drainage problems may be divided 
into two classes, namely, gravity and 
pumping. Gravity projects are those 
where the drainage may be accom- 
plished by a natural flow of the water 
into main and lateral ditches provided 
for its outlet. Pumping projects are 
those where it is necessary, on account 
of the district being below the water 


level, to remove the water by means of ` 


pumping. The latter are by far the 
most difficult and expensive problems, 
both in their original construction and 
subsequent maintenance and operation. 


EARLY Arrempts at DRAINAGE 


The first attempts at drainage were 
entirely by individual efforts, and these, 
for manifest reasons, largely proved 
unsatisfactory, and were followed by a 
codperative effort on the part of vari- 
ous land holders whose properties were 
contiguous to each other. Necessarily 
the progress in its early stages was slow 
and many difficulties were encountered. 
To begin with, it was difficult for the 
interested parties to unite on a plan 
that would be satisfactory to all con- 
cerned, and at the same time secure the 
outlet for the drainage, where it was 
necessary to carry the ditches across 


the lands of those who were not bene- 


- fited by the project, as well as to agree 
-on the personnel of the organization 


under whose auspices the work was to 
be conducted. Difficulties, too, pre- 
sented themselves in adjusting the 
benefits or damages that would accrue 
to the landowners therein. Whilethese 
efforts, in the majority of instances, 
were not successful, they were the 
means through which the attention of 
the various states was attracted to the 
importance of the subject. 


ORGANIZATION OF MODERN DRAINAGE 
Districts 


It became evident that if anything 
was to be accomplished on a compre- 
hensive basis it would be necessary to 
form drainage districts into political 
sub divisions, or at least into public 
corporations with proper power under 
the law to form the necessary organiza- 
tions with which to conduct the work 
on an intelligent basis, and to subject 
the land contained therein to an equi- 
table tax in proportion to the benefits 
received, as determined by an authori- 
tative source. To assess the benefits 
therein and determine the damages on 
surrounding territory, proper measures 
were enacted by the various legislative 
bodies which have resulted in the 
creation of the modern drainage dis- 
trict as a municipal corporation cap- 
able of issuing tax secured bonds. 
These laws differ in some of their 
essential features in the various states, 
and in quite a number of states several 
different drainage acts exist. Nearly 
every state at this time possesses 
satisfactory drainage laws. It is to 
be regretted that no systematic record 
has been kept by the various states as 
to the amount of bonds issued and 
outstanding, nor as to the number of 
acres of land reclaimed. As a conse- 
quence, no accurate data can be given 
on the subject. In 1916 the Recla- 
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mation Securities Committee, of the 
Investment Bankers Association, made 
a determined effort to collect such 
statistics, but found that, in view of 
the above facts, it was impossible of 
accomplishment. 


Tue Crrcurr Court DRAINAGE Act 
or MISSOURI 


As a concrete case it may be desir- 
able to outline the salient features of 
the principal drainage act in Missouri. 
This state possesses a drainage law as 
good as, if not better than, any of the 
other states; in fact, several of the 
states have to a large extent followed 
the Missouri act in the framing of 
their laws. 

While there are several such acts 
in existence in this state, the one most 
commonly used is known as the Cir- 
cuit Court Drainage Act, passed in 
1918. This provides that the owners 
of a majority of the acreage in any 
contiguous body of swamp or over- 
flowed land, situated in one or more 
counties in the state, may form a 
drainage district, for the purpose of 
reclaiming such lands, by framing 
articles of association in which is 
contained a full description of the 
lands sought to be included in the 
district as provided by the act, to- 
gether with the names of the owners 
of the same, who thereby obligate 
themselves to pay a tax which may be 
assessed against their respective lands 
and to pay the expenses of organizing 
and of making and maintaining im- 
provements. These articles are filed in 
the office of the clerk of the circuit court 
of the county, or, in the event of the 
Jands being situated in more than 
one county, in the county in which 
the larger portion of the land is 
situated. 

Proper notice by newspaper publica- 
tion, as prescribed by the statute, is 
then given, by which the persons inter- 
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ested are notified to appear at court and 
show cause why the district should not 
be organized. If the court overrules 
the objections the district is organized 
and declared a public corporation. 
A certified copy of the decree is filed 
with the secretary of the state within 
sixty days, and in the office of the 
recorder of deeds in each county: having 
Jands in the district. 

A. meeting of the landholders is then 
held, through proper published notice, 
giving ample time to interested parties 
to appear, at which meeting a board 
of supervisors consisting of five land- 
holders is elected, two of whom must 
be residents of the counties having 
lands in the district. Each landholder 
is entitled to one vote for each acre of 
Jand owned by him, either in person or 
by proxy. ‘The persons elected to the 
board determine by lot their terms of 
office, which are one, two, three, four 
and five years, respectively. Each 
succeeding year one member of the 
board is elected for five years, to fill 
the term of the retiring member. 
Proper oath is required for the faithful 
performance of his duties. ‘The board 
elects its own president and secretary, 
and must adopt a seal and keep a 
record of its proceedings. It likewise 
appoints a competent civil engineer 
who may, with the approval of the 
board, appoint assistants and consult 
with others. The engineer so ap- 
pointed must survey the lands, file with 
the board annual reports which shall 
contain maps and profiles of the sur- 
veys, and a plan for reclamation of 
the lands, which, if adopted by the 
board, becomes the plan for reclama- 
tion. A preliminary tax of not to 
exceed fifty cents per acre may be 
Jevied on all lands in or next to the 
district to provide for the payment 
of necessary organization expenses. 
Within twenty days after the adoption 
of the plan, the secretary of the board 
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files a certified copy thereof with the 
clerk of the circuit court, and the 
board thereupon must ask the court 
to appoint three commissioners to 
assess the benefits and damages, who 
must reside in the state and must not 
be the owners of any land in the dis- 
.trict, nor be related, within the fourth 
degree of consanguinity, to any land- 
owner therein. A majority of the 
commissioners contro] on all questions. 
Proper oath is taken, in writing, for 
the faithful discharge of their duties, 
‘at a meeting held within ten days after 
notice of their appointment by the 
circuit clerk. The secretary of the 
board of supervisors is ex-officio sec- 
retary of this board and is required to 
attend all meetings and to furnish the 
necessary information as required by 
the statute. Their duties begin within 
thirty days after qualifying. The 
premises are viewed, the benefits are 
assessed and the damages adjudged. 
Public roads, railroads, etc., are as- 
sessed according to increased physical 
efficiency and decreased cost of main- 
tenance. The commissioners cannot 
change the plan of reclamation. 
Proper notice is then given by the 
clerk of the circuit court by publica- 
tion, in accordance with the statute. 
Exceptions may be filed by landowners 
within ten days from the date of the 
last publication of the notice. The 
court then confirms or dissolves the 
organization. ‘ If dissolved, a uniform 
tax is levied to pay the costs incurred. 
If confirmed, a certified copy of the 
decree is furnished to the secretary of 
the board of supervisors, who in turn, 
files a copy in each county having 
lands in the district. Appeals are 
allowed only on the two following 
questions: First, whether just com- 
pensation has been allowed for prop- 
erty appropriated; second, whether 
proper damages have been allowed for 
property prejudicially affected. Broad 
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powers are given the board of super- 
visors to.construct the necessary im- 
provements or to let the contracts. 
Proper bond must be given by each 
contractor, for the faithful performance 
of the work. The engineer must 
make a full report once each year 
to the board, upon the work done, 
with such suggestions as he may deem 
proper. 

A tax is promptly levied by the 


` board on each tract of land benefited, 


in proportion to the benefits assessed, | 
sufficient to pay the cost of executing 
the plan, plus 10 per cent for emergen- 
cies, together with the interest which 
will accrue on the bonds then issued. 
This is certified in book form by the 
president ‘and secretary of the board 
and made a permanent record with 
proper seal affixed. Each year the 
board levies such a part of the taxes as 
may be necessary, which is collected 
by the collector of the county in the 
same manner as other taxes, full infor- 
mation being given him by the district. 
He must furnish proper bond, and 
penalties are provided for his failure to 
return the proceeds promptly to the 
district. The tax so levied, together 
with the penalties for non-payment, 
becomes a lien upon each tract, second . 
only to the liens for state and county 
taxes. Action for collection of delin- 
quent taxes must be instituted, within 
six months after December 31 of each 
year, under the same prodecure as in 
state and county taxes. ‘Title acquired 
at foreclosure sale is liable to payment 
of future annual levies. Should the 
proceeds from the sale of any land for 
delinquent taxes prove insufficient to 
pay the tax, the board has the right to 
reassess the entire district to cover 
such deficiency. . 

Proper bond is given by the treas- 
urer and his accounts must be audited 
annually. The board exercises full 
jurisdiction over all matters and has 
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the right of eminent domain either 
within or without the district, in 
accordance with the provisions of the 
statute. Actions undec this act do 
not abate by reason o? the death of 
any landowner. Proper notice, how- 
ever, is given to the hairs at law, in 
accordance with the statute. Neither 
does any appeal delay any work. The 
board of supervisors may petition the 
court to amend or change the incor- 
poration decree. Objections may be 
filed, which are promp-ly determined 
by the court. 

Bonds may be issued not to exceed 
90 per cent of the totel taxes levied, 
with interest not exceecing 6 per cent 
per. annum, payable semi-annually, 
maturing serially withir twenty years, 
béginning not later than five years, 
after date. Such bonds cannot be 
sold at a price less than ninety-five 
cents on the dollar, and accrued inter- 
est. In the event the tax levy proves 
insufficient to pay tke bonds and 
interest, the board must make a 
sufficient additional levy not exceed- 
ing, however, the aggregates of the 
benefits already adjudicated. Each 
year the board levies 2 maintenance 
tax to pay current expenses and main- 
_ tain the improvement in repair, and 
this tax is limited to 10 per cent of the 
net benefits. The.owrers of 25 per 
cent or more of the acreage may 
petition the organizing court for a 
readjustment of the assessment of 
benefits when any material change of 
property values has transpired, but as a 
basis, only, in levying tre maintenance 
tax. Proper notice of such petition 
is given to landholders. If the court 
orders a readjustment, commissioners 
are appointed with fall powers to 
act. 

Two or more adjacent districts may 
unite, providing proper notice is given 
to each landowner ther2in, and a ma- 
jority of the acreage votes favorably. 
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In this event the petition is presented ` 
to the court in the county containing 
the largest acreage. Objections may 
be filed and the court acts in the same 
manner as upon petition on original 
organization. The board may extend 
the corporate life of the district by 
calling an election and receiving the 
assent of the majority of the acreage 
represented. 

Should the executed plan of recla- 
mation prove insufficient, amended 
plans may be designed and additional 
assessments made, or if the tax levy 
should prove insufficient an additional 
levy may be made not exceeding the 
total benefits. The board may also 
remove at pleasure any officer, attor- 
ney or employe. The board may add 
additional land to the district, pro- 
vided, however, that after the com- 
pletion of the plan this cannot be done 
without the written consent of the 
board and the approval of the district 
engineer. Landowners so desiring, or 
the district itself, may petition the 
court for annexation of additional 
lands, and from the court’s decision 
an appeal may be prosecuted by the 
landowners or the district. 

Districts organized under any previ- 
ous law may elect to come under the 
provisions of this act, under the same 
procedure as in the creation of a new 
district. 

Attention might be especially di- 
rected to that portion of the statute 
which prescribes that, in the event of 
failure of the proceeds resulting from 
the sale of land for taxes proving suff- 
cient to pay the delinquent taxes, the 
board of supervisors has the right to 
levy an additional tax on the entire 
district to make up the deficit, and 
which, in effect, provides a thorough 
safeguard to the investor for the full 
payment of principal and interest in 
accordance with the tenor of the 


bonds. 
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-DRAINAGE Laws or MISSOURI AND 
ARKANSAS COMPARED 


While, as stated, nearly every state 
possesses satisfactory drainage laws, 
it might be of interest, merely as a 
matter of comparison, to mention the 
differences between the laws of Mis- 
souri and Arkansas—two adjoining 
states, whose laws, while both excel- 
lent, differ to some extent in some of 
their essential features, which differ- 
ences are recited below. 


Organization of District 


In Arkansas the petition praying for 
organization need be signed only by 
three or more owners. In Missouri it 
is necessary that it be signed by owners 
of a majority of the acreage. In 
Arkansas, if the district lies wholly 
within one county, the petition is 
presented to the county court. If 
it lies in two or more counties, it is 
presented to the circuit court of that 
county embracing the largest amount 
of land. In Missouri it is presented 
to the circuit court in all cases. In 
Missouri the supervisors may levy an 
organization-tax of not exceeding fifty 
eents on the acreage. In Arkansas 
there is no such provision. In Mis- 
souri all those signing the petition 
obligate themselves to pay the tax, 
and the case cannot be dismissed as to 
any one of the signers without the 
consent of all his co-signers. 


Determination of the Plan of Reclama- 
tion and the Assessment of Damages 
and Benefits 


In Arkansas the court appoints three 
commissioners who, assisted by an 
engineer, view the land, determine the 
_ plan of reclamation, and assess the 
damages and the benefits to the land 
embraced in the district. In Missouri 
the court appoints five supervisors who 
constitute the governing board of the 
district, and who in turn appoint three 


~~ 
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commissioners.. These commissioners 
then view the land and assess the 
benefits and damages. Im assessing 
benefits they do not consider those 
benefits which may be derived from 


-any Improvements other than those 


contemplated by the proceedings. The 
supervisors themselves, with the assist- 
ance of an engineer, determine the 
plan of reclamation which the commis- 
sioners have no power to modify. In 
Arkansas any owner dissatisfied with 
the assessment of damages may “de- 
mand an assessment by a jury, pro- 
viding such demand is made within 
thirty days after the a of the 
assessment. 


Taxes 


In Arkansas the tax is levied = ‘he’ : 
commissioners; in Missouri, by the 
supervisors. 
sioners in Arkansas, corresponds with 


‘the board of supervisors in Missouri, 


and not with the Missouri board of 
commissioners.) In Arkansas the tax 
levy may be paid by anyone so desiring 
within thirty days after the levy, 
otherwise it is payable in annual 
installments, but no installment can 
be for more than 25 per cent of the 
total amount. In Arkansas the tax 
is a lien preferred to “demands, ex- 
ecutions, encumbrances or liens what- 
soever created.” In Missouri the tax 
is a lien inferior only to “general, state, 
county, school and road taxes.” 


Proceedings for Failure to Pay Tax ~ 


In Missouri the land is sold in the 
manner, provided for enforcement of 
delinquent taxes. In Arkansas the tax 
collector reports delinquent taxes to 
the board of commissioners. They 
then add 25 per cent to the amount 
and bring an action in the chancery 
court for jurisdiction. If this is not 
done within sixty days any. bondholder 
may bring such action. An error in 
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the name of the owner is not fatal and 
the proceedings are strictly īm rem. 
In case of judgment rendered against 
the land it is offered for sale subject to 
the lien of the tax due but not paid. 


In case the land is not sold it is not: 


again offered for one year nor until an 
_attorney ad litem has been appointed. 
He notifies the commissioners or 
directors of all other improvement 
districts taxes for which constitute 
liens against the land,. and he also 
nofifies trustees for bondholders of the 
fact that the land has been offered for 
gale for delinquent taxes, but has not 

‘been sold. Upon the return of his 
report-to this effect the court then 
orders that the land be sold free of the 
“encumbrances of all other improve- 
“ment districts subordinate to the lien 
of the tax for which it is sold, but sub- 
ject to all subsequent installments of 
all taxes against it. Any balance from 
the proceeds of the sale remaining 
after the tax and court costs have been 
paid is distributed by the court as 
seems equitable. If any bond or 
coupon is not paid within thirty days 
after maturity, any bondholder may 
sue in the chancery court for a receiver 
for the district to collect the taxes and 
forclose on the land, paying the pro- 
ceeds pro-rata among the bondholders. 


Failure of Collector to Collect 


In Missouri the county collector of 
taxes must give a bond to the drainage 
district with two sureties in an amount 
double any probable assessment to be 
levied in any one year. In case the 
collector, for any cause, neglects to 
` collect the drainage tax, a penalty of 
10 per cent of the amount of tax which 
he has failed to collect is added to that 
amount and he and his sureties are 
liable therefor. In Arkansas the col- 
lector is fined one hundred dollars for 
each individual from whom he, for any 
reason, fails to collect the drainage tax 
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while collecting other taxes. He may 
be fined a like amount for each person 
whose tax ‘he fails to record in. the 
drainage tax book. 


Bonds 


-In Arkansas bonds must mature 


within thirty years; in Missouri, within 
twenty years. In Missouri bonds 
must be payable in annual installments 
in from five to twenty years. In 
Arkansas they may mature either 
serially or otherwise. 


Readjustment of Assesements 


In Arkansas the commissioners may 
alter the plan of reclamation. The 
modified plan is filed with the court 
and notice is given and parties inter- 
ested are heard and the court enters its 
finding of fact. If the assessment is 
thereby rendered inequitable, any land- 
owner who incurs additional damages 
is allowed such damages, to be paid by 
the district, but is not allowed to have 
the benefits assessed against his land 
to be reduced in the amount of the 
damages. The original benefits re- 
main unchanged and the land remains 
liable to taxation up to the amount of 
such original benefits. Any damages 
allowed by reason of such change are 
inferior to the claims of bondholders. 
In Missouri, upon petition of 25 ‘per 
cent of the owners stating that there 
has been a material change of values 
rendering the assessment of benefits 
inequitable, the court, if it finds this 
to be true, appoints three commis- 
sioners who reassess the benefits and, 
through substantially the same pro- 
ceedings as m the original assessments, 
the benefits may be medified and 
readjusted as is equitable. It may be 
added that in neither state can any 
change be made in such a way as to 
jeopardize the obligation or the secur- 
ity of any bonds that may have been 
issued. 
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For many years all drainage statutes 
were most strictly construed, it being 
the then current theory that govern- 
ments could not levy taxes merely to 
improve lands privately owned, but 


only to further some distinctly public . 


purpose, or, in the exercise of the police 


power, to prevent disease, remove 


nuisances, or conserve the public 
health. In some states the statutes 
still require, before a drainage or 
reclamation project can be initiated, 
that there must be a court finding that 
the proposed improvement will be a 
public utility or that it will promote 
‘the public health or prevent disease. 
‘ In the course of time, however, a more 
liberal view was obtained, and, with a 
' changing and now sympathetic attitude 
on the part of the owners of lands which 
are to be affected and taxed for the 
improvements, many of these swamps 
and marshes have been redeemed, and 
the way is at last open for the reclama- 
tion of perhaps all the remainder of 
such lands. | 


SUCCESSFUL DRAINAGE Prosects 


While many large and successful 
drainage projects have been undertaken 
in recent years, by far the largest and 
most pretentious undertaking has been 
that of the Little River Drainage 
District, located in southeast Missouri. 
It might be well to give a brief history 
of this district as an example of what 
can be accomplished in practical 
drainage. 


Little River Drainage District in 
Missouri 


The acreage of the Little River 
Drainage District lies partly in each 
of the following six counties: Cape 
Girardeau, Stoddard, Dunklin, Scott, 
New Madrid and Pemiscot. There 
are 488,050 acres of land within its 
boundary lines, embracing territory 
approximately 90 miles long, with an 
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average width of 10 miles. ‘There are 
160 miles of railroads within the dis- 
trict. Not an acre of land is more than 
six and one-half miles from the rail- 
road, the average distance being three 
and one-half miles. The land had 
been subject to overflow from the 
Little River and the Castor River, the 
waters of these rivers flowing into the 
district from the north. This district 
was organized in 1907. Prior to that 
time several small drainage districts 
existed in lands that are located ejther 
wholly or in part in the territory now 
embraced in the above district. It 
became evident at that time, to some 
of the larger owners of land in. that 
section, that if this vast acreage was 
to be reclaimed as a whole, a larger and 
more comprehensive plan would have 
to be carried out, and one that would 
provide not only for the drainage of 
the land but also for the control and 
diversion of the waters from the Little. 
and Castor rivers. In order to pro- 
vide full relief it was necessary to 
create a diversion channel and retain- 
ing basins, which would turn the flow 
of these waters Into the Mississippi 
River at the head of the district, thus 
preventing their overflowing the dis- 
trict at certain periods of the year, 
which had previously occurred. After 
proper petitions had been received 
from a sufficient number of the land- 
owners in this territory, the Little 
River Drainage District was created 
in November, 1907; bonds to the 
amount of $5,000,000, bearing 54 per 
cent interest were issued, dated April 
1,1913, and maturing serially in an- 
nual installments, beginning April 1, 
1919, up to and including April 1, 1933. 

Necessarily, where such a large 
acreage was involved, and where 
portions of previous drainage districts 
were to be merged into this one, many 
legal obstacles -presented themselves, 
and it was not until 1913 that these 
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were finally adjudicated, by a decision 
of the supreme court of the state of 


Missouri, in favor of the district.. 


While this decision. perfected in every 
respect the legality of the bonds, 
nevertheless, the issue was further 
supported by the approving opinion of 
several of the ablest municipal-bond 
lawyers in the country. An able board 
of supervisors had previously been 
created in accordance with the law, 
with headquarters at Cape Girardeau, 
Missouri, which is located about three 
miles north of the northern boundary 
of the district. This issue was dis- 
posed of in 1914, and the work on the 
district was then undertaken. On 
account of the unusual size of the 
district it had unusual problems to 
meet. Great care was exercised by 
the board in its selection of engineers, 
and besides having its own chief 
engineer it had the approving opinion, 
upon the drainage plan maugurated, 
of five of the leading hydraulic engi- 
neers of the country. 

At the time when this project was 
first undertaken, approximately 90 per 
cent of the land was not subject to 
cultivation; today, about 75 per cent 
of the land can be cultivated, and 
within four months it is expected that 
the work will be fully completed and 
all the land will be open for cultiva- 
tion. 

It was found in 1918, that, due to 
the increased cost of operation and 
additional work found necessary, the 
proceeds of the $5,000,000 bond issue 
would not be sufficient to complete 
the work. Under the authority of 
the law an additional $1,000,000 of 
bonds were issued and promptly dis- 
posed of. It is estimated that before 
the work is finally completed, another 
issue of at least one-half million dollars 
of bonds will be necessary. These 
bonds, it is expected, will be issued in 
the early part of 1920, and it is the 
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firm belief that the work upon the 
district will be finally completed and 
the drainage plan perfected at least 
by July 1, 1920., When this work is 
completed, the land which was almost 
wholly a dismal swamp, will become 
a very fertile and rich farming 
territory. 

In 1907, the average value of the 
lands in the district was $10 to $15 per 
acre. Today, the land will easily 
average $75 per acre, while the total 
bonded debt will, upon completion, 
be approximately $14.50 per acre. It 
will be seen from this that taking the 
highest average of the land in 1907— 
namely, $15 per acre—and adding the 
bonded debt of $14.50 per acre, the 
land has more than doubled in value. 
It might be well to mention that in 
some instances land especially well 
located in this territory has sold as 
high as $225 per acre since the drainage 
plan was inaugurated. As a further 
evidence of the improvement in that 
section as a result of this drainage 
project, the little town of Bragg City, 
Missouri, having a population of some 
five hundred people, with modern 
buildings and paved streets, is in 
existence upon a site that was nothing 
but a swamp in 1914, 

In diverting the waters from the 
Castor and Little rivers to the Missis- 
sippi River, great care had to be exer- 
cised in the engineering features, 
particularly regarding the diversion 
channel and the retaining basins. A 
spillway was constructed in order to 
give relief should the impounding of 
these waters create a greater pressure 
than the basins could withstand. 
Unless such relief had been provided 
the construction might have given 
way and disastrous consequences to 
the district would have ensued. Un- 
der extreme conditions the spillway 
provides for a partial overflow of the 
water into the district, which, though 
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it might result in some partial damage 
to the crops, would be far better than 
_the greater damage that would be 
~ sustained by both life and property In 
the event of a serious break in any 
portion of the levee, which might 
result from too great pressure. It is 
not anticipated that any such occur- 
rence will transpire, but it was thought 
essential to provide for such a contin- 
gency should it arise. 

The payment of the principal and 
interest of any municipal bond, accord- 
ing to its tenor, is necessarily dependent 
upon prompt collection of the taxes. 
It might be interesting to note that 
since its inception this district has 
collected each year approximately 98 
per cent of the drainage tax assessed 
against it, which will unquestionably 
compare favorably with that of any 
municipality in the United States, 
either large or small. 


MARKET For DRAINAGE BONDS 


While fifteen years ago drainage 
bonds had a comparatively narrow 
market, which was to some extent 
limited to those states located in the 
middle west where the drainage prob- 
lem was better understood, they have 
gradually increased in popularity, and 
today enjoy a very substantial position 
in the eyes of investors throughout 
the entire country. This has been 


due to a better and more general 


knowledge of the subject, and to the 
record these issues have made in the 
payment of their principal and interest. 
Many eastern bond houses, which un- 
tl a few years ago would not con- 
sider handling drainage bonds, are 
today eagerly buying large issues 
throughout the entire Mississippi Val- 
ley. The fact that such issues bear a 
higher return on the investment than 
the general obligations of counties and 
cities, and possess the same tax exemp- 
tion features, has made them espe- 
8 
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cially popular. There is no doubt 
that drainage bonds issued under 
proper auspices constitute a safe 
investment. Great care must be exer- 
cised, however, upon the part of the 
investment houses handling such issues. 
A careful examination of the land must 


‘first be made, and it must be deter- 


mined, beyond any reasonable doubt, 
that the work to be undertaken will 
result in an enhancement of the value 
of the land to a greater degree than the 
cost of the improvement. It is impor- 
tant that at least a majority of the 
landowners in the district be in favor 
of the project, as a number of dissatis- 
fied landholders would naturally seize 
the first opportunity to bring court 
proceedings and attack the legality of 
the issue. Such litigation, whether 
successful or not, would necessarily 
throw a cloud upon the bonds, and 
would also result in preventing the 
investment houses from promptly dis- 
tributing them, or, in the event of 
their having been resold, would create 
uneasiness upon the part of the in- 
vestors holding them. The amount 
of the debt per acre represented by 
the bonds, must necessarily vary in 
proportion to the value of the land 
securing the issue. Such debt should, 
however, always bear a proper and 
conservative relation to the appraised 
value of the district. 

It should be seen that the affairs 
of the district are to be handled by 
a competent corps of officers and 
supervisors. In a majority of cases 
the bond houses are now insisting 
(where the law does not) upon an 
annual audit of the books of the 
district, to insure its affairs being 
kept in proper shape and to prevent 
the possibility of any loss of funds 
through defalcation, or otherwise. 
Above all else, it must be certain that 
the engineering features have been 
passed upon by competent and practi- 
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cal engineers. Where any doubt as 
to the feasibility of the plan exists, 
consulting engineers should be called 
in so as to safeguard the project as far 
as it is possible to do so. Great care 
should be exercised, also, to see that at 
least one competent engineer be re- 
tained throughout the construction 
period, in order to see that the work is 


properly completed in accordance with ` 


the origina! plan, or, where necessary 
to make anv changes, that such changes 
should be made under able direction. 
It is also very essential that the work 
when completed should be maintained 
in excellent condition and kept in 
efficient working order. — 

The importance of the legal phases 
should never be overlooked. All con- 
servative and careful dealers in bonds 
exercise every caution to see that the 


THE ANNALS OF THE AMERICAN ACADEMY 


legal steps in every issue purchased 
by them have received the approv- 
ing opinion of a competent legal firm 
thoroughly experienced in municipal 
issues, and in some instances issues 
are supported by two or three different 
opinions, especially where any doubt 
exists in the minds of one firm upon 
any legal point involved. 

Where proper precautions have been 
taken as suggested above, and the 
bonds are récommended by a well- 
known and responsible house, the in- 
vestor may feel no uneasiness when 
purchasing, as to the safety of the 
investment. Drainage bonds, properly 
issued and conservatively constituted, 
are a safe investment and are generally 
recognized as such by those competent 
to judge. 


` 


The Need for American Investment in Foreign Securities 


By JAMES SHELDON 
Lee, Higginson and Company, New York 


COMMERCE AFTER THE WAR 


HE problem of reviving normal 
commercial and financial rela- 
tionships between the nations which 
engaged in the Great War presents 
questions whose complexity is baffling. 
At present only certain general facts 
can be recognized, and these group 
themselves about two questions: How 
can commerce, by which the world 
has come to support itself, be restored 
to a permanent and self-supporting 
basis? How will the results of this 
restoration differ, if at all, from pre- 
war conditions? Nobody will deny 
that Americans desire to retain the 
foreign markets which they have en- 
tered during the war and that this is 
the most important difference for us to 
establish between the pre-war and 
post-war periods. Partial answers to 
all of the questions involved are pro- 
posed from all sides, but whatever the 
starting point of discussion, any analy- 
sis of the problem of restoring normal 
‘ commerce leads inevitably to a con- 
sideration of foreign exchange rates, 
. which serve as an index by which 
the resultant of many factors may be 
judged. 


Factors UNDERLYING THE FLUCTUA- 
TION IN EXCHANGE RATES 


The General Economic Situation 


The influences which bring about 
fluctuations in exchange are part and 
parcel of the general economic situa- 
tion which must be examined hastily 
in its relation to international trade. 
Before America’s declaration of war 
she had been called upon to furnish 
immense quantities of material both 
raw and manufactured. Our manu- 


facturing facilities were increased in 
response to the demand for our prod- 
ucts. In payment, gold was sent to us 


. from Europe until one-third of the 


world’s total supply is now in our 
hands. Afterthe United States entered 
the war the pressure to increase indus- 
trial facilities continued, but the gold 
shipments from Europe ceased when 
our government adopted the policy of 
advancing funds to the Allies to cover 
their purchases in this country. To- 
day the United States finds herself 
with a vast store of gold, which is at 
present useful chiefly as a basis of 
credit, with materially enlarged manu- 
facturing capacity and still engaged, in 
part, in satisfying abnormal foreign 
needs. The question naturally arises 
whether export markets are necessary 
to maintain our factories in full opera- 
tion. If our domestic power to con- 
sume goods has kept pace with the 
growth of our power to produce them, 
the answer is that we are as independ- 
ent of Europe as formerly, but if our 
plants will produce merchandise in 
excess of the domestic demand, we 
must retain our foreign markets or 
face the prospect of curtailing produc- 
tion. Each individual’s power of con- 
sumption depends upon the quantity 
of goods which his income will buy, and, 
although there is much conflicting 
evidence on this point, there seems rea- 
son to believe that commodity prices 
have advanced almost as much as 
wages and salaries, and, consequently, 
that ability to buy has not largely in- 
creased in this country. With much 
greater output and but slightly, if any, 
greater power at home to absorb this 
output, we must contrive to continue 
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selling abroad or look forward to indus- 
trial depression. 


Decreased Productioa in Europe 


Opinion is united here and abroad 
that the salvation of Europe lies in 
production, and the nations concerned 
are constantly heeding more closely 
this necessity; but they are almost 
helpless unless provided with the mate- 
rials on which and with which to work. 
Mills, factories and rai_roads must be 
rebuilt; machinery and rolling stock, 
destroyed, worn out br over-work or 
carried away, must be replaced; cotton, 
steel, copper and raw materials gen- 
erally must be supplied; and finally, the 
populations must be fed until the cycle 
of purchase, manufacture and sale can 
be solidly reéstablished. Confronted 
with this task the nations of Europe 
find themselves almost without reserves 
of raw material. Ther agricultural 
production is greatly curtailed through 
reduction of man power and devasta- 
tion of producing areas and-available 
capital for reconstructicn and the pur- 
chase of raw material is sorely depleted. 

On the other hand, :t must not be 
forgotten that devas-ation is not 
general, and that “Europe has a great 
volume of fixed phys cal capital, a 
productive soil, mines and forests, 
fisheries and water pcwer, which in 
the aggregate constitute enormous 
wealth, and which, wich a relatively 
moderate outlay of new capital, can be 
made highly productive again. Europe 
has an intelligent population, educated 
and skilled in industry. Europe has 
a great body of scien-ific experts, a 
_ great body of highly akle financiers, a 
body of great statesmen. Europe has 
a body of skilled and enterprising 
business men, trained m the manage- 
ment of vast industries, with fine 
traditions of financial honor, accus- 
tomed to paying their debts. Europe 


has an admirably work=d-out body of 
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commercial law, and an upright judi- 
clary trained in the administration of 
that law.” It is inconceivable that 
such facilities will not combine to 
produce wares which we shall be glad 
to buy in the future, as we have been 
in the past. The elements of uncer- 
tainty are the time required for 
European industry to resume normal 
production, the means which will be 
employed to this end, and the result- 
ant effect upon America’s pesition in 
foreign trade. 


Depletion of Reserves 


The war has had another general 
effect upon all the countries that took 
part. By diverting the output of 
industry from normal fields of con- 
sumption to use in military destruc- 
tion, many, wants of people every- 
where have been left unsatisfied. 
Even though reserve stocks have been 
exhausted, or nearly so, there is an 
accumulated demand which is now 
seeking satisfaction; and it is necessary 
besides to renew the stocks normally 
carried to insure regularity of distribu- 
tion in spite of a varying rate of pro- 
duction. It is through this period of 
re-stocking that we are now passing. 

Naturally, this depletion of reserves 
and accumulation of demand has 
progressed further in Europe than in 
this country, with the result that we 
are exporting merchandise to the limit 
of the financial and shipping facilities 
at the disposal of foreign purchasers.~ 
Europe can as yet produce very little 
in excess of her own needs to sell to us. 
These conditions have brought about: 
a constant and vigorous demand for 
American dollars with which to settle 
for merchandise purchased, while there 
is no counter-demand from us for 
foreign currencies with which to pay 
for our imports, This movement has 
been carried to a point where the value 

1 December, 1919. 
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of the money of Europe, as expressed 
in dollars—that is, exchange—has 
fallen to levels hitherto unknown in 
financial history,? rendering purchases 
in this country doubly dear to the 
British, French and Italian importer. 
Nobody can tell with certainty how 
long the present movement will con- 
tinue, but present exchange rates will 
sooner or later operate as definitely to 
cheek our sales abroad as would a tax 
on exports. 


FACTORS [INVOLVED IN SETTLING THE 
' TRADE BALANCE 


So far it has been assumed that the 
nations of Europe would pay for the 
goods which they are buying from us 
with the proceeds of their sales to the 
United States, and this assumption 1s, 
for practical purposes, correct in so far 
as events to date have shown. It must 
not be forgotten, however, that the 
normal means of settlement for ad- 
verse trade balances, so-called, is the 
shipment of gold. This means, how- 
ever, for the time being, is impossi- 
ble because, in the first place, the ratio 
of metallic reserve behind the paper 
currency of Europe has’ been allowed 
to fall as far as is safe, and in the 
second place, we do not want more 
gold which, with its attendant phe- 
“nomena of increased credit and pur- 
chasing power, would lead to a further 
advance in prices. ‘There remains 
credit. If this country can contrive 
the means of granting credit to our 
former allies, they can continue to buy 
from us until they become once more 
able to offset their purchases in the 
world’s markets by their sales, other- 
wise their operations will be restricted 


to the lowest point possible by’ 


the disadvantage of present exchange 
rates. . 


2? On December 12, 1919, the following quota- 
tions were reached: Sterling 3.654, French francs 
11.84, Lire 13.60. 
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The Granting of Credit to Europe 


The alternative which confronts 
this country’s business deserves exami- 
nation. Should we fail to devise some 
method by which credit for purchases 
in America can-be granted to Europe, 
her peoples will be in precisely the 
same condition as the manufacturer 
equipped in every way to do a profit- 
able business, but lacking the sufficient 
liquid capital. He may be able to 
scrape along and gradually accumu- 
late sufficient profit to avail himself 
fully of his plant and markets, but this 
is a slow process during which those 
interested in such a concern must 
forego dividends for the sake of future 
returns. Europe can proceed along 
these lines, but let us remember that 
the dividends which will not be paid 
until some distant and uncertain date 
are the war debts due to our govern- 
ment from the Allies. On the other 
hand, by lending well within the limits 
of safety we can place Europe upon a 
basis of profitable production within 
a comparatively short time, and rea- 


sonably expect a prompt return of the 


money advanced by the United States 
during the war. Would not the capi- 
talist interested in a sound concern be 
considered stupid if he failed to make 
an investment which would render 
many times the-sum involved pro- 
ductive instead of unproductive? 


Methods of Extending Credit 


The credit which is required by the 
countries of Europe must extend over 
a number of years. ‘Their need is not 
temporary, but will last until the sums 
which we may now lend can be re- 
placed by profits accruing from the 
operations of industry. This fact 
immediately eliminates from the field 
certain sources of credit. The com- 
mercial banks, which must be con- 
stantly prepared to meet the demands 
of their depositors, cannot tie up their 
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funds over long periods of time. The 
government might renew its war-time 
policy of lending, but hope of action 
in this direction was abandoned when 
an authoritative statement was issued 
that further financing of Europe was 
a problem to be solved by the business 
community. 

Special legislation has been intro- 
duced in the houses of Congress to 
meet the necessity of extending credit 
to the countries of Europe. The 
Edge Bull, which provides for federal 
incorporation of institutions engaged 
primarily in foreign and international 
banking, promises to be enacted into 
law before the present year is out. 
This measure will undoubtedly help 
the general situation, but it can be 
reasonably questioned whether such 
organizations, as yet non-existant, 
can command the resources necessary 
to satisfy in any measure the needs of 
our Allies for time credit, for the future 
operations of such institutions will 
depend upon the measure in which 
they can attract the funds of the 
American investor, who has so far been 
timid in loanmg his money abroad. 
The War Finance Corporation is 
authorized by special act to make 
advances to exporters and to banks 
carrying loans to exporter, the total 
not to exceed $1,000,000,000 in amount 
and no advances to run for more than 
five years. Under the McLean Act 
national banks are permitted to divert 
one half of the 10 per cent of their 
capital, which could formerly be im- 
vested in foreign banking corpora- 
tions, to investment in foreign finance 
corporations. The Owen Bill, as in- 
troduced on July 22, 1919, called for 
a $1,000,000,000 corporation to make 
advances to foreign governments or 
corporations, but Congress has taken 
no further action on this proposal 


3 The president’s signature was affixed to this 
bill on December 24, 1919. 
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which was drawn to fulfill so useful a 
purpose. As a whole, the measures 
enacted cannot be considered adequate 
to meet the present situation, for only 
the War Finance Corporation Act can 
give rise to operations of longer dura- 
tion than the customary short self- 
liquidating transactions of foreign 
trade, and the limit of five years, in 
spite of the possibility of renewals, will 
deter foreign borrowers from under- 
taking to finance fixed investments by 
this means. With the government no 
longer advancing funds to Europe, and 
the banks unable, from the nature of 
their functions, to extend these credits, 
the investor, individual and corporate, 
remains as the sole source to which our 
Allies can appeal in their need. 


Foreign Investment Securities 


It is well known that Europe offers 
the same wide range of securities to 
her investors as does this country. 
Government, municipal and industrial 
issues, all present investment and 
speculative opportunities. At the pres- 
ent time of crying need from abroad 
for American funds there is but 
slight difference in the benefit to 
the nations of Europe through Ameri- 
can purchase of the different classes. 
The usual financial machinery and 
the close relation between government 
and industry established during the 
war can reasonably be counted upon 
to place balances in this country at the 
disposal of those whose requirements 
are the most pressing. This state of 
affairs may not continue, however, 
and in any case it is desirable that the 
borrower come as closely as possible 
into relation with the lender in order 
to avoid the delay, expense and uncer- 
tainties of indirect dealing, particu- 
larly if cumbersome officiel routine is 
involved. 

Comment upon particular European 
securities is out of place here, but cer- . 
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tain elements of strength enjoyed by 
industry abroad deserve considera- 
tion. The fact that the -nations of 
Europe are relatively small geograph- 
ically has led them always to seek 
- foreign markets. Before the war a 
constant demand for their goods from 
many ‘widely scattered parts of the 
world was taken as a matter of course. 
This broad distribution has been largely 
responsible for the stability of eco- 
nomic conditions in the stronger na- 
tions of Europe, for local depression in 
any. part of the world has been unable 
to affect them as it does those coun- 
tries whose manufactures are largely 
consumed at home. The investor in 
British ship-building or French textile 
shares need fear a decline in orders 
much less than the holder of American 
industrial stocks. There can be no 
doubt that former consumers of Euro- 
pean wares will seek them again as 
commerce becomes normal, for the 
fame which they have enjoyed, almost 
since trade began, has not been dim- 
med by an interruption of deliveries for 
fiveyears. Inaddition to tradition and 
habit, the present exchange rates will 
lead the buyers of the world to satisfy 
their needs in Europe whenever possible. 


Advantages of Foreign Securities 


Through the purchase of foreign 
securities an additional advantage 
‘will accrue to the investor by reason 
of a wider geographical distribution of 
the.properties in which he is interested. 
A. succession of crop failures or eco- 
nomic depression in any one section of 
the world will then affect but a portion 
of his holdings. The introduction of 
stocks and bonds issued by seasoned 
European concerns can only add 
strength to any list of holdings. There 
is also, at present, the possibility of re- 
ceiving a greatly increased yield from 
foreign investments through the ex- 
pected return of exchange to normal. : 
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- The Significance of Loans Through 
Purchase of Securities 


That there is in Europe at this time 
large opportunity for the soundest 
sort of investment for American capital 
cannot reasonably be doubted. The 
effect of such loans, however, is not so 
clear. In the first place, the proceeds 
of foreign financing in this market will 
permit the European countries to pur- 
chase in this country the machinery 
and raw materials needed for immedi- 
ate use without bidding for dollars in 
the exchange markets, that is, without 
causing further declines in exchange 
rates. The disadvantage imposed. up- 
on American goods is already severe 
enough without being further in- 
creased, and every additional decrease 
which can be avoided will mean larger 
sales abroad. With the added equip- 
ment and material which will result 
from any loans now made to Europe, 
her industries will be able more quickly 
to produce goods for export and set 
in motion the process which will even- 
tually bring exchange to normal and 
restore the happy conditions of peace- 
ful commerce. With every advance 
in exchange rates, the purchasing 
power in this country of all Europe’s 
available capital will increase, larger 
supplies can be bought, greater quan- 
tities manufactured and exported; 
and thus progressively, by a cumula- 
tive process, the flow of commerce on 
both directions between this country 
and Europe will be reéstablished, per- 
haps more quickly than now seems 
probable. Some such process as this 
is sure to take place sooner or later in 
the case of the stronger European 
nations, and dt is not the nature but 
the duration of the operation that will 
be affected by America’s purchase of 
foreign securities. If the capital of 
this country is far-sighted enough to 
seize the present opportunity, Europe’s 
recovery can take place quickly and to 
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the unquestionable advantage of the 
United States; but if we refuse to lend 
our aid at this time, the recovery will 
be slow and will entail the loss of our 
foreign markets which have become 
essential to the prosperity of American 
industry. 


Foreign Investments and Foreign 
Markets 


There is another phase of the ques- 
tion of foretgn investment which does 
not concern Europe and thé restora- 
tion of exchange rates, that 1s the neces- 
sity to avaid being undersold in all 
markets, including our own. It is a 
well known fact that whenever a 
nation has made liberal investments 
outside of its own borders, a lively 
commerce between the lending and 
borrowing countries has arisen. In- 
vestment of this type is usually made 
for the purpose of developing new 
areas, and partakes of a permanent 
character. This country has reached 
a stage in economic development 
where our capital would naturally 
seek foreign outlets were it not for the 
fact that our investors feel that their 
wealth is less safe in foreign lands than 
in our own. This prejudice must be 
_overcome if we are to reap the advan- 
tages ‘of our natural resources and 
accumulated wealth and take our 
place among the great commercial 
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nations of the world. Without mar- 
kets industry is destitute; and without 
foreign investment foreign markets 
are not to be had. The alternative is 
to lend our money to other nations 
more far-seeing and enterprising, and 
to send them our goods to sell in 
the markets that they have created 
with our money, conceding the first 
place in profit and influence and the 
means of maintaining them to foreign 
nations. . 

When the pressing needs of Europe 
have been satisfied, our financiers 
must turn to South America, Africa, 
Asia and the East Indies, where our 
goods have become known during the 
war through the inability of these 
markets to purchase elsewhere. - The 
ties that have been established must. 
be cemented by sharing their enter- 
prises in furnishing capital. Their 
names and industries must become 
known to us as well as our own, their 
problems must become our problems 
until the nations of the world will turn 
to us with the assurance of sympathetic 
reception and an understanding con- 
sideration of their needs. Then, and 
then only, shall we have the interna- 
tional marketplace which our resources 
justify, and only then will the richest 
nation of the world be worthy of its 
wealth. 


Foreign Government Bonds 


By Tuomas W. LAMONT 
Of J. P. Morgan and Company, New York City 


HE field of investment embraced 
by government bonds has been 
enormously widened during the last 
six years, coincidently with the vast 
increase in national indebtedness. The 
history of national debts from the 
Middle Ages up to the time of the out 
break of the World War is an interest- 
ing one, and there are many absorbing 
questions of national policy, finance 
and economy connected with it. But 
our subject is more limited: it has to do 
only with the situation as regards for- 
eign government bonds in this country. 
It is of interest, however, to note that 
national debts of the world have in- 
creased by $190,060,000,000, or about 
475 per cent, in the last six years, and, 
as a natural consequence of this in- 
crease, the variety of government bonds 
and the number of investors in them 
have been greatly multiplied. These 
results have made themselves manifest 
. in all the investment markets of the 
world; but nowhere, perhaps, in greater 
measure than in the United States. 


FOREIGN INVESTMENTS OF OTHER 
COUNTRIES 


Great Britain —The older countries 
of the world have, for many generations 
past, been experienced and wise in the 
investment of their funds in the govern- 
ment obligations of other nations. 
Great Britain and France, heretofore 
the foremost creditor nations of the 
world, have always been the largest 
investors in such securities. The 
foreign investments of the British 
people, at the close of 19138, amounted 
to roughly $20,000,000,000 and were 
placed all over the world. It is cal- 
culated that about $4,800,000,000, 


or 24 per cent of this, had been in- 
vested in loans of colonial and foreign 
governments. Great Britain’s present 
private foreign investments (2.e., not 
taking into account loans by the 
British government to other govern- 
ments) are estimated at about $16,000,- 
000,000 but we have no accurate 
knowledge of what proportion is now 
represented by colonial and foreign gov- 
ernment bonds. Figures compiled from 
a recent (London) Stock Exchange 
Official List give some idea of the num- 
ber and variety of foreign government 
bond issues still held by British in- 
vestors. They show that out of a total 
of 4,771 securities of all sorts dealt in 
on the London Exchange, there are 623 
bond issues of foreign or colonial gov- 
ernments, states and municipalities. 
France.—In France, the story is 
much the same, except that the French 
people have placed a larger proportion 
of their foreign investments in govern- 
ment securities. France, too, has not 
gone so far afield in making her foreign 
investments as has Great Britain. 
Most of her capital loaned abroad has 
gone to other European countries. 
The total foreign investments, of all 
descriptions, of the French people are 
estimated to have amounted in 1914 
to some $10,000,000,000, of which 
from $5,000,000,000 to $6,000,000,000 
(or 50 per cent to 60 per cent) were 
represented by foreign government 
bonds. The Paris Bourse quotation list 
at the present time shows listings of 
327 foreign government and municipal - 
securities, out of a total of 2,298 issues 
of all varieties. There are also a num- 
ber of securities listed exclusively on 
the: departmental Bourses, such as, 
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Lille, Lyons, Marseilles, Bordeaux, 
Toulons and Nantes, and a number 
which are not listed on any Bourse but 
are negotiable in the bank market or 
“over-the-counter” as we would say 
in this country. 

Other European Countries—Although 
the foreign investments of other na- 
tions, notably Germany, Holland, Bel- 
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economic and financial depression, the 
rate of return on government securities 
has ruled throughout at the lowest 
levels; in other words, ‘at the highest 
grade of credit. The following. table 
shows the yields on British Consols 
and French Rentes at their highest 
and lowest prices by ten-year periods, 
from 1801 to 1914: 


British Consols French Rentes 








Period 
Yield at High | Yield at Low Yield at High Yield at Low 
Price of Period | Price of Period | Price of Period Price of Period 
1801-1810............ 3.80% 5.97% 4. 28%, 7.60% 
1811~-1820......0...... 3.86 5,58 5.98 6.67 
1821~-1830............ 3.10 4,37 3.48 5.45 
1831-1840............ 83.15 4.01 3.46 6.52 
184]~1850............ 2.95 3.81 3.47 9.23 
1851-1860... 0.0.2.0... 2.94 3.52 3.49 5.50 
1861-1870............ 3.12 3.54 4.00 5.91 
1871~1880.....0...... 2.98 3.29 3.44 5.96 
1881~1890............ 2.77 3.18 8.11 4.05 
1891-1900. ........... 2.41 2.95 2.85 3.25 
1901-1910............ 2.66 3.19 2.93 . 3,20 
19LL-I914*. na.nn. 3.04 3,61 3.08 3.64 
* To July 30. 


gjum and Switzerland, are not so 
extensive as those of Great Britain and 
France, yet those nations, too have had 
long experience with foreign, invest- 
ments and foreign government bonds. 


Prics MOVEMENT AND SOLVENCY 
RECORD 


What has been the experience of the 
old countries with foreign investments? 
In general, it is a fact that foreign 
government bonds have formed “the 
cream” of their investment markets. 
The -bonds of the European countries 
in particular have enjoyed high rating, 
and have been considered sound, con- 
servative investments. ‘The evidence 


of this is found in the quotations for ` 


those “securities, covering a period of 
more than one hundred years to 1914. 
In that period, despite armed conflicts 
now and then, and despite intervals of 


It is true, of course, that investments 
in the government bonds of new or 
backward countries yield higher rates 
of return. They are less seasoned and 
investors, therefore, require a higher 
rate of interest. Investments in such 
countries have not always been for- 
tunate and there have been some losses. 

But the solvency record of the gov- 
ernments of the world, when examined 
as a whole, compares most favorably 
with that of other classes of borrowers. 
The council of the Corporation of For- 
eign Bondholders in London, in each 
of its annual reports, gives a table 
showing the government bonds, which, 
at that time, are in default. An 
examination of these tables for the 
thirty years, 1882 to 1911 inclusive, 
shows that the average amount of gov- 
ernment bonds in default annually was 
about $126,000,000. A rough com- 
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pilation shows that the average total 
amount of government bonds out- 
standing for the same period was ap- 
proximately $32,500,000,000. In other 
words, the average amount of govern- 
ment bonds in default each year per 
$100 of such bonds outstanding was 
$0.39. This compares most favorably 
with corresponding figures that have 
been compiled for three important 
classes of American investment securi- 
ties, as follows: 


Gas and Electric Companies.. $0.37 
Railroads; 5.2 ine sckasees ket 1,84 
Tndustriasss..o4:446s5.eee.40% 2.07 


CHARACTERISTICS OF GOVERNMENT 
Bonps 


Broadly speaking, government bonds 
may be divided into two classes: First, 
those which are simply promises to 
pay or acknowledgments of indebted- 
ness; second, those which are prom- 
ises to pay and in addition have some 
special security. The government 
bonds of the United States and of the 
chief European countries fall, for the 
most part, into the first class. In 
Europe, in many cases, these obliga- 
tions have no fixed date of maturity, 
but are in the form of so-called “ per- 
petual” bonds. In these, it is generally 
stipulated that they may be redeemed 
on a specific date, at the option of the 
government, at a specified price, but 
no date is specified on which they 
mature. They are, in fact, annuities 
bearing the privilege of redemption on 
the part of the government. This form 
of obligation has never met with great 
favor among American investors, who 
are accustomed to bonds maturing 
with promise to pay on a fixed date. 

Government obligations of the other 
class, that is, those with pledge of spe- 
cial security to assure the payment of 
principal and interest, have been issued 
usually under special circumstances. 
Examples of this class are the Japanese 
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Tobacco 4% per cent Sterling Bonds, 
secured by a charge on the annual net 
revenue of the Japanese ‘Tobacco 
Monopoly, the United States of Mexico 
5 per cent External Loan of 1899, 
secured by special hypothecation of 
62 per cent of the customs receipts of 
the country, and the Chinese Govern- 
ment 5 per cent Hukuang Railways 
Loan of 1911, secured by a first charge 
upon certain provincial revenues. 


ADVANTAGES OF GOVERNMENT 
Bonps 


In the last analysis, however, no 
matter what the special security of a 
loan may be, its payment, both as to 
interest and principal, depends on the 
good faith, and honor, and ability to 


‘pay of the promisor government. 


The objection is sometimes made 
against government bonds, that they 
are not subject to foreclosure as is the 
mortgage bond of a railroad or indus- 
trial enterprise, and that there is no 
means of collecting, against the will of 
the debtor nation, the imterest or 
principal, except by force. This argu- 
ment loses its force when we consider 
the disadvantages and onerous bur- 
dens to which a nation must submit 
when it repudiates its obligations, es- 
pecially its external obligations. It is 
forced to do without new funds from 
external sources until it rehabilitates 
its credit, and the terms of this re- 
habilitation generally. prove to be 
severe. Moreover, its credit among the 
other nations of the world is severely 
injured and it may be decades before it 
has lived down the evil reputation 
which inevitably results from repudia- 
tion of debts. Not only is the national 
government’s credit Impaired, but the 
credit of the nation’s political subdivi- 
sions, of its business interests and en- 
terprises of all kinds, large and small, is 
affected in the money markets of the 
world. The closely interwoven fabric 


‘-In many markets. 
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of international credit and trade in the 
world today gives mcral considerations 
greater force than legal measures. A 
nation will hesitate ong and fearfully 
before repudiating its national obliga- 
tions, especially its external debts pay- 
able in other counzries. For while, 
perhaps, there is nc such thing as a 
technical first mortgage upon the re- 
sources and the abiLty of a nation to 
pay, yet its obligazions, payable in 
foreign countries, have always, in fact, 
been so considered and have been the 
first to be taken care of in time of 
difficulty. 

Safety.—The adventages of govern- 
ment bonds, and especially of foreign 
government bonds, s investments are 
many, but it will suffice to mention 
only a few. First, note their safety, 
which is shown by tre course of prices 
and solvency record previously stated. 
The safety of government bonds rests, 
of course, on the power of governments 
to tax their people. A government ob- 
tains its revenues fo> debt, service and 
other purposes by levying taxes which 
are, in effect, a firsz charge upon the 
wealth and income cf its people. 

Ready Marketabikty—Another ad- 
vantage of government bonds is their 
ready marketability. In most cases, 
government loans are made for large 
amounts and have « wide distribution 
The investor is 
thereby assured of = broad market for 
his bonds throughout their life. If 
... the issue is made negotiable in several 
countries, this marketability is greatly 
increased and, in addition, protection 
against an abrupt fall in prices in one 
market is likely to >e afforded by ofl- 
setting conditions in other markets. 
Closely allied to this consideration is 
the advantage found in the geograph- 
_ieal distribution of investment risk. 
By, distributing investments over the 
international field, the investor may 
give play to the law of averages and 


Ciad 


Tm ANNALS OF THE American ACADEMY 


` 


neutralize the effects of violent fluc- 
tuation in his investments as a whole. 
This territorial distribution of risk has 
long been: practiced by European in- 
vestors to advantage. 

High Interest Rate.—At the present 
time, another advantage to be gained 
by investment in foreign government 
bonds is the high interest return which 
can be obtained. Obligations of the 
strongest nations of Europe, payable . 
in dollars, may be bought in our market 
at prices to yield as much as 9 percent or 
over. Reference to the table showing 
the price range of British Consols and 
French rentes shows that this represents 
an unprecedented opportunity. 

Aid to Foreign Trade.—One of the 
most potent arguments to be ad- 
duced in favor of investing in foreign 
loans at this time is the aid which 
they afford in offsetting the present 
huge merchandise balance of trade 
in our favor, and in making pos- 
sible further purchases of foodstuffs 
and raw materials by European coun- ` 
tries for reconstruction purposes. ‘This 
phase of the subject will be discussed 
in a later section of this paper. 


America’s Investments ABROAD 


The experience of American investors 
with foreign government bonds’ is of 
recent origin. Among the more im- 
portant of such issues, publicly offered 


in this country during the pre-war 


period, may be mentioned the loans 
to Mexico in 1899, 1904, and 1913; 
to Cuba in 1904, 1909 ‘and 1914; to 
San Domingo in 1908 and 1913; to 
Argentina in 1909; to Bolivia in 1909; 
to China in 1911; and to Japan (three 
offerings) in 1905. Details as to the 
conditions which made these loans 
attractive and advantageous to the 
American public may be passed over, 
but we should note a characteristic 
common to most of them, namely, 
their international character. Most 


FOREIGN GOVERNMENT BONDS 


of the loans mentioned were offered — 


simultaneously in several foreign mar- 
kets—e.g., London, Paris and Ber- 
lin—as well as.in New York. The 
bonds were made payable as to prin- 
cipal and interest, at the option of the 
holder, in several foreign currencies, 
as well as in dollars. A world-wide 
market for them was created. This 
was an important consideration in the 
_eyes of investors, for assurance was 
thus given that the. holders could 
always sell in the most favorable 
market. Financial depressions in this 
country would not, presumably, simi- 
larly affect the markets for such 
securities in other countries. 
According to reliable compilation, 
there had been issued in this country 
and was unmatured and unredeemed 
up to August 1, 1914, a total of 
roughly $235,000,000 of foreign gov- 
ernment bonds. It is a matter of con- 
jecture, however, as to how much of 


this total still remained, at that time, - 


in the hands of our investors. -Advan- 
tage had been taken of European 
markets and it is believed that most of 
these securities had found their way to 
foreign markets by the time the World 
War broke out. 

In the last five years American in- 
vestors have purchased foreign govern- 
ment bonds in large volume. In the 
first place, the necessity for the belliger- 
ent nations to conserve all their capital 
for their own use in carrying on the 
war led to the closing of their capital 
markets to countries all over the 
world, that had been accustomed to 
borrow from them. Naturally these 
borrowing countries turned to the 
United States as the only source 
of vast accumulated wealth still open 
to them. Demands of this sort were 
soon followed by the needs of the 
belligerent countries for funds with 
which to pay for their immense pur- 
chases of supplies in this country. 
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Their merchandise imports from us 
were many times their exports to us. 
And they had, in a comparatively 
short time, shipped us a huge sum of 
gold—all they could well afford to 
spare, and perhaps all that we, from 
the standpoint of inflation and our 
own well-being, could well afford to 
receive. It was the part of wisdom 
for both sides to arrange credits for the 
settlement of balances growing out of 
the immense foreign purchases in 
America. The first transaction of 
this nature (except for a loan of $45,- 
000,000 to Canada in August, 1915) 
was the issuance of the $500,000,000 
Anglo-French Five Year 5 per cent 
External Loan, in October, 1915. The 
salient features of this loan are well 
known. The needs of Great Britain 
and France in this country were cov- 
ered by the proceeds of this loan until 
well into the next summer. Then both 
countries again entered our invest- 
ment market for funds, this time 
separately. And from then (August, 
1916) on, up to the time that the 
United States entered the war in 
April, 1917, bonds of the principal 
Allied powers and of other govern- 
ments were offered to American in- 
vestors almost continuously. The sum 
total of these offerings was large. The 
loans were well taken and absorbed by 
our investors. 

The table below shows, by countries, 
the amount of foreign government 
bonds held in this country before the.. 
war, the amounts issued and paid off 
during the war and, finally the net, 
amount outstanding at the present 
time. It should be noted that this 
compilation is restricted to foreign gov- 
ernment bonds and does not include any 
loans which have been made to prov- 
inces, municipalities, industrial enter- — 
prises or bankers. Neither does it in- 
clude loans made by the United States 
government to foreign governments. 
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Foreign GOVERNMENT BONDS IN tHE UNITED STATES 
- (In thousands of dollars) 


Amount 
Outstanding 


Issued August 
1, 1914 to 


Paid off August 
1, 1914 to 


Amount 
Outstanding 


July 31,1914 |November 1, 1919|November 1, 1919 November 1, 1919 


Great Britain.......... 
Francés sce. sede 
TRUSSO ss eis ee een eaies 
2) e ee ere ree 
Belgium, ...:......... 
Oanei e 46 ncad yee es $500 
NOPWEY sce alia Kenan 
Sweden. ....-.....000. 
Switzerland........... 
Austria... .......0000, 12,500 
Germany............. . 
Canada., ..:..........; 
Newfoundland. ......., 
Argentine............. 9,250 
Bolivia. ..0644 0.0045 ees 2,200 
WOO woh ea oa eens 41,220 
Mexico... .......c000- 16,000 
Panama...........04. 
Perth ss eaan 1,000 
Santo Domingo........ 14,1506 
Uruguay, o eseas 
Chineese sordei a 7,500 
Japan... es eee ee ee 130,478 
A Yar: i REISN denies $234,798 


$1,517,818 $648,231 $869,587 
627,000 353,000 274,000 
85,000 10,000 75,000 
25,000 25,000 7 
10,000 10,000. 
25 475. 
8,000 3,000 5,000 
30,000 5,000 25,000 
45,000 10,000 35,000 
12,500* 
20,000 18,000* 2,000 
295,000 145,000 150,000 
13,000 5,000 8,000 
152,590 93,800 68,040 ` 
3,400 1,279 4,321 
5,440 35,780 
16,000 
3,171 260 2,911 ° 
1,000 
1,282 12,868 
4,646 4,646 
12,750 7,000 13,250 
27,926 102,552 
$2,852,375 $1,376,389 $1,710,784 





* Approximate. 


The total of $1,710,000,000, for 
foreign government bonds outstand- 


` ing at the present time in the United 


States, is subject to modification by the 
amount of such bonds as have been 
resold in foreign markets. However, 
these resales probably do not amount 
- toxmore than $200,000,000, at the most, 
‘and offsetting them is the considerable 
amount of internal ‘loans of foreign 
governments purchased by American 
- Investors. In any case, it is apparent 
that the private investments of the 
American people in the obligations of 
foreign governments is still small as 
compared with the investménts of the 
British and French peoples in similar se- 
curities. In this connection, it should 
be remembered that our government 
has loaned about $9,640,000,000 to 
foreign governments. 


` Recent TENDENCIES 


The extent to which these foreign 
government issues are listed on the 
New York Stock Exchange is limited, 
compared to the listings of similar 
securities in London and Paris. About 
forty-six issues make up the total of 
$1,718,000,000 of foreign government 
bonds outstanding here. Of these, only 
nineteen, or less than one-half, are listed 
on the New York Stock Exchange. 
The listed bonds are, for the most part, 
those issued during the pre-war period. 
Many of the loans lately floated here 
have been of short maturity and for 
that reason it has not been found 
advisable or necessary to list them. 
Of $2,852,000,000 of foreign govern- . 
ment loans placed in this country in 
the period from August 1, 1914, to 
November 1, 1919, $1,376,000,000 were 


Fornian GOVERNMENT BONDS 


paid off at maturity in the same period. 

Another characteristic of the war- 
time loans, which has already been 
- mentioned, was the direct connection 
they had with our foreign trade. 
Almost without exception the loans 
were made to settle, in part, the export 
trade balance owing us; in other words, 
the loans were made for money spent 
in this country. 

A number of the war-time loans took 
a form which, up to that time, had not 
been used for government obligations. 
Such were the collateral loans, secured 
by deposit, with corporate trustees, of 
securities of American railroads and 
other corporations, of obligations of 
the government of the Dominion of 
Canada, of the Canadian Provinces 
and municipalities, and of the govern- 
ments of other countries, such as, Ar- 
gentine, Chile, Cuba, Norway, Sweden, 
Australia, Japan, Egypt, and India. 
Loans collateralled with such securities 
were made to Great Britain in Novem- 
ber, 1916, and in February, 1917, 
and to France in 1917. These secured 
loans matured in one or two years and 
have been paid off now, except for one 
lot of British secured notes maturing 
November 1, 1921. 

Several of the foreign government 
obligations issued during the war have 
carried a conversion privilege. For 
example, the United Kingdom of Great 
Britain and Ireland One- and Two- 
Year 53 per cent Secured Notes, issued 
in February, 1917, to the amount of 
$250,000,000, were convertible, at the 
option of the holder, at any time before 
maturity, into twenty-year 53 per cent 
bonds, payable February 1, 1937, and 
not subject to prior redemption. This 
opportunity to obtain twenty-year 
obligations of Great Britain yielding 
a high rate of interest—as compared 
with the yield formerly obtainable on 
obligations of the British government 
—-was availed of by many investors 
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and about $142,000,000 of the notes 
were converted. The Anglo-French 
Bonds, maturing in October, 1920, 
likewise carry a conversion privilege. 
They are convertible into fifteen to 
twenty-five-year joint and several obli- 
gations of Great Britain and France, 
bearing interest at 43 per cent per 
annum. The $100,000,000 French 
Two-Year 53 per cent Secured Notes 
issued in April, 1917, were also con- 
vertible into long term bonds. ‘The 
holders of these notes, however, had, 
in addition, an option to take payment 
in francs instead of dollars, and they 
elected to take the profit on exchange 
when the notes fell due, in April, 1919, 
rather than to convert them. 

The foreign government loans which 
have been issued in this country since 
the Armistice was signed already show 
a tendency away from the special 
features characteristic of the war-time 
issues. In the first place, the tendency 
is toward more permanent financing, 
nearly all of the loans maturing in ten 
years or later. There is evident a de- 
sire to avoid the disadvantages of short- 
term financing, and to set the maturity 
of the loans far enough into the future 
to carry the borrowing governments 
over the reconstruction period. 

At the present time, the extremely 
low level of foreign exchange rates 
offers possibilities for profit not ordi- 
narily obtainable from investments in 
foreign government bonds. For ex- 
ample, the issue of British three-year 
notes and ten-year bonds recently 
(November 1, 1919) sold in this country 
are convertible, at the option of the 
holder, at 100 and interest, into Na- 
tional War 5 per cent Bonds, Fourth 
Series, at 100 and interest, sterling ex- 
change being computed, for the pur- 
pose of conversion, at the fixed rate of 
$4.30 to the pound. The National 
War Bonds are payable in sterling, at 
maturity in 1929, at 105 per cent. 
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Assuming that the purchaser of a $100 
three-year note at the issue price of 
$96 or of a $100 ten-year bond at 
$96.25 converted his note or his bond, 
he would receive £23: 55: 27/5 d 
principal amount of National War 
Bonds. As sterling exchange improves 
his profits from conversion willincrease. 
If he sold the War Bonds in the London 
market at 100 he would realize $113.19; 
if he held them until paid at maturity 
at 105, he would realize $118.85, assum- 
ing, In both instances, that sterling 
exchange were at parity——$4.8665 to 
the pound. In a word, he has a ten- 
year call on sterling exchange at $4.30 
to the pound and in the meantime 
receives a handsome rate of return 
on a sound investment payable in 
dollars. 

The possibilities of profit combined 
with safe investment obtained by pur- 
chase of such securities are available 
to all buyers of bonds, and especially 
to American importers. The importer 
can, at one and the same time, invest 
in a prime security yielding a high 


. return on the money invested, and can 


also obtain a call upon exchange with 
which to make payment for future im- 
portations. When sterling exchange 
improves, as in the long run it is bound 
to do, the importer who has invested in 
such securities will be able to buy goods 
in the foreign market much cheaper 
than competitors who have not made 
such investments. Of course, the pur- 
chase by American investors, at the 
present time, of the internal loans of 
the European nations, is also attractive 
on account of the prevailing low level 
of exchange rates. On the other hand, 
no promise of payment of principal and 
interest in dollars is obtained. 


Tue PROBLEM or Our FOREIGN ` 
TRADE 


America’s Export Balance.—America 
has enjoyed a prodigious foreign trade 
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—her exports for the five yéars ended 
June 30, 1919, amounted to no less 
than $25,500,000,000. Her imports 


~were less than half of that sum. Con- 


sequently, she piled up a merchandise 
export balance slightly less than $14,- 
000,000,000. In part settlement of 
that balance, America received, of 
course, large shipments of gold. Amer- 


ican investors also repurchased a great . 


amount of securities formerly held by 
European investors. But by far the 
largest part of that huge export bal- 
ance was settled by the extension of 
credit. Calculations have been made 
indicating that $11,700,000,000 was 
settled in that way, including up to 
June 30 last, $9,100,000,000 credits 
granted by the United States -govern- 
ment to foreign governments. Before 
America’s entrance into the War, 
American investors had, as we have 
seen, purchased large loans of foreign 
governments issued in this country to 
pay for their purchases of goods in 
American markets. 

Government control of private busi- 
ness has now largely ceased and govern- 
ment loans to finance foreign trade 
have practically come to an end: And 


yet the excess of merchandise’ exports l 


from the United States over imports in 
the first ten months of 1919 amounts:to 
$3,388,000,000—almost a billion dol- 
lars more than in the same period’ in 
1918. America cannot go on indefi- 
nitelv piling up such an expert balance. 
Experts will gradually contract and 


imports will gradually expand. But. _ 


even with a gradual working toward ` 


equilibrium, the export balance will be 
very great for some time to come. ‘The 
world, and especially Europe, urgently 
needs food, clothing and a long list of 
other things. America can supply 
them. And it is important that Amer- 
ica should supply them, ‘unless her 
manufacturers and her merchants and 
her working people are prepared for an 
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abrupt cutting off of exports and wide- 
spread dislocation of business. 
If America wants to help in the 


reconstruction of Europe, if America 


wants to continue her profitable export 
trade she will have to sell her goods on 
credit—not all, but a good part. Amer- 
ican investors—every American who 
saves—will have opportunities to in- 
vest a portion of their savings abroad. 
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They will have opportunities to buy 
foreign government bonds, to lend to 
foreign business enterprises and to 
purchase equities in foreign industries. 

America may well follow in the foot- 
steps of the older countries in the field 
of foreign investment. Along that 
path, America will discharge her duties 
and her capacity for universal service, 
not without profit to herself. 


. Foreign Corporate Bonds in the American Market 


By Arruur J. ROSENTHAL 


Bernhard, Scholle and Company, New York City 


Tar Fovancran POSITION oF THE 
` UNITED STATES 


T is -almost a truism to state that 
the position of the United States, 
economically and financially, has com- 
_ pletely altered as the result of condi- 
tions created by the World War. From 
an economic point of view, the United 
States is now the one great country of 
the world that has in abundance those 
commodities necessary for the rehabili- 
tation and reconstruction of devastated 
Europe, and for the up-building and 
development of other less advanced 
countries. Financially, the United 
States is the one remaining large 
country with sufficient liquid capital 
to finance not only its own needs but 
those of other countries as well. 

The speeding up of production in 
the United States during the past few 
years has been so tremendous that a 
reservoir of liquid wealth has been 
created such as was deemed incredible 
a few years ago. It is not so many 
years since, when the reproduction of 
capital in the United States was not 
sufficiently large to satisfy the growing 
demands of industry and commerce in 
our own country, that a large amount 
of foreign capital had to be utilized 
for the development of our industries. 
Our sales of commodities to foreign 
countries and the liquidation of our 
indebtedness to foreign creditors have 
completely reversed the situation. In 
other words, we are now in a position, 
from a material point of view, to 
“embark upon ,a policy of foreign 
investment. Politice] and humani- 
tarian considerations urge us forward. 
It therefore remains to examine such 
a policy from a practical point of view 
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and to determine what steps are 
necessary to attract the interest of 
American investors to foreign govern- 
ment and corporate issues. 


EXTENT or Forrran LOANS IN 
ÅMERICA 


Some progress has already been 
made in the direction indicated. In 
December, 1913, out of some 2,200 
securities quoted on the New York 


‘Stock Exchange, there were fifteen 


foreign issues and practically all of 
these were the obligations of foreign 
governments or municipalities. Since 
that time a number of our allies have 
placed Jarge loans in this country. A 
few neutral countries have also placed 
their issues here and, in addition, 
substantial amounts of capital have 
been contributed for the financing 
of foreign commercial needs through 
acceptance credits and other credits 
arranged with our banks. The vol- 
ume of such loans in the aggregate 
has been quite substantial, but from 
the point of view of diversity of issues, 
very little headway has thus far been 
made. The New York market, in the 
strictest sense, is still a domestic mar- 
ket. It has not yet become an inter- 
national money market where foreign 
nations and particularly foreign cor- 
porations habitually apply for their 
funds, and, therefore, in no sense does 
it compare with the older established 
markets abroad, such as London, 
where, according to available statistics, 
in 1913 practically 47 per cent of all 
the issues dealt in were foreign issues. 

It is therefore obvious that thus far 
only a portion of what is required in 
the nature of international financing . 


124 


* 


i FoRgreN SECURITIES, IN 


` has been accomplished. As has been . 


pointed out before, we are the’ only 
great country whose capital the rav- 
ages of war have not impaired to any 
appreciable extent. Unless, therefore, 


we are willing to pursue a policy of © 


isolation, willing to, wash our hands of 
the responsibility of placing a devas- 
tated world upon its feet, willing to 
look out for our own immediate needs 
first, and for those of the rest of the 
world afterwards, we shall be obliged 
to take active measures to participate 
in international finance to an extent 
never before realized. It 1s not only 
these considerations, however, which 
urge us forward upon a policy of in- 
creased participation in international 
finance. 


Tas Wispom or FOREIGN Invest- 
MENTS . 


Commercial Advantage 


The development of our industries, 
from a quantitive point of view, as 
well as from the point of view, of 
technique, has been amazing during 
the past few years. The production 
of our’ commercial and industrial 
corporations 1s probably much more 
than sufficient to supply our normal 
present domestic needs. It is there- 
fore evident that unless we find other 
markets for our increasing production, 
we will be faced with the necessity, 
when Europe begins to find itself again, 
of curtailing our production and with 
the consequent disarrangement of the 
economic life of the country that such 
a step would entail. 

We must lend financial aid to other 
countries, if only for the purpose of 
fostering our own industries. There 
have been those who have taken the 
position recently that the lending of 
money to foreign governments or 
corporations or individuals does not 
mean that such funds will necessarily 
be spent in this country for the purpose 
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of purchasing our products, and it has 
‘been ‘pointed out in .this‘connection 
that the developments 1 in Europe for 
a decade prior to the war are ample 
proof of the soundness of their views. 
England and France during that pe- 
riod were by far thé heaviest investor 
in foreign securities. Germany in- 
vested relatively a small amount, and 
yet, during this same period the for- 
eign commerce and trade of Germany 
increased to a greater extent than that 
of either of her two riva's..-. 

It is therefore argued that a similar 
development may very well-occur in 
this country. In other: words, that 
we will lend our capital but reveive no 
advantages in the way of increased 
foreign trade. It is essential in analyz- 
ing this contention that we bear in 
mind the changed conditions existing 
at the present time as compared with 
those existing prior to the war. 

We are the only nation that can 
supply many of the most necessary 
commodities in anything like the 
requisite quantity. Foreign govern- 
ments and corporations, whether they 
like it or not, will be compelled to make 
their purchases in this market. It 
is not a question of choice. It is a 
matter of absolute necessity. That | 
this situation may change at some 
time in the future is quite possible, 
but in the meantime, present condi- 
tions will make it possible for the 
United States to reap, as it were, the 
entepreneur’s profits, and the foothold 
which she obtains, in addition, in the 
foreign markets of the world she should 
be able to maintain, at least in part, 
even under changed conditions. 

Apart from the collateral commer- 
cial advantages to be derived by this 
country from a policy of increasing 
participation in foreign investments, 
there are certain direct and very im- 
portant advantages which this coun- 
try will derive from such a policy. 
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Advantages of Diversified Investments 


It is an old axiom that “it is not well 
to put all one’s eggs in one basket.” 
If this country is able to develop and 
maintain a great body of private in- 
vestors, whose holdings are diversi- 
fied and whose interests reach out over 
the entire world, our financial structure 
will be a great deal sounder than it 
would be if our holdings of securities 
were purely domestic. While the de- 
velopment of means of communication 
and of closer commercial relations has 
brought the various countries of the 
world more closely together than they 
were formerly, and while the economic 
conditions prevailing in any one part 
of the world are usually reflected 
throughout the entire world, it is 
undeniable that periods of local depres- 
sion and unsettlement of business in 
one country may exist without having 
exactly the same conditions in other 
. countries. A diversity of interests on 
the part of the American investor, 
therefore, will mean a great stability 
of return and a sounder condition in 
our investment structure. 

Another advantage to be considered 
is that such diversity of investments 
is m the nature of an insurance for 
the nation. One of the reasons Great 
Britain was able to get on her feet so 
quickly after the first shock of the 
outbreak of the World War was that 
she was able to mobilize her invest- 
ments in American securities and re- 
sell them to us, thus obtaining funds 
and credit which would not have been 
available through any other means. 
At that time her home securities were 
practically unsalable; her security in- 
vestments in allied, and of course in 
hostile countries, were frozen, but she 
had sufficient quantities of American 
securities to enable her, through their 
liquidation, to withstand the initial 
shock. l 

That a similar condition may arise 
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in the future in this country is well 
within the bounds of belief, and for 
this reason, if for no other, it would 
seem to be the part of foresight and 
wisdom, to have in this country at all 
times a sufficient amount of securities 
of other countries to enable us, in times 
of stress, to turn at least a portion 
of our investment holdings into cash. 

Considerations of humanity and of 
self-interest both, therefore, seem to 
dictate that the American investor 
shall in the future take a greater 
interest in the securities of foreign 
governments and corporations than he 
has heretofore. But it remains to be 
seen how the American investor can 
be reached and how foreign invest- 
ments can be made sufficiently attract- 
ive, particularly such issues as foreign 
corporate bonds. 


INVESTMENT CONDITIONS IN Evro- 


PEAN MARKETS 


In forming any opinion in this 
matter, it will be helpful: to examine 
the situation prevailing in the older 
European markets with a view to de- 
termining whether the conditions 
there are likely to be duplicated 


here. 


There are no exact statistics avail- 
able of the holdings of foreign securi- 
ties in the three European countries 
that were financially most important 
prior to the war, namely, England, 
France and Germany. From esti- 
mates which have been made and from 
opinions expressed by financiers and 
scientists in Europe prior to the war, 
it is evident that the most active 
market for foreign securities was 
London. Relatively, however, France 
had the greatest security interests in 
foreign countries, that is to say, a 
relatively larger portion of her natural 
wealth was invested in foreign securi- 
ties than in the case of England, while 
Germany, both relatively and abso- 
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lutely, had the smallest interest m 
securities of this class. 

France-—An estimate was made in 
1903 by the French minister of foreign 
affairs to the effect that at that time 
the investments of France in foreign 
securities and enterprises amounted to 
thirty bilions of francs, and — were 


distributed as follows: 
Countries Billions of Francs 
WUSODES oi ik saa a nea GENRA 21.0 
sc, ANSI Bc on bao tule a aes Ves wiatetina hentia 1.1 
AIP oct 2g er iena eaan oms 3.7 
North America, including Mexico .... 1.1 
Central America... 0... eee ee eee 3 
South American and Pacific Ocean ... 2.7 
Total eieiei es ie cin ha eos meek 29.9 


This would mean that around that 
time about one-third of the național 
wealth of France was invested abroad. 

At the end of the year 1910 there 
were approximately 1,800 securities 
listed in the official part of the French 
quotation sheet, of which a little more 
than 40 per cent were foreign issues. 
Among these foreign issues, more than 
60 per cent were those of governments, 
municipalities, etc., while of the foreign 
corporate securities, constitutmg about 
35 per cent of all’ foreign securities 
listed, the vast majority were railroad 
bonds. 

England —Similar statistics are not 
available for the two other principal 
European financial countries, viz., Eng- 
land and Germany. Consequently 
the only figures available that will 
tend to furnish an approximate illus- 
tration of the situation are those re- 
ferring to the securities listed on the 
respective stock exchanges, although 
these, of-course, by no means comprise 
all the foreign securities held in these 
countries, 
are sufficient for our specific purposes. 

The total foreign securities listed on 
the London Stock Exchange in 1914 
- amounted to a somewhat larger pro- 
portion than in France, being approxi- 
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Approximations, however, . 
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mately 47 per cent of all issues listed. 
However, among the foreign securities ' 
themselves the relation: was entirely. 
different. Only approximately 28 per 
cent of these foreign securities were. 
those of governments, municipalities, 
ete., while the remainder was consti- 
tuted by corporate securities, about 42 
per cent being those of railroads and 
public utilities, and about 30 per cent of 
industrial enterprises. The corporate 
securities were about equally divided 
between shares and bonds, the bonds 
being a trifle more numerous. How- 
ever, among the industrial securities 
there were practically no bonds, their 
total aggregating about 8 per cent of 
all foreign securities listed in London, 
while the railroad and public utility 
bonds constituted about 28 per cent. 
Germany.—As is evident from pre- 
vious remarks, the official quotation 
sheet of Berlin contained by far fewer 
foreign securities, viz., about 17 per 
cent. Among the foreign securities 
there were about 60 per cent of foreign 
states, municipalities, etc., about 33 
per cent railway bonds, and only about 
7 per cent shares, chiefly of railways 
and a few banks, while there were prac- 
tically no securities of foreign indus- 
trial enterprises other than railways. 
From the statistics above mentioned, 
it is evident that the bulk of the foreign 
financing which has been done in the 
three chief European money markets 
has been accomplished primarily by 
the placing of foreign government or 
semi-government issues, railroad bonds 
and by corporate shares, while foreign 
corporate bonds, other than railroad 


‘bonds, have been used to a compara- 


tively slight degree only. It is also 
evident that a considerable portion of 
it was dictated by political considera- 
tions. Arguing entirely from these 
premises, therefore, it would seem as 
though the opportunity for the intro- 
duction of foreign corporate bonds in 
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this market was not £s great as that 
for government issues or speculative 
shares or bonds. 

On the other hand, i must be borne 
in mind that we are living at the 
present time under entirely different 
conditions from those prevailing prior 
to the war. These chenged conditions 
must be taken into consideration in 
arriving at a conclusicn regarding the 
possible course that the introduction of 
foreign issues in this market will take. 


Bonn BUYERS IN tae UNITED STATES 


We have in this couatry a compara- 
tively small body of imvestors in cor- 
porate bonds outside of the so-called 
capitalistic class. The average man 
in the past has not bought securities. 
He has deposited his funds in banks 
and savings banks or has saved through 
the medium of insurance, if he has 
saved at all. The result is, that the 
great mass of corporaze bonds held in 
this country are held by banking 
institutions, Insurance companies and 
other similar corporations. The ap- 
peal must now be made direct to the 
investor himself. ‘Ths has been made 
much easier because of the great 
amount of educational work that was 
done in connection with the flotation 
of the various Liberty Loan issues. 
A tremendous number of individuals 
are now owners of United States 
government bonds who in the past 
never owned any securities. Very 
likely because of this we shall find a 
direct demand on the part of the 
private investor for corporate bonds 
such as has not existed heretofore. 

Even if this demand should develop, 
however, it is by no means certain 
that any material portion of it can be 
diverted into foreign issues. The rate 
of return afforded by our domestic 
corporate bonds is so substantial at 
the present time that the investor does 
not feel attracted by the slightly higher 
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yield tc be obtained on foreign issues. 
Other things being equal, he will pre- 
fer to have his money invested in 
securities with the nature of which he 
is somewhat familiar. Therefore, until 
domestic corporate bonds yield less 
than they do at present or until foreign 
corporate bonds yield more, it is 
probably not in strictly investment 
foreign corporate bonds that the 
American investor will take his initial 
plunge into foreign corporate securities. 
It is to another class of investor (for 
he is an investor just as surely as the 
“rentier”) namely, the speculator or 
pioneer that we shall probably have 
to look. 


The Speculative Investor 


This type of investor is not inter- 
ested in increasing his income by one or 
two per cent. He is willing to risk 
in order to reap larger profits and, 
naturally, will not ordinarily buy 
bonds or fixed income bearing obliga- 
tions of established industries, at 
least, not for all of his fortune. For a 
part, and sometimes for ail, he prefers 
securities that carry the possibility of 
considerable enhancement in capital 
value. The economic progress in new 
parts or long neglected parts of the 
world, has been due to this type of 
investor. Without him the phenome- 
nal development of our own middle 
west and far west within less than one 
lifetime, would have been utterly 
impossible. The same is true of the 
progress that has been made, for 
instance, in some parts of South 
America during the last two decades, 
and the same will be true in the case 
of the tremendous territories now 
dormant, in the sense of modern 
economic life, such as China, Siberia 
and others. 

The history of foreign investment 
markets bears ample testimony to the 
fact that it was the same class of 
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investor who first took an interest in 
foreign corporate securities. It has 
generally been true that the original 
= issues of other than home securities 
in any financial market, outside of gov- 
ernment or quasi-government obliga- 
tions, such as appeal to the “rentier,” 
have been of such a nature that they 
carried with them an opportunity for 
considerable profit rather than a fixed 
return. Subsequently, as a given 
proposition or a given country became 
better known and more developed, it 
was possible to place bonds or fixed 
income bearing obligations with the 
small investor, but usually this was 
only after the pioneer had blazed the 
trail, 


Facrors Favore Forrren Corro- 
RATE BoNps 


Exchange Rates.—Thesituation likely 
to govern the introduction of foreign 
corporate bonds in this country in 
the near future is, however, entirely 
different to the conditions which have 
prevailed in the’-past in the older 
countries abroad. We are living in 
this country in a period that is unique 
in the history of the world, in that we 
have never before witnessed such a 
relatively high value of the dollar as 
exists today, that is to say, such a 
depreciation in the moneys of other 
countries. The pound sterling is sell- 
ing at approximately 30 per cent dis- 
count, the frane at about 65 per cent 
discount, the lire at about 72 per cent 
discount and the mark at about 95 
per cent discount, while Austrian 
kronen are selling at even greater 
depreciation. Because of this situa- 
tion it becomes possible for the Ameri- 
can investor to purchase the fixed 
interest bearing obligations of foreign 
. countries or of well established enter- 
prises located in well developed coun- 
tries at a price in American dollars 
which should in the long run show a 
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considerable profit upon his original 
purchase. 

The American investor who today, 
for example, purchases the soundest 
corporate bonds of English enterprises, 
the interest on which has been paid 
for many years, will have an addi- 
tional profit of approximately 45 per 
cent on his investment when exchange 
again becomes normal. The investor 
in securities in other countries would, 
as has been shown, have an even 
larger profit by virtue of a return of 
exchange rates to normal. 

It would seem, therefore, as though 
the opportunity were ripe «for the 
introduction in this country of foreign 
corporate bonds at the present time, 
an almost’ absolute assurance that 
they would appeal to the American 
investor, provided he were thoroughly 
informed of the nature of the security 
and the possibilities of such invest- 
ments. This is particularly true be- 
cause, as has been pointed out, the 
depreciation in exchange is such that 
the purchase -of investment issues 
abroad will appeal to that type of 
investor who wishes to make more than 
a fixed return upon his money. 

Interest Ratés-—One of the things 
which has hitherto retarded the intro- 
duction of this type of security in the 
American market has been the fact 
that it has been possible for European 
industries to borrow money more 
cheaply in their own markets than 
they ‘could in this country. It has 
been true, in most of the countries of 
Europe, even during the war, that 
interest rates were lower than they 
were here. ‘There was, therefore, no 
incentive for the foreign corporations 
to come to the American money mar- 
ket, nor was there any incentive for 
the American investor to place his 
money abroad, owing to the fact that 
he was able to obtain securities with 
which he was familiar that returned a 
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better yield on his money. Up until 
recently, the various foreign exchanges 
had not depreciated to such a con- 
siderable extent, and therefore this 
element of attraction, also, was lacking. 

This situation is, however, in proc- 
cess of change. The depreciation in 
foreign exchange above referred to, 
and the desirability of obtaining credits 
in the United States for the purchase 
of commodities has made it exceedingly 
desirable for foreign corporations to do 
at least a portion of their borrowing im 
` the American market. For such bor- 
= rowings, the present condition of the 
exchange market makes it possible 
for them to pay a considerably higher 
rate of interest than they could under 
normal conditions, and a considerably 
higher rate of interest than American 
corporations could afford to pay for 
similar loans. There is, therefore, 
every prospect that for this reason, if 
for no other, foreign corporations will 
compete with domestic concerns for 
capital in the American money markets. 

European Interest Rates —Moreover, 
since the end of the war there has been 
an upward movement in interest rates 
throughout Europe so that the level 
there at the present time is approxi- 
mately that prevailing in this country 
or higher. Owing to the tremendous 
demand for capital and credit arising 
from the process of rehabilitation and 
reconstruction, it is practically a fore- 
gone conclusion that interest rates in 
the European money markets’ will 
advance still further. It will then 
become profitable for foreign indus- 
tries, other than those requiring dollar 
eredits, to turn to the American money 
market. It will then become necessary 
for them also to compete with our 
domestic issues, and this should bring 
about an increase in the interest return 
to ‘the American investor which is 
certain to arouse his interest. When 
this situation is considered in con- 
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junction with the possibilities arising 
from the depreciated condition of 
foreign exchange, it would seem as 
though we had arrived at a place 
where we were about ready to consider 
actively the possibility of introducing i 
foreign corporate issues here. 


PUBLIC INTEREST IN FOREIGN 
SITUATIONS 


In order to obtain the best possible - 


results, it will be necessary ‘that the 


American investor be fully informed 
of the nature of the security which is 
offered him, of the conditions prevail- 
ing mm „the countries containing the 
industries whose securities are being 
offered, and, in general, that he should 
become familjar with the exact status 
of his proposed investment. 

For this, it will be necessary to have 
the newspapers and other publications 
of this country give a great deal more 
space and attention to foreign condi- 
tions than they have heretofore. One 
of the results of the Great War has 
been to arouse the interest of the 
American people in the doings of other 
lands and to increase their fund of 
information regarding various foreign 
governments and the conditions pre- 
vailing in other countries. This state 
of mind of the American people, if it 
is fostered by responsible publications, 
should lead to a more exact knowledge 
of conditions in foreign countries, and, 
therefore, to a greater interest in the 
securities originating there, and this 
should be one of the elements which 
will make possible an increasing par- 
ticipation by American investors in 
foreign securities. 


Tue SMALL Investor AND. FOREIGN 
SECURITIES 


There is another development which 
has come about recently which should 
tend to bring about an increased 
participation of American capital in 
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international finance. Even granted 
that the average American investor is 
fully informed of the relative merits of 
foreign securities, it still remains true 
that the investor of moderate means 
has not a-sufficient amount of capital 
at his disposal to diversify properly- his 
risks. It may very well happen that 
one or two of a stated number of foreign 
investments turn out to be worthless. 
- On the other hand, if an individual’s 
holdings are sufficiently diversified he 
wil still be in a position to reap 
substantial profit on his total holdings, 
by virtue of the fact that the remainder 
return him an unusual profit. Some 
means should, therefore, be devised to 
enable the small investor to diversify 
his holdings. A beginning has already 
been made here in the formation 
of investment companies, the purpose 
of which is to purchase foreign securi- 
ties, something along the lines of the 
Scottish investment trusts. The Scot- 
tish investment trusts usually issued 
their own obligations to their investors 
and with the proceeds thereof pur- 
chased the obligations of foreign ‘gov- 
ernments and foreign industries, so 
diversifying their holdings that the 
risks were comparatively slight and the 
possibilities for profit considerable. 
Several similar companies have been 
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formed recently or are in process of 
formation, and the prospects are that 
a great many more will ultimately be 
brought into being, thus providing the 
somewhat indirect but very important 
method of enabling the small investor 
to participate in foreign investments 
on a rather safe basis, namely, by secur- 
ing a diversification of interests and 
selection based upon expert knowledge. 

From the evidence that has been 
adduced, it would seem as though the 
time were at hand when the American 
investor can and will purchase foreign 
corporate securities. The stage is 
set. That there are still many obsta- 
cles to be overcome is undeniable; 
that a vast amount of educational 
work must be done is evident. The 
process of orientation in the light of 
changed conditions will of necessity 
be gradual, but we will find ourselves 
ultimately. To this end we will 
require the utmost coöperation by all 
far-seeing elements of the country. 
Nationalism ahd internationalism in 
finance are not two opposed and hostile 
ideas; they go hand in hand; and this 
is the doctrine that must be preached 
and accepted if America is to seize 
and hold her rightful heritage—the 
material and moral leadership in 
world affairs. 


Canadian Bonds 


By G. A. MACPHERSON 
Member of A. E. Ames and Company, Toronto, Ontario 


COMMON INVESTMENT INTEREST BE- 
TWEEN CANADA AND THE UNITED 
STATES 


F% a long periocč of years pur- 
chasers of securities (both spec- 
ulative and investment) in North 
America have been buying govern- 
ment, municipal and corporation secur- 
ities without much regard to interna- 
tional boundaries. In practically every 
crossroads town in Canada, you will 
find owners of securities of some of 
the following: United States Steel Cor- 
poration, Great Northern Railway 
Company, Northern Dacific Railway 
Company, New York Central Rail- 
road Company, Pennsylvania Railroad 
Company, Erie Railroad Company, 
Twin City Rapid Trensit Company, 
and other well known Corporations. 
Neither is it an uncemmon thing to 
find United States investors who are 
owners of securities of some of the 
following: Canadian Pacific Railway 
Company, Canadian Northern Rail- 
way System, Grand Trunk Railway 
Company of Canada, Dominion of 
Canada, the various Provinces and 
all the larger Canadian Cities, as well 
as a’ large number >f corporations 
such as, Shawinigan Water & Power 
Company, Montreal Light, Heat & 
Power Consolidated, Montreal Tram- 
ways Company, Nove Scotia Steel & 
Coal Company Limited, ete. These 
holdings indicate that there is a com- 
mon investment interest between peo- 
ple in Canada and the United States. 


Reasons FoR Inrex-RevATION OF 
SECURITY FLGLDINGS 


The ordinary observer may assign 
sentiment as the mair. reason for this 


inter-relation of security holdings, but 
sentiment alone would be, in our esti- 
mation, a frail foùndation for any 
permanent progress in this connection. 
We believe that the reasons for this 
common interest are sentiment, trade 
relations and satisfactory security 
values. 


Sentiment 


It would be a rash man who, today, 
would undertake, in either Toronto or 
New York, to separate by casual ob- 
servance United States citizens from 
Canadian citizens. We nearly all 
speak the same language, wear the 
same kind of clothing, eat the same 
style of food and use the same cus- 
toms and manners, as a large per- 
centage of both countries are of An- 
glo-Saxon ancestry. Practically every 
Canadian summer resort is well patron- 
ized by United States citizens, and Ca- 
nadians by the thousands spend several 
winter months in California and the 
Southern Atlantic States. 

We may even say that we think 
alike, the most conclusive evidence of 
this being the fact that in 1915 we com- 
memorated the one hundredth anni- 
versary of peace between the United 
States and Canada, countries which 
adjoin for approximately four thou- 
sand miles without a single border fort. 
During the time that the Canadian 
Army, for overseas service in the Great 
War just finished, was recruited under 
the volunteer system, there were so 
many volunteers from various sections 
of the United States that it was found 
advisable to form a separate unit, 
which was called the “American Le- 
gion.” Theserelations were morefirmly 
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Year Canadian Exports Imports Total Trade 
Total Trade to U.S. from U.S. with U.S. 

BIO cs eda enawa ak ian 144,811,000 37,228,000 21,697,000 58,925,000 
T8800 s caw awe 159,693,000 29,566,000 28,193,000 62,696,000 
1000 sis wa ene eee eS 209,514,000 36,213,000 51,365,000 92,814,000 
OOO tae ba ys aaa ee owas 372,699,000 59,666,000 102,080,000 178,463,000 
M00: E eee 465,242,000 70,426,000 152,431,000 240,142,000 
WOO eeii mire puins 677,191,000 104,199,000 217,502,000 . 336,652,000 
TO E EEA ods 759,147,000 104,115,000 274,844,000 404,331,000 
LO a tN ead Sau ea eee 862,799,000 102,041,000 330,428,000 476,889,000 
BOLO ie E E 1068,749,000 139,725,000 435,770,000 608,252,000 
EE EE E 1112,690,000 163,373,000 395,565,000 611,245,000 
1? Gs aan er eer naka 1078,248,000 173,320,000 296,632,000 644,026,000 
DOIG os eae pees E 1424,949,000 201,106,000 370,496,000 718,918,000 
EEN iy geen aera ero 2949,195,000 280,616,000 664,219,000 1164,502,000 
TONS EEEE ....- 2564,484,000 417,233,000 . 791,906,000 1247,501,000 
WOLD EEE 





cemented bythe entrance of the United 
States into the Great War on the side 
of the Allies. 


Trade Relations 


With such pleasant relations exist- 
ing between the United States and 
Canada, one would expect to find a 
great interchange of trade. ‘This is, 
indeed, the exact situation and the 
growth of this trade is shown in the 
following table. 

The foreign trade of Canada in 1918, 
with a population of seven and one- 
half millions, exceeded by over $100,- 
000,000 the foreign trade of the United 
States in 1904 with a population of over 
seventy-five millions. The trade of 


exceeded by over $90,000,000 the 
foreign trade of the United States in 
1879 with a population of over fifty 
millions. Canadian purchases in the 
United States in 1918 exceed by over 
$87,000,000 the foreign trade of the 
United States in 1869 with a popu- 
lation of over thirty-eight millions. 
Over half of Canada’s trade is with 
the United States. 


Satisfactory Security Values 


The experience of United’ States in- 
vestors who have been purchasers of 
Canadian government, provincial and 
corporation bonds, has been very fa- 
vorable, in fact, much more favorable 
than their experience with their own 





Canada with the United States in 1918 securities. As a result, the volume of 
Year Sold in Sold in the Sold in the Total 
Canada United Kingdom U.S. 

TOD oh wearer cans EEIE $35,149,000 $85,621,000 $9,256,000 $134,874,000 
VOUG anea ea ea 23,304,000 26,563,000 4,118,000 53,987,000 
MOO ck vie bee Se eas 14,761,000 63,095,000 4,779,000 82,635,000 
1908..... pe Ss eden ee 24,585,000 165,455,000 6,316,000 196,356,000 
TIOJ a oad ont bee eee 60,433,000 194,356,000 10,367,000 265,158,000 
1910 eera Salar We we 39,296,000 188,070,000 3,634,000 231,000,000 
LOU 2 ao ee whe aes 44,989,000 204, 269,000 17,553,000 266,812,000 
B12 6 evs Oeate ees 37,735,000 204,236,000 30,966,000 272,937,000 
LOLS ee oer Olas 45,608,000 277,470,000 50,720,000 373,795,000 
LO Aes so oo5 Gas dass BE kes 82,999,000 185,990,000 53,944,000 272,935,000 
1918 6k wes Os degen anaes 114,275,000 ` 41,175,000 178,606,000 335,106,000 
TOLO; aeaa pao aOR ees 102,938,000 5,000,000 206,943,000 356,882,000 
TORT oo 559 bss Fake 546,330,000 5,909,090 174,708,000 726,039,000 
TOG kc c haba a ees 727,446,000 14,600,000 33,310,000 775,356,000 
TOG os deere gave kes 716,000,000 150,000,000 $76,000,000 


(1 month estimated) 
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Canadian bonds sold in the United 
States, as shown in the preceding table, 
has considerably increased over a period 
of years. 

With all the effort that is being made 
to educate the United States investor 


to buy-foreign bonds for the purpose " 


of extending credit to foreign nations, 
you very seldom see included in the 
list of these foreign nations, the 
name of Canada. It has become 
a settled conviction with the financial 
houses of the United States that 
any reasonable amount of money 
required by the government of the 
Dominion of Canada, or any of her 
provinces cr large cities, or any of 
her satisfactory corporations, can be 
readily secured in the United States, 
providing the issues are framed to 
suit market conditions. 


CANADIAN FINANCE DURING THE War 


As a result of the well organized war 
effort of the Canadian people, the 
Canadian Army made a record of 
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which Canadians may well be proud, 
and Canadian industry adjusted itself 
to war conditions so readily that a 
very enviable record for quality, speed 
and certainty of supply was made in 
the manufacture of munitions. Great 
as were these two achievements, Can- 
ada’s best record was made in finance, 
as previous to the war approximately 
87 per cent of all Canadian bonds were 
sold outside of Canada and only 13 
per cent marketed at home, while it is 
estimated that in the year following 
the war (1919) 83 per cent were pur- 
chased by Canadian investors. 

In addition to the purchase of the 
new issues, a great volume of the issues 
which had been sold originally in the 
English market, has been repurchased 
and redistributed in Canada; so that 
considering the present purchasing 
power of the Canadian investor, the 
extension of Canada’s foreign trade 
and her all round development, it 
would not be surprising if, during the 
next ten years, she should become a 
creditor instead of a debtor nation. 


INVENTORY OF THE NATIONAL WEALTH OF CANADA 


Items Estimated 

l Present Value 

Agriculture—Improved lands... 0.0... sce cece cece ence eee ene e nen eens $2,'792,229,000 
Bileinrs eo. 22st oct bee Gas dee eeh a cee sanwetie en tas cans aes 927,548,000 ` 

Toplerenis 5 45d cuore Sees a a ER a a i 387,079,000 

Tive DOCE orere EEE AA ORR eee Ae hase 1,102,261,000 

Fishing—Total capital investėd. sa isas sericis eresiiarde iene tinen sia iais 47,148,125 

Mines—Value of buildings and plant... 2.0... ec eee eee e ec enees 140,000,000 

Manufactures—Plant and working capital... . 0... cece eee ee eens ¢,000,000,000 

Railay ci ocas hase a a A A EON E E AT ONE SEAS OSA 2,000,000,000 

Street Railwavs....... ss iach, re itt les EIIE Sli Lie ae ata tHe E en eh Rea led 9S Ng 160,000,000 

aaa Go oleae Se este ea es Ae WRC a Re Baa E ee EE E 123,000,000 

SHIPPING iw. 3 kaa Wns Cae oes = ee E E ne Tet en Ra eer pene ne 35,000,000 

Telegraphs. . 2... 0c -ccee esses enes agi chew plete e Sars S iekada reese ead Shee ss 10,000,000 

Tele pHOUGS s 4.4 faa $0.05. nc plete west n dae E Maleate wae Cand Riane owe eee = ieee 95,000,000 

Real Estate and buildings in cities and towns (based on assessments of 140 localities) — &,500,000,000 

Clothing, furniture and person effects. ..... Ve uae aunt oct Cara ee eed 800,000,000 

Coin‘and bullion—held by Receiver General... ........... 220 e eee ees eee ee 119,000,000 

Specie ID DANES: oy oda aise aetna hoes ate EE we as 82,000,000 

Value of token currency... 0... ccc cece cee ce ee eee cet eeres 7,500,000 

Imported merchandise in store... 1.6... eee ee eee eee eee eee ee eneee 250,000,000 

Current production—Agriculture. 0.0.0... sc cece eet c ence meee t cnet nse eenens 1,621,028,000 

PSO pg vn tw pi ea oe a SoMa ao an ET ET ETS 39,000,000 

, Forestry oes oue aE E ARENT EE AEA 175,000,000 

Mining. aeaeaei raina nA EONA ee er Serer 190,000,000 

Man ufaevoring «6c <2 vanced 62 howe Meee ahah eeeeseenews 2,400,000,000 


Total... ooann. E nite eerie nee AT AA E ae T $19,002,788,125 
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PROVINCIAL STATISTICS 


Area Total Debt Net Debt ; 
Province Popula- Square Funded per Net Debt per Revenue | Expendi- 
tion Miles Debt Capita Capita - ture 
Alberta. ...sasess 529,000| 255,285| $31,500,200) $59.54 | $16,246,149 | $30.71 $9,527,424| $8,303,806 
British Columbia .| 392,480} 355,855| 27,751,936 70.25 23,362,652 59.53 8,882,846 8,073,565 
Manitoba........ 613,000; 251,832; 35,870,870 58.51 14,623,802 23.86 7,631,598| 7,308,680 


New Brunswick... 8,092,211) 3,665,283 


Á apm, | rape nee | i fc a d Ea in it | rr | POOO Hse 


Nova Scotia...... 2,304,076] 2,849,842 


RE ReR P O OA | iN E ARR | | Aili ASANO OOOO | rere 


Ontario. ......... 2,023,274] 407,262} 75,645,917 | 29.98 | 74,554,055 | 29.55 | 19,270,123) 17,460,404 
Pr. Edward Island 93,728 2,184 $18,000 8.72 673,767 7.18 501,293 523,617 
Quebec. ...., n... 2,880,042} 703,653! 39,827,769 | 16.73 | 38,015,654 | 15.97 | 13,806,390] 11,423,497 
Saskatchewan ... 733,660) 251,700} 29,990,906 | 40.88 16,831,291 22.94 8,278,465) 6,884,534 





Marker FOR CANADIAN SECURITIES 
IN THE UNITED STATES 

In connection with the marketing 

of Canadian securities in the United 

States, practically every United States 


Bond House of any importance has, at. 


one time or another, been interested 
in Canadian issues. During the last 
ten years the Dominion government 
and every province, with the exception 
of Prince Edward Island, and practi- 
cally every large Canadian city has 
made at least two issues, and some 
many more, in the United States. Some 
of the best known and most traded in 
Canadian issues are as follows: 


Dominions 
5’s due April, 1921 
5’s due April, 1926 
5’s due April, 1931 
5}’s due August, 1921 
57s due August, 1929 
5’s due March, . 1937 
and various internal issues payable in Canada 
only. 
Province of Alberta 
5’s due August, 1922 
42’s due December, 1923 
5's due February, 1924 


Province of Manitoba 
5’s due’ February, 1920 
5’s due October, 1920 
5’s due April, 1922 
6’s due February, 1928 


Province of New Brunswick 
54’s due May, 1922 
43’s due December, 1925 

6’s due February, 1928 
53's due December, 1929 


Province of Nova Scotia 
5’s due January, 1926 


Province of Ontario 
5’s due February, 1920 
5’s due May, 1922 
57s due April, 1922 
5’s due January, 1922 
53's due August, 1924 
42’s due May, 1925 
4’s due March, 1926 
6’s due February, 1928 
53’s due December, 1929 
53’s due September, 1929 


Province of Quebec 
5’s due April, 1920 
5’s due June, 1926 


Province of Saskatchewan 
5’s due October, 1925 
4’s due July, 1923 


5’s due December, 1920-1925 


5’s due May, 1925 x 4}’s due July, 1926 
5’s due May, 1926 5’s due May, 1926 
6’s due August, 1928 6’s due July, 1938 ~ 


Province of British Columbia 
44's due December, 1925 
43’s due July, 1926 

5’s due July, 1939 


5’s due April, 1939 
Municipal 


Toronto—4’s, 437s, 5’s, and 57s various 


maturities 
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Monireal—6’s due May, 1923 
l 5’s due May, 1936 
5’3 due November, 1956 
Winnipeg—5 s due October, 1926 
Oitawa—5’s various maturities 
Greater Winnipeg Water District 


_ &’s due April, 1920 
' §’s due July, 1921 
5’s due July, 1922 
5’s due February, 1925 
6’s due August, 1923 
@s due January, 1924 : 
Corporations 


Canadian Pacific Railway notes, 6’s due 
March, 1924 

Canadian Pacific Railway Equipment, 43’s 
due January, 1920, 1928 

Grand Trunk Railway Equipments, 

Canadian National Railway Equipments, 

Montreal Light Heat & Power, 43’s due 
January, 1982. 

Shawinigan Water & Power, 5’s due Jan- 
uary, 1934 

Cedar Repids Manufacturing & Power 
Company, 5’s due January, 1953 

Laurentide Power Company, 5’s due Jan- 
uary, 1946 

Toronto Power Company, 5’s due July, 1924 


THE ANNALS OF THE AMERICAN ACADEMY 


Electrical Development, 5’s due March, 
1933 

Montreal Tramway, 5’s due July, 1941 

Dominion Power & Transmission, 5’s due 
April, 1920, 1932 

‘Domimion Glass Company, 6’s due June, 
1933 

Bell Telephone of Canada, 5’s due April, 
1925 i f 


The concrete evidence of a grow- 
ing interest in Canadian securities in _ 
the United States is shown in the 
establishing, in Canada, of branches of 
three of the largest United States bond 
houses. With the number of issues 
regularly traded in becoming’ greater 
year by year, and more United States 
bond houses establishing branches in 
Canada as well as Canadian firms 
establishing branches in the United 
States, we believe that prime Cana- 
dian securities will in a few years be 
one of the most popular forms of 
investment in the United States. 


Latin American Securities 


, By Witt 8. Kies 


Formerly Vice-President of The National City Bank of New York and of the American 
International Corporation, now of Aldred and Company 


Foreign MARKETS AND [INVESTMENT 
URING the last five years we 


have heard much about the. 


necessity of developing a market in the 
United States for foreign securities. 
Just before the war the country had 
awakened to the fact that the capacity 
of our manufacturing plants was in 
excess of our domestic demands, and 
that in order to insure the industrial 
prosperity of the United States it was 
necessary to develop foreign markets. 
Those who gave study to the subject 
saw immediately that permanent mar- 
kets must be built upon the foundation 
of foreign investments; that the reason 
why England and Germany controlled 
the larger part of the South American 
trade lay in the fact that these coun- 
tries had invested something over four 
billions of dollars in the securities of 
the South American Republics, and 
that the enterprises controlled through 
. these investments became permanent 
users of English and Gernian supplies. 
Usually, too, the government loans 
made contained a provision that the 
proceeds of the loan were to be ex- 
pended in the country making the 
investment. 

The passage of the Federal Reserve 
Actin 1913 opened the way for branches 
of American banks abroad, and through 
these agencies, and the,development of 
organizations like the American In- 
ternational Corporation, the instru- 
mentalities were created for the inves- 
tigation of foreign investment business. 


FOREIGN [INVESTMENT BANKING 


The World War threw out of ‘gear 
the mechanism. of international ex- 


change. It shut off from South Amer- 
ican countries their financial markets, 
and made it impossible for them to 
obtain any further credit in Europe. 
Foreign investment banking was a new 
field for the American banker. It 
required investigation and study, and, 
more than that, successfully to handle 
foreign investments, required a market 
in the United States. The American 
investor, in the past, has had plenty of 
opportunities for investment in his 


` own country, and, as a matter of fact, 
we ourselves drew upon Europe for the 


development of our own resources. 
The only considerable amount of 
American money invested in a foreign 
country was that which was placed in 
Mexico, and the unfortunate experience 
of our investors in that country has 
resulted in a lack of enthusiasm among 
our investors for foreign securities 
in general, especially in countries 
concerning which our knowledge is 
limited. 

Sound banking practice demands 
that the resources of our national and 
state banks should be liquid. This 
precludes our banks making long term 
loans to foreign countries. If we are 
to make these foreign investments, 
they must be distributed among the 
investors of this country, and this 
necessitates a campaign of education. 
The process of educating our investors 
to the importance of making foreiga 
investments is a difficult one, and while 
much work has been done along this 
line in the last few years, the great 
task is still before us if real results are 
to be accomplished. 
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INVESTMENT OF THE UNITED STATES 
IN SOUTH AMERICAN SECURITIES 


I have been asked to write specif- 
ically of South American securities. 
The layman may have an idea that a 
great deal has been accomplished in the 
making of a market for South Ameri- 
can securities, due, probably, to his 
having read so much on the subject 
and to having heard the matter dis- 
cussed at commercial association and 
trade meetings. As a matter of fact, 
very little progress has, up to the pres- 
ent, been made, if progress be measured 
by the amount of securities placed. 

In the early days of the war (May, 


1915) the Argentine floated $25,000,- 
This was. 


000 of three-year notes. 
followed later by a short term accept- 
ance credit. The City of Sao Paulo, in 


Brazil, made a loan in this market’ 


in 1915, which has recently been funded 
into a larger loan of $8,500,000. The 
City of Rio de Janeiro, in May of this 
year, arranged for a $10,000,000 serial 
loan (1922-1930) the proceeds of 
which are to be used for funding 
existing indebtedness of the municipal- 
ity, and for public improvements. 
In 1915 Uruguay made an arrange- 
ment with the Ulen Contracting Com- 
pany and the American International 
‘Corporation for a loan of approxi- 
mately $5,000,000 to cover a contract 
for sanitary and water works in a 
number of Uruguayan cities. Owing 
to the peculiar exchange situation, 
resulting in the dollar being at a very 
substantial discount, this loan, instead 
of being marketed in this country, was 
sold back to Uruguay, several years 
later. This transaction demonstrates 
not only the business shrewdness of 
the Uruguayan but the substantial 
resources of the country, which ab- 
sorbed by an internal loan the amount 
of the external loan, with a very sub- 
stantial profit to the government of 
Uruguay. With the exception of a 
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loan to Bolivia and one or two short 
term credit operations with bankers, 
this represents all that the United 
States has done in South American 
countries in the way of investments 
since 1914. The sum total will not 
exceed $50,000,000. 


Resources oF SoutaH AMERICA | 


South America has, however, not 
stood still during the last four years. 
While-it was unable to borrow anything 
in Europe and practically ‘nothing 
in the United States, nevertheless, 
all of these countries have prospered 
exceedingly during the war, and each 
has had a great increase in its fav- 
orable trade balance. Peru’s trade 
balance in 1913 was $15,000,000; 1916, 


- $38,000,000; 1917, $25,000,000. : Perwu’s 


resources are varied and its raw mate- 
rials were in great need. Her exports 
increased from $44,000,000 in 1913 to - 
$91,000,000 in 1917. The sugar and 
cotton industries received a great 
impetus, and Peru’s planters have 
become very wealthy. Peru actually 
reduced its debt during the war, and 
handled its finances in an excellent 
manner. Not only did Peru export 
large quantities of cotton and sugar, 
but hides, wool, rubber and copper 
also showed substantial increases. 
Bolima increased her exports from 
$36,000,000 in 1913 to $70,000,000 in 
1918, with a favorable trade balance 
in 1918 of $39,000,000. Bolivia has 
the greatest tin mines in the world, 
but before the war Bolivian tin had 
difficulty in competing with the tin of 
the Straits Settlements, because the 
Bolivian tin was more difficult to 
smelt. Tungsten, copper and silver 
all showed an enormous increase in 
production. . 
Both Peru and Bolivia have un- 
limited mineral resources, kut, in the 
great majority of cases, the mines are 
worked by primitive methods. What 
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can be accomplished on a large scale 
by modern methods is shown by the 
success of the Cerro de Pasco, Braden 
and Chile Copper Companies. These 
are all American developments. The 
‘entire mining industry of these coun- 
tries is ready for modern methods, and 
for the substitution of machinery for 
labor. The almost prohibitive expense 


of coal makes necessary the use of. 


wood and of unsatisfactory fuel sub- 
stitutes, such as mountain moss and 
animal dung. Electric power in suf- 
ficient quantities to run the mines of 
Bolivia is a practical possibility of the 
future, and affords a real opportunity 
for American investment. 

Chile was enormously prosperous 
during the war by reason of the unlimi- 
ted demands for her nitrates. Chile’s 
trade balance in 1913 was $25,000,000, 
and in 1917 was $130,000,000. The 
Argentine and Uruguay found ample 
opportunity to dispose of their cattle, 
hides, wool, wheat, corn and other 
agricultural products. For the first 
time in. their history butter and cheese 
in substantial quantities were exported. 
The- Argentine’s trade balance was 
$22,000,000 in 1913 and $333,000,000 
in 1918. In 1918 Uruguay’s trade 
balance was $15,000,000 and $33,000,- 
000 in 1917. 

In Brazil great impetus was given 
to the cotton industry. There are 
over three million spindles today, a 
large portion of them having been put 
in during the. war. Brazil was able 
to furnish the Allies coffee, cocoa, rice, 
mandioca, raw cotton, manufactured 
cotton, hides, dressed cattle and manga- 
nese. Brazil's trade balance increased 
- from anunfavorable balance of $10,000,- 
000 in 1913 to a favorable balance of 
$40,000,000 in 1918. 

, All of the South American countries 
have increased their national wealth 
materially during the war, and, as a 
consequence, the basis of any security 
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which may be issued by them has 
become much more valuable. On the 
other hand, with one or two exceptions, 
the financial condition of the govern- 
ments themselves has not improved. 
A number of the South American 
governments, including Brazil and the 
Argentine, had plans under way with 
European bankers for reorganization 
of their finances when the war put an 
end to any further discussions, They 
have been able to do nothing since. 
These countries naturally look to the 
United States for assistance and help. 


INVESTMENT OPPORTUNITIES IN SOUTH 
AMERICA ` 


Peru desires to reorganize her 
finances and to float loans in this 
country for the purpose of providing 
water works and sewers in her large 
cities, and for the construction of roads 
and railroads. The great addition to 
her national wealth, the reduction of 
her debt, and the great possibilities for 
future development form the basis of a 
security which, before the war, would 
have occasioned a European banker no 
hesitancy whatever in the loaning of 
money. It remains to be seen whether 
the American investor will take a 
similar view of it. 

Bolivia also needs money for the 
sanitation-of her cities and the building 
of one or two railroads strategically 
well planned from an economic view- 
point. Chile needs to reconstruct and 
rehabilitate her entire system of state 
railroads. ‘These roads need new rails, 
new road beds in places, new bridges, 
a signal system, new engines, and a 
vast amount of rolling stock, and, to 
accommodate the dense traffic between 
Santiago and Valparaiso, this section 
of the road should be electrified. The 
development of a number of ports and 
harbors has been held up by the war, 
and Chile is anxious to proceed if she 
can obtam the money. The route 
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over: the Andes is blocked by snow a 
large part of.the year, and traffic is at 
a standstill. The expenditure of sub- 
stantial sums in the building of snow 
sheds and other protective devices 
against the avalanches will make the 
Transandine Railroad usable through- 
out the entire year. 

The Argentine is enormously rich. 
Its possibilities are unlimited, but the 
government has a large floating debt, 
and its finances need careful thought 
and study in the working out of a 
comprehensive funding plan which 
shall take care not only of present 
needs but which will also furnish the 
money for drainage works, govern- 
ment .elevators, so necessary to do 
away with the huge yearly loss through 
damage to unprotected grains, exten- 
sion of port works, and further rail- 
toad development. 

Uruguay wants money to install 
sewers and modern water works sys- 
tems in all of the larger cities, to 
carry out further harbor developments, 
and to build roads and bridges. 

Paraguay needs to work out a 
comprehensive financial plan. Her 
currency must be put upon a stable 
basis. The country has prospered 
immensely as a result of the war. The 
national wealth has grown but the 
government’s debt has increased, and 
the financial problem is a real one. ` 

Brazil, at the outbreak of the war, 
had arranged with the Rothschilds for 
a comprehensive refunding operation. 
The war caused a breaking off of 
negotiations. The enormous natural 
resources of Brazil, and the great 
possibilities of the future, should 
furnish a stable security for substantial 
‘loans which will put Brazil’s govern- 
mental finances in good condition. 
The problem’ is one for expert and 
experienced financiers. The help of 
the American banker would be wel- 
come, but the American banker hesi- 
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tates because of the large volume of 
securities which would have to be 
issued, and the difficulty of making a 
market for them in the United States. 

Measured by its potential wealth, 
Brazil is one of the richest countries in 
the world. It has reached a high stage 
of development in those parts of the 
country made accessible by transporta- 
tion facilities, but the vast interior of 
Brazil is an empire in itself, with 
unlimited possibilities. The interior 
of Brazil is comparable to the far west 
of the United States seventy-five years 
ago. Brazil has every variety of 
climate, and can grow practically 
anything. The prairies and plains of 
the interior afford a grazing ground 
which should some day make her 
the greatest cattle country in the 
world. 

To develop these vast resources, 
Brazil needs labor, money and brains. 
The labor will come. Already the 
tide of immigration from Europe has 
set in. The money is needed to build 
roads and railroads, to develop the 
vast areas for colonization, and “to 
develop water power and the éther 
latent resources of the country. Much 
of this work must be undertaken with 
governmental or state guarantee and 
aid. The amount of money Brazil 
could use is almost unlimited, and 
every dollar invested and properly 
put to work in Brazil will show extra- 
ordinary profit. 


Amount OF Loan REQUIRED By SOUTH 
AMERICA 


A reasonable estimate of the actual 
loan requirements immediately desired 
by the six governments mentioned 
would involve the issuance of at least 
five hundred million dollars worth of 
securities. In all cases there is ample 
security, not only in the actual wealth 
and potential resources of the coun- 
tries, but a comprehensive reorganiza- 
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tion of the fiscal and taxing systems of 
these countries would result also in 
a wide margin of security over in- 
terest and amortization requirements. 
In addition to the five hundred million 
dollars mentioned, at least twice as 
much more could be used to advantage 
by states and municipalities, and in 
the development of the resources of 
these countries through private instru- 
mentalities. 

A part of the money needed would 
be for the purpose of refunding old 
loans, but a large proportion of these 
funds would be immediately used for 
public improvements in the shape of 
roads, sanitary works, water works, 
railroads, and port and harbor works, 
all of which would mean employment 
for American engineers and a market 
for construction materials, machinery, 
railroad, equipment and miscellaneous 
supplies of all kinds. 

In any investment there is involved 
a moral hazard, and this is probably 
one of the most important considera- 
tions in a campaign to persuade the 
American investor to lend his money 
abroad. There still exists among 
the investors in this country a great 
deal of ignorance concerning South 
America, There seems to be little 
realization of the immense resources of 
these countries and of their progress 
in the past decade. After an extended 
visit to the six countries mentioned, 
and a careful study of social, economic 
and political conditions, the conclu- 
sions reached are generally favorable. 


SOUTH AMERICAN Crepit IN AMERICA 


The South American appreciates 
the necessity of establishing the credit 
of his government in the United States. 
He has a serious understanding of the 
necessity of maintaining inviolate inter- 
national obligations. While the dis- 
arrangement of the financial machin- 
ery of the world made it necessary, 
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in some instances, for South American 
governments to ask for extensions of 
time on maturing obligations, yet all 
of these situations have been satisfac- 
torily worked out. There has been 
no scaling down of foreign obligations 
in so far as any of these governments 
are concerned, and in each case the 
service upon the external debt is 
considered as the first charge upon the 
revenues of the country, even though 
a particular debt may not be specific- 
ally guaranteed. 

An instance of the jealous care with 
which a South American country 
guards its credit is shown by the fact 
that during the Balmeceda revolution 
in Chile both factions provided the 
funds with which to meet the principal 
and interest on the national debt, 
which came due during the Civil War 
in which the country was engaged. 

There is a feeling of sensitiveness in 
the larger countries of South America 
over the demands of North American 
bankers for special security. It is 
argued, with a great deal of justice 
perhaps, that great nations like the 
Argentine, Chile or Brazil should not 
be obliged to specifically mortgage 
customs and taxes in order to raise 
loans; that the stability of these 
countries and their resources are such 
that their credit ought not to be ques- 
tioned. In the years immediately 
preceding the great war, all of these 
countries floated loans in Europe at 
low rates of interest, without any 
special guarantees, and this fact is 
brought out in discussions with govern- 
ment officials by way of contrast to the 
general attitude of American bankers. 

But it is interesting to note in this 
connection that Argentina in planning 
to open a credit, through the Bank of 
the Argentine Nation, for England, 
France and Italy jointly of $200,000,- 


000 is asking that such a loan be 


specially secured by the deposit of 
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either equivalent amounts of foreign 
held Argentine securities: or a large 
percentage of gold. 


MARKET ror Sours AMERICAN 
SECURITIES IN THE UNITED STATES 


It is difficult to explain market 
conditions im this country. Our 
South American friends can hardly 
appreciate the fact that the North 
American investor knows little about 
South America, They put us in the 
same class with the great European 
nations before the war and wonder 
why we are not willing to do the same 
thing they did. They point to our 
immense wealth and resources, and 
can not understand why it is not pos- 
sible to obtain the needed money in 
the United States on terms similar to 
those granted by European countries 
before the war. All South, America. 
realizes that for years to come the 
United States is the only remaining 
reservoir of capital which is available 
to it. The South American can not 
understand why we are not willing to 
lend money, as Europe did, at 5 per 
cent. This is because he has no 
knowledge of the condition of our 
market. His unwillingness to meet 
the interest rates in our market will 
probably disappear when he in turn 
studies our own eonditions and knows 
more about this country, and when 
the needs for new financing become 
more acute. . 

There are many forward-looking 
financiers in South America, who 
recognize the fact that if their coun- 
tries: are to develop their resources, 
they must obtain the confidence of the 
American investment market, and to 
this end are willing to make sacrifices 
of pride and money, by paying high 
interest rates, in order to establish the 
credit of their countries here. Most of 
the governments are prepared to be 
very liberal with the private investor, 
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and are ready to offer inducements to 
tempt capital to develop their lands, 
promote new industries, and to sup- 
plant old methods by modern methods 
and machinery. 


SOUTH ÅMERICAN ISSUES In EUROPEAN 
MARKETS 


For the benefit of the student of 
South American investments, who 
desires to study the record of South 
American issues in European markets, 
there is presented in an exhibit follow- 
ing this paper a table showing the 
yield as based on the latest prices on 
the London market, and the high and 
low prices over a period of years, on alist 
of typical South American securities. 

It will be noticed that the decline in 
the values of South American issues 
has been in line with the increasing 
rates for money, and the general 
depression of the security markets of 
the world: Before the war the Argen- 
tine, Brazil, Chile and Uruguay 43 per 
cent and 5 per cent bonds sold at a sub- 
stantial premium above par. These 
same bonds, during the war period, 
showed a discount in some cases of 
25 per cent below par. In August of 
this year these particular issues came 
back to within from five to eight points 
of par in the case of the & per cent 
bonds, and a price of 854 in the case 
of the Argentine sterling bonds. The 
price of 95 for Uruguay’s 5 per cent 
loan would seem to indicate the judg- 
ment cf the London market on Uru- 
guayan credit to be favorable. An 
examination of the table shows, on the 
other hand, that the credit of some of 
the states and municipalities is not as 
favorably regarded. 

The railroads of South America 
have been experiencing high costs of 
operation, and in the Argentine have 
been suffering from government restric- 
tions in the matter of rates. That 
government restrictions interfere with 
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credit is shown by the course of the 
values of the railroad securities set out 
in the table. An interesting fact 
about this table of South American 
- securities is that it compares very 
favorably with a similar table of North 
American securities which might be 
prepared. The prices have shrunk 
during the war, as the effects of the 
war have made themselves felt in the 
shutting off of capital and in the 
enormous increase in expense of opera- 
tions of all kinds. 


THE American MARKET ror FOREIGN 
SECURITIES 


The problem of making a market 
for foreign securities in this country is 
one which we must solve, as it directly 
affects the future prosperity of our 
people. A study of the trade balances 
of the United States during the war 
period, and a glance at the figures for 
the current year, shows that the world 
is our debtor for many billions of 
dollars. This existing debt can only 
be paid by gold, by goods, or by post- 
poning the date of payment, through 
the granting of credits, which means 
by investment, on the part of our people, 
in foreign securities. ` 

Furthermore, our position as an 
international trader in the future has 
been radically altered by the turning 
back on our market, during the war, of 
American securities held in Europe 
and by our new policy of owning and 
operating our own merchant marine. 
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In pre-war years there was a continual 
balance of trade of exports over imports 
in our favor, which was settled by our 
paying huge sums as interest and 
dividends -to foreign holders of our 
securities and for freights and passage 
on foreign vessels. Since the war, 
the situation is exactly the reverse and 
there will be even larger payments to 
be made to the United States in the 
future for interest due us and for the 
use of our ships. The trade situation 
will consequently be reversed and we 
will have to import in far greater 
amounts than we export. We will 
have to see our much vaunted export 
trade dwindle, and our people consum- 
ing more goods of foreign manufacture, 
unless the alternative policy is seized 
upon by the rank and file of our people. 
That alternative is to make yearly 
large investments in foreign securities. 
Such investments by us and our present 
desirable export trade are inseparably 
related. The laws of international 
trade balancing are unalterable. The 
total value of our exports, plus the 
value of such service as shipping and 
insurance must be balanced by an 
equal value of imports, or the surplus 
of exports and services must be offset 
by a corresponding investment of 
capital abroad. Unbalanced working 
of this principle means injurious ex- 
change conditions and if continued 
forces a reduction of exports and 
services and an increase of imports to 
the point of balance. 


AMOUNT OUTSTANDING OF SOUTH AMERICAN SECURITIES LISTED ON THE 
LONDON MARKET JUNE 1919 


Figures in Miutrons or POUNDS STERLING? 


Public Utilities All 
Governmental} State | Municipal | Light and Power, Trams, |Railways Other Total 
f Water Works, Dock Companies 
218 25 19 47 ` 285 . 124 718 











1Source: Investors’ Monthly Manual. 
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TYPICAL SOUTH AMERICAN BONDS~ 


tod 


Re- [Yield on 1911 
Amount Quoted demp- | Latest 
(Value or No.) tion Price, 
; Date jPer Cent H L 


GOVERNMENTAL 
Argentina 
42% Sterling Bonds...............-- £3,120,600 1932 5.49 | 102 973 
razi l 
P Loan of 1908... ......... ccc eee £7,698,100 1940 | 5.86 1042 | 1002 
shale 
r AE 1000 E E EE £2,815,500 1960 6.25 1034 98% 
eru 
55% Salt Loam... .. cece e gece ecees £1,036,880 1938 6.384 
Uruguay 
DT OF 1806 bik is ke awe ET £934,400 5.30 1024 99 
STATE 
Province of Buenos Aires 
83% Sterling Bonds.............06. £10,004,680 1920 7.01 74% | 698 
Sao Paulo 
55 OF 1008 6. oi cena wiaeaieeee ewe £744,580 1936 5.82 1024 983 
MUNICIPAL 
Buenos Aires 
P Loan of 1909 56-46 sees £1,435,660 1946 6.46 103} | 100ł 
ma l 
5% 1st mortgage bonds............. £595,700 6.60 
Montevideo 
5% as designated 6%... ........005- £980,718 6.25 | 108 974 
Rio de Janeiro 
Federal District 5% of 1908......... £3,731,620 1955 6.45 | 108 964 
Sao Paulo 
6% Gold Loan... 2... ccc eee eee eee £662,640 1943 6.00 108} | 1034 
Valparaiso l i 
54% Water Bond. .... es.essseseene £226,300 1940 6.05 
Quasi’ Pusric 
{a) Railways 
Argentina 
Central Argentine 4% debenture stock/£13,452,232 1988 | 6.65 | 103 993 
Central Argentine 43%, Preferred 
Stock O T £9,695,718 7.37 | 
Buenos Aires Great Southern 4% de- — 
Den UTE sew 46 aod eo wd cee ee £15,405,797 5.85 | 1044 | 100% 
Buenos Aires Great Southern 5% de- 
. ue Non Cumulative Preferred| £8,000,000 6.55 | 120} | 1144 
razi , 
Great Western 4% Debentures....... £1,644,700 1955 8.84 962 | 912 
Sao Paulo, ordinary........... PO ges £3,000,000 (Stock) 5.47 | 217 | 2023 
Sao Paulo, 4% Debentures.......... £1,000,000 (Stock) 5.66 | 104% | 100} 
Leopoldina 4% Debentures redeemable 
ae after 1928 Company’s Option...... £4,495,300 (Stock) 1928 6.50 977 | 925 
vile 
Nitrate Railways, ordinary.......... £1,485,340 (£10) 5.55 15 123 
Uruguay ; 
Central Uruguay Eastern Extension 
Permanent Debenture Stock....... £1,146,666 (Stock) 6.16 | 109 | 1033 
Chile and Bolivia 
Antofagasta and Bolivia 5% Cumula- 
- tive Preferred....... EPOPEIA ea £2,000,000 (Stock) 6.27 | 110% | 103; 
Argentine 
River Plate Electricity Co. Stock. .... £175,000 (Stock) 4.72 | 240 | 220 
Anglo Argentine Tramways 4% de- : 
bentures redeemable ’68 @ 102..... £4,222,076 1968 6.42 97 | 913 


Buenos Aires La Croze Tramways 5% ; í 
Cumulative Mortgage............. £1,065,400 7.27 | 1015 | 97% 
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PRICES ON LONDON MARKET 1911 TO DATE! 
Jan.—Jdune August 
H L H | L H L H L| H L H L Hi L 
101 964 | 100 | 93 | 893 | 80 | 86 |773| 844| 76 | 87 | 824 |8385} 82 
104 |100 | 103 | 954| 9231 76 | S42 176] 88 | 77 | 964| 87} | 91] 83 
102 | 97 | 993! 95 | 86 | 732] 88 | 763] 87 | 78 | 89 | 834] 84] 798 
100; | 96 | 102 | 96 | 86 | 69 | 912 | 79] 91 82 | 933] 90 | 94] 91 
1013 | 983 | 992 | 942] 973 | 872 | 873] 75| 87 | 74 |1004} 92 | 95] 943 
733 | 664 | 701) 634) 48 | 35 | 512145 | 4901 | 444] 56 | 514} |54] 473 
102 | 974 | 1012 | 992 | 984| so2| 984183] 98 | 86 | 1012] 94 |96| 95 
103 | 9914) 102 | 972 | 964 | 90 | 912 | 86; 86 | 8021) 90 | 86 |82| 80 
93 | 90 | 912] 88 | 703] 68 | 712] 643} 72 | 66 | 76 | 72 | 74 | 74 
1005 | 96 | 100 923 | 80} | 6437 79 | 733] 77 73 82 794 | 80 | 784 
1023 | 95 | 100 | 88%) 80 | 70 | 77 167] 81 | 74 | 86 | 80 |873| 86 
106 | 1014 | 104 | 100 |100 | 90 99 | 903} 993 | 92 | 98 | 954] 97 | 96 
1054 | 1013 | 1053 | 1018 | 973 | 924 | 94 | 91] 92 | 89 | 964 | 934 | 943] 94 
1023 | 98; | 100°} 933] 904 | 761] 84 | 721 764) G88) 722 | 67h | 68] 66 
105 | 993 | 1033 | 974| 90383] 774|. 86 | 734| 763 | 653) 7421 63.165] 61 
1033 | 984 | 1012 | 93 | 92 | vei | 852] 74] 77 | God | 734| 684 | 69 | 68 
120 | 1124 | 1182 | 109 | 1053 | 85 | 973 | 8441 89 | 78 | 8531 782 | 7821 77 
95 | 88 | 881] 833 | 78 | 692 | 7141631 69 | 612] 71 | 664 [65.5] 56 
264 | 205 | 270 | 226 | 208 | 158 | 1963 |170 | 1914 | 164 | 191} | 170% |189 | 1654 
1027 | 994 | 993 | 94 90 743 | 85 | 73 | 76 71 74 70 | 71} 693 
97 | 91 | 93} | 853 | 8021 64 | 83 | 61! 728| G1 | 69 | 6531631 603 
15 | 12 | 144] 188] 104| 7 | 12 | 98 188] 108 | 123} 93] 9| 9 
111 | 1033 | 1053 | 983] 88 | 78 | 853 | 79| 803 | 75 | 85 | 813 814| 81 
112 | 104 | 110 | 100 | 96 | 80 | 924/81] 87 | 79 | 83 | 808} 80] 79% 
260 | 230 | 222 |207} | 190 | 190 | 130 |110 | 150 | 124% | 170 | 145% |148 | 148 
973 | 913 | 9434] 89 87 694 | 77 | 65| 7234] 644 | 7441.67 | 704 67 
103 | 973 | 1014 | 96% | 1014 87 | 68} 160! 6731 60 694 | 65 | 693] 694 








River Plate & General Trust deferred} £250,000 


1 Source: Investors’ Monthly Manual. 
October 24, 1919. 


South America offers a particularly 
attractive field for profitable invest- 
ments in constructive development 
enterprises. The world can not stand 
still and, for the benefit of mankind, 
the great undeveloped resources of 
South America must be organized and 
placed at the disposal of the consuming 
` world. The application of capital to 
the resources of South America will 
mean an increased production of those 
things which the world most needs, 
because South America is primarily a 
producer of the raw materials which 


146 THE ANNALS or THE American ACADEMY 
TYPICAL SOUTH AMERICAN BONDS— 
: Re- [Yield on 1911 
Amount Quoted dempt- | Latest 
(Value or Number) tion | Price, 
Date Per Cent) H L 
Quast Pusrıc—Continued 
Bolwia 
Electric Light & Power Co. of Cocha- 
< bamba 6% Bonds................ £240,520 7.08 | 98,%| 92 
‘Brazil 
a Sao Paulo Electric 5% Bonds, 1962. . . (£2,000,090 1962 6.55 
eru 
Peruvian Corporation Mortgage De- 
DENUUPES rua ie etena EEE ak £4,824,050 6.81 107 103 
Private COMPANIES 
Argentine Iron & Steel Debentures....| £278,500 6.5 
Forestal Land Co. 5% Mortgage De- 
bentures.. 0.0... cee eee eee . (£1,141,200 4,99 104% | 100} 
Lobitos Oil fields........ EEE ETE AEEA £400,000 (£1 Shares) 3.55 14 4 
Liebigs Extract 5% Cumulative Pre- 
ferred ee reer ee re £1,000,000 (£5 Shares) 5.55 518] by 
South American Stores Ist Mortgage 
Debentures 53%. 2.0... cee eee £837,000 1937 5.44 
7.32 | 1723 | 159 


are so necessary to feed and clothe 
men. 

Labor in South America is cheap 
and plentiful, the soil extremely pro- 
ductive, and the problems of produc- 
tion comparatively simple. A greatly 
increased production in South America 
will not only stimulate and develop 
trade between the United States and 
south America and make a market for 
the products of our factories, but will 
also contribute materially toward the 
reduction of the high cost of living the 
world over. 
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PRICES ON LONDON MARKET 1911 TO DATE.—Continued. 




















Jan.~June August 
~ 1912 1913 1915 1916 1917 1919 1919 
H | L H L | H L H | L| H L H L |Hi L 
963 90 | 97} | 89} 844| 80 | 84 | 784! 864| 74 | 894] 82% |874| 87 
94 | 925| 97 | 90 | 8224] 70 | 83 |74| 804| 724| 82 | 79 | 833] 82 


1044 | 99 | 99 
| l 


1074 | 101% | 1003 | 80 854 | 75 | 895 | 78 944 | 89 | 893) 875 


1032 | 963 | 863 | 653 | 933/81] 944] 84 | 95 | 92 |933| 92} 


3 | 918 | 1044 | 97 | 1054 | 984 | 105 | 1024 |1043) 1033 — 
$3, dj 25's} 13 2h 2 43 24h) 4a) 4 


543] 5 SFs) 4ye) 453 4a 48 | d dl 4a] 4a] 4s 


13 I 


104 973 | 983 | 912 | 1054 | 97 | 105 | 100 | 107% | 105 [1063] 103 | 
210 | 187 | 154 | 144% | 145 |119 | 122} | 116} | 1425 | 1825 11893] 1863 


A. I. C. RESEARCH DEPARTMENT, 
` M. G. E. 
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The Effect of Taxation on Securities 


By Roy C. Osaoop 
` Vice-President, First Trust and Savings Bank, Chicago; 


Chairman, Taxation Committee of 


Investment Bankers Association of America 


N considering the effect of taxa- 
tion on securities there will be 
examined briefly the general theory 
recognized by economists and then 
the practical effect of various tax 
measures showing the theory in appli- 
cation. By reason of the complexity 
of our tax systems and the conflict of 
tax -influence caused by the diverse 
laws and rates of the several states 
and their political subdivisions, and 
because of the overshadowing influence 
of the present system of federal taxa- 
tion made necessary by the late war, 
the treatment of the subject will be 
general with no pretense of being 
exhaustive. 


~ 


GENERAL PRINCIPLES 
Effects of Taxation on Bondholders 


The Incidence of a Bond Tax.—In 
the application of general principles 
simplicity is desirable. For this rea- 
son let there be considered the theo- 
retical effect of a tax upon the ordinary 
corporation bond. The two generally 
recognized taxes in the United States 


affecting such a bond are direct per~ 


sonal property taxes and income taxes. 
The personal property tax is generally 
imposed upon the principal of the 
bond. The income tax is imposed 
upon the interest the bond bears. 
To realize the effect of a personal 
property tax upon the principal of 
the bond, take the hypothetical case 
of a bond owned in a state having no 
personal property tax and no income 
tax. If such a state were to pass a 
law imposing a 1 per cent tax upon the 
principal of a $1,000 bond bearing 5 
per cent the owner would be obliged 


148 


to pay $10 in taxes each year. This 
would reduce the income on the bond 
from $50 to $40 a year. If the state, 
instead of enacting the personal prop- 
erty tax just stated, were to pass an 
income tax law taxing the bond owner 
20 per cent upon the interest of the 
bond, the owner would be obliged to 
pay $10 in taxes each year. This 
would make exactly the same reduc- 
tion in his income from the bond, 
which would then yield only $40 a 
year. It may be seen, therefore, be- 
cause as a general proposition all 
taxes are paid out of income, that it 
is immaterial, in considering the effect 
of a tax on the bond, whether the 
tax is based upon its principal or 
income. If the owner of the bond 
has a capital of $100,000 consisting 
entirely of similar bonds, the effect 


of the tax in either case is a reduction 


of his mcome from $5,000 to $4,000 a 
year so long as he holds the bonds 
and they are subjected to such taxes. 

The Capitalization of a Tax.—What 
effect would such a tax have upon the 
price of such a bond should the owner 
desire to sell it? If the ordinary 
investment return at the time were 
5 per cent upon such a bond selling 
at par, the price of the bend would 
fall from par to 80, and he would be 


` able to realize only $800 in the case of 


a sale. The purchaser would demand 
the going return of 5 per cent on the 
bond and, if he bought it for $800, he 
would obtain a net return, after pay- 
ing the $10 tax, of $40 a year, which 
is 5 per cent on $800. This change 
of price is called the capitalization of 
the tax and is the general principle 
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affecting the taxation of securities. 
In this process the tax is discounted 
by a depreciation of the price of the 
bond equivalent to the capital value 
of the tax. The purchaser avoids 
the burden of the tax, which he must 
pay annually, by giving a price for 
‘the bond that will allow him to pay 
‘the tax and still receive the normal 
interest return on his investment. In 
this case, the burden of the tax falls 
entirely on the original owner of the 
bond because he owned it before the 
tax was imposed. ‘The purchaser who 
discounted the tax will realize. the 
price he paid when he makes a sale, 
assuming that the same conditions 
obtain, and that all future purchasers 
under like conditions will do the same. 

Effect of Evading a Tax—Sup- 
pose, however, that the owner of the 
bonds needed an income of $5,000 a 
year from them and could not afford 
to sell and take a loss of $200 a bond, 
what are his alternatives? He must 
either evade the payment of the tax 
and become a law breaker or subject 
his securities to the law of another 
jurisdiction. In the case of the per- 
sonal property tax he might accom- 
plish the removal by placing the 
bonds in trust where they would be 
subject to a more favorable tax law or, 
in the case of both taxes, by changing 
his residence to a state where the 
tax laws were less burdensome. The 
tendency of the effect of the tax upon 
the security market of the state would 
be the same’ in either case. The 
personal property tax would operate 
alike upon all holders of similar securi- 
ties but the income tax would operate 
according to the size of their incomes. 
The necessity of evasion would have a 
detrimental effect in discouraging sales 
of taxable securities while the removal 
of capital to other jurisdictions would 
lessen the supply of capital in the par- 
ticular investment market. 
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Effect of Taxation on the Borrower 


To Raise the Interest Rate—Having 
examined the effect of such a newly 
imposed tax upon the holder of bonds, 
who is the lender, what would the 
effect be upon the borrower, or the 
maker of the bonds? If the borrower 
had disposed of the bonds before the 
imposition of the tax it wou'd be 
advantaged to the extent of its ability 
to purchase its bonds in the open mar- 
ket at $800 for each $1,000 and thus 
retire at a discount that portion of its 
debt which it might be able to pur- 
chase. If, however, the bonds con- 
stituted a part of an open issue and 
it became necessary to sell a further 
amount of the same kind of bonds 
bearing the same rate of interest 
after the imposition of the tax it would 
be obliged to sell them on the basis 
of a market of 80 and would thus lose 
to the extent of the discount. This 
would capitalize the tax for the benefit 
of the purchaser. 

If the mortgage securing the bonds 
permitted a change in interest rate, 
then the corporation might avoid the 
discount by capitalizing the tax through 
an increase in the rate of interest. 
In order to sell the bonds at par when 
the personal property tax is 1 per cent 
of the principal, the rate of interest 
on the bonds would have to be in- 
creased from 5 to 6 per cent. The 
purchaser would then receive a net 
return of $50, or 5 per cent on his 
investment. In the case of a 20 per 
cent income tax the theoretical rate 
of interest would need to be increased ` 
to 6.25 per cent so that the bondholder 
would receive $62.50 interest each 
year, and after paying a 20 per cent 
income tax, which would equal $12.50, 
would have left $50 or 5 per cent on 
his investment. In the case of sell- 
ing its 5 per cent bonds at 80 the cor- 
poration would pay 6.25 per cent for 
its borrowed money and in the case 
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of raising the interest rate to yield 
5 per cent to the investor it would be 
paying either 6 per cent or 6.25 per 
cent dependent on the tax method. 
In either case the effect of the tax is 
to raise the interest rate on new bor- 
rowings. ‘The tendency to drive cap- 
ital from a given investment market 
on the one hand, by lessening the 
original Jender’s return on his invest- 
ment, and the raising of interest rates 
to the borrower in the case of new 
borrowing, on the other hand, have the 
effect of increasing interest rates to- 
ward a point that will capitalize the tax. 
Effect of Higher Interest Rate.—It 
seems clear that the main effect of the 
tax is to increase the cost of borrow- 
ing. Until new capital is needed the 
borrowers who secured capital before 
the imposition of the tax are bene- 
fited to the extent of the increase in 
rate. When the time of new borrow- 
ing arrives, however, all borrowers are 
placed in the same position. Inas- 
much as the tax is an addition to the 
cost of money, the lender will endeavor 
to secure what he considers a normal 
investment return by increasing the 
interest rate. Unless this can be ac- 
complished the income of the lender 
will be diminished and the supply of 
funds seeking investment will be re- 
duced. Unless the lender can secure 
a normal return on his money from the 
taxed securities he will transfer his 
funds to untaxed securities, while the 
tax will turn away new capital that 
would normally seek the particular 
investment field. In either case the 
supply of funds for the particular 
class of investment will diminish and 
capital, if invested, will demand an 
increase of rate. The borrower, there- 
fore, stands the burden of the tax. 
Factors Influencing Interest Yield — 
The foregoing illustrations of the gen- 
eral principles governing the effect 
of taxation have been put in the sim- 
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plest form for purposes of clarity. 
As a matter of practice many other 
factors must be considered. There is 
no uniformity in rates of taxation 
among the states or even among differ- 
ent kinds of capital investments in 
the same state. An equal rate of tax 
on all capital is a practical impossibil- 
ity. The rate of interest fluctuates 
according to seasonal and competitive 
demands. It varies according to the 
safety of the investment, the term of 
the Joan, the character of risk and 
many other factors that could be men- 
tioned. These various factors often 
obscure the capitalization of a tax 
and make it extremely difficult to 
determine the exact effect of taxation. 
In such cases taxation becomes one 
of a number of factors influencing 
the price of securities or the rate of 
their yield. Some of these factors 
will be considered in connection with 
taxes of a special character. In the 
United States, the taxes that most 
affect the price of bonds at present 
are state taxes imposed on principal 
or income, and the federal income and 
excess profits taxes. 


STATE TAXES 


Difficulty of Measuring the Influences 
of State Taxes 


There is no uniformity either of 
method or rate in the tax systems of the 
states that would enable an investor in 
securities to obtain a mathematical 
rule to measure their effect. If each 
particular money market were con- 
fined to the state lines within which 
state tax laws operate directly then 
definite rules for computing the effect 
of a definite tax might be formulated. 
The demand and supply of money do 
not, however, recognize political bound- 
aries of states any more than they do 
those of nations. If any illustration 
were needed to show this, the method 
of establishing the districts of the 
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federal reserve system would suffice. 
The districts ignore state lines and 
are based upon the normal lines of 
the commercial flow of money. Some 
states have graduated property taxes 
and others flat rates for all property. 
Some states have substantially a flat 
rate income tax while others have 
income taxes graduated as to rates. 
Some states exempt certain incomes 
and classes of property from taxation 
while others tax alike incomes and 
property. 


Effect of General Property Tax in 
Illinois 


As a typical illustration of the 
diffculty of computing the influence 
of a state tax on securities consider 
the situation in Illinois. This state 
has a general property tax law and 
the constitution does not allow classi- 
fication of property for tax purposes. 
For some years the tax rate has 
averaged around 2 per cent on the 
actual value of bonds. The rates for 
the several counties have varied, but 
in Cook County, where Chicago is 
- located and where the major part of 
the personal property of the state has 
its tax situs, 2 per cent has been the 
rate for all practical purposes. Apply- 
ing the capitalization theory, 5 per 
cent industrial bonds owned in Chi- 
cago, when the normal investment 
return on such bonds is 5 per cent, 
ought to sell at 60 and new issues of 
such bonds ought to bear 7 per cent. 
Neither of these results has followed, 
so the tax influence is overcome by 
other influences. Such bonds, have 
sold for practically the general market 
price of securities of like rate and char- 
acter. It is true in Illinois, as in 
other states having an unclassified 
property tax, that comparatively little 
personal property is reached by taxa- 
tion so that the effect of the tax is 
negligible compared with the effect of 
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the condition of the security market. 
The factor of competition under such 
circumstances completely obscures the 
effect of the tax rate. 

If, however, the effect of the tax 
rate be considered in its -application 
to securities of a local nature having 
a restricted local market, the effect 
might be more pronounced. For in- 
stance, if the bonds in question, instead 
of being underwritten by a dealer 
having a country wide market at his 
disposal, or being bonds of a character 
suitable to a general market, were 
bonds amounting substantially to a 
real estate loan issue in bond form and 
were underwritten by a local dealer 
having a local market, the effect of 
the tax would be freer from the effect 
of general security market conditions 
as to rate of return. Such securities 
sell on a higher yield basis and prob- 
ably the tax rate is one of the factors 
of the cause of increase. In states 
where the amount of personal property 
actually subjected to tax is as small as 
it is in Illinois, it is impracticable to 
attempt to estimate the effect of the 
tax by any percentage factor even in 
the case of such securities. If, how- 
ever, Illinois should change its policy 
of direct taxation of personal property 
to an income tax, the effect might be 
so marked as to be capable of expres- 
sion in figures. 


Effect of Income Tax in Massachusetts 


The state of Massachusetts after 
proceeding for some years under a 
direct tax on intangibles, amounting 
to an average of 1.9 per cent, adopted 
an income tax amounting to practically 
6 per cent on the income from intan- 
gibles. According to the officials in 
charge of the administration of the 
tax law, the effect of the change has 
been to greatly increase the amount of 
the tax base and they conclude that 
most of the property subject to tax, 
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that had previously escaped the bur- 
den of taxation, has been brought 


under the operation of the tax law. 


The practical result has been a de- 
crease in the rate of tax on the prin- 
cipal of securities from 1.9 per cent to 
0.3 per cent. Such a marked decrease 
is bound to have an effect on security 
rates. If the states surrounding Illi- 
nois had in operation a personal prop- 
erty tax imposing substantially the 
same rate on personal property as 
that imposed by the state of Illinois 
and then simultaneously changed their 
methods cf taxation to an income tax 
operating to reduce the rate to 0.3 
per cent, it is certain that the tendency 
_ of the effect of the new taxes would 
be to cause a flow of capital from IMi- 
nois Into the surrounding states. This 
is indicated by the present condition 
of taxation as between the states of 
Illinois and Indiana. In Indiana the 
direct tax rate upon intangibles has 
averaged as much as 3 per cent. In 
addition the tax laws of that state have 
had a reputation of being more strin- 
gently enforced by means of drastic 
provisions for discovery and punish- 
ment than in most jurisdictions. The 
result is that investment capital has 
a greater tendency to come to Chicago 
than to go to Indianapolis, the natural 
investment center of the state. 


Taxable and Taz Exempt Bonds 


The effect of a state tax upon the 
price of bonds may be noted with 
more particular emphasis in a com- 
parison of taxable with tax exempt 
securities of the same class. In In- 
diana, for instance, tax exempt munici- 
pal bonds sell somewhere around a 
0.5 per cent lower yield basis than 
municipal bonds of the same character 
and rate that are subject to tax. The 
state of Ohio exempts from taxation 
municipal bonds issued before Jan- 
uary 1, 1913. In the present market 
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in the state the tax exempt bonds sell 
to yield around 4.40 to 4.50 per cent 
while bonds of the same class issued 
since that date sell on a 4.90 to 5 per 
cent basis. In ‘the state of Georgia, 
where all local municipal issues are 
tax exempt, the local municipal bonds 
sell around a 4.75 per cent basis as 
against a 5.10 to 5.20 per cent basis 
for other municipals of the same class 
that are taxable in the state. The 
effect of the exemption is thus to cause 
exempted securities to sell at a pre- 
mium and taxed securities to sell 
either at a discount or to bear higher 
interest rates. 

In 1905 Massachusetts exempted 
future issues of state bonds from taxa- 
tion. The municipalities of the state 
asked for a similar exemption of their 
securities. Municipalities at the time 
were paying around 4 per cent on their 
issues. The tax rate of the state 
averaged from 1.5 to 2 per cent. So 
many of the obligations of these mu- 
nicipalities were held by exempt hold- 
ers that the municipalities could not 
expect to receive a reduction in inter- 
est rate to the amount of the tax but 
the broader market opened to such 
securities, in consequence of the exemp- 
tion, resulted in an immediate reduction 
of 0.25 per cent in the interest rate. 
Investigation disclosed that March is- 
sues of municipal notes sought around 
the tax date increased nearly 300 per 
cent between 1911 and 1916. Inter- 
est rates on these issues were very low, 
in some cases falling below 2 per cent 
and in others 1.3 per cent and even to 
0.25 per cent. One city even received 
a small premium for accommodating 
an investor with $100,000 of notes 
maturing near tax day. 


Limitations of the General Property Tax 


Instances -might be multiplied to 
show the effect of state taxation. 
The effect of the state taxes, where 
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their influence can be felt, may be` 
worked out to fit the investor of each | 
state in a substantially satisfactory -- 


manner. Any attempt to set out a 
general rule is futile. The effort by 
the states to tax all property at a 
uniform rate is generally admitted by 
tax officials and economists to have 
been a complete failure in so far as it 
applies to intangibles. There have 
been tried four general substitutes. 
There is the mortgage recording tax, 
following the principle of the New York 
tax of 0.5 per cent based upon the 
. face value of the debt secured by real 
estate mortgages, the tax being paid 
before recording the mortgage. This 
plan usually exempts from tax in the 
, hands of the local holder the bonds or 
notes evidencing the debt. Then there 
is the plan of registering securities not 
coming under the mortgage tax and 
the payment of a fixed rate on the 
principal. In some cases this ex- 
empts securities registered for tax- 
- ation until maturity; in others for a 
given period, such as the five year 
period in Connecticut. The third 
plan taxes intangibles at a rate lower 
than the tangible property rate. The 
fourth plan taxes the income rather 
than the principal. In 1912 the con- 
stitutions of two-thirds of the states 
prohibited the classification of prop- 
erty for taxation, but in the last few 
years about half of the forty-eight 
states have removed this constitu- 
_ tional restriction. 


FEDERAL TAXES 


The federal taxes more particu- 
larly affecting securities comprise the 
income tax and excess and war profits 
tax. The direct effect of federal taxa- 
tion, which is uniform in its applica- 
tion, may be measured in some ways 
more definitely than that of state 
taxation, which is diverse both in 
method and rate. The chief difficulty 
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of measuring its effect accurately is 
due to the graduated rates. While 
the sixteenth amendment of the fed- 
eral constitution permitting a tax to 
be levied upon incomes without regard 
to apportionment was adopted Feb- 
ruary 25, 1913, the first Income tax 
law was enacted upon October 3, 1918, 
before the outbreak of the war, on 
account of depressed conditions caus- 
ing a loss in revenue derived from 
imports. The effect of the law has 
been partially obscured by the out- 
break of the European War in August, 
1914, and the war conditions that 
have followed. Being a new tax im- 
posed on top of all state taxes and 
having a country wide effect, its 
influence upon the security market 
has been very definitely felt in several 
directions. 


Tax Exempt Securities 


The influence of the income tax 
will be considered in its relation (1) 
to municipal bonds, (2) government 
bonds and (8) federal farm loan 
securities. 

Municipal Bonds—The exemption 
of the income from municipal bonds 
under the income tax law has been a 
dominating factor in the municipal 
bond market since 1913. The general 
yield of municipal bonds throughout 
the United States for the years from 
1910 to 1918 was about 4 per cent. 
In 1913 the constitutional amendment 
authorizing the imposition of a federal 
Income tax was adopted. By the 
middle of that year the yield had 
increased to 4.5 per cent and it fluc- 
tuated from this figure to about 4.25 
per cent in the years 1914 and 1915 
dropping to 4 per cent in the last of 
1916. The yield steadily rose in 1917, 
the year of our entry into the war, 
until in the early part of 1918 it had 
risen above 4.5 per cent and in 1919 
it remained around 4.5 per cent. 
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Making allowances for the effect of 
the conservation of capital with the 
consequent restrictions imposed on 
the issuance of municipals by the Cap- 
ital Issues Committee, and the effect 
of liberty loan flotations, the federal 
income tax law has been a strong 
factor in holding down the yield 
which has risen from 0.25 to 0.5 per 
cent and which would probably have 
risen 1 per cent or more but for the tax 
influence. The general effect of the 
law, exempting such securities from 


the burden of the tax, was to cause 


funds that normally would have been 
invested in corporation bonds and 
mortgage notes to be diverted into 
stocks and municipal bonds. Divi- 
dends from stocks being exempt from 
the normal tax only and municipal 
bond interest being entirely exempt,, 
the flow of investment capital toward 


«municipals was greater. 


_This tendency of investment is 


strikingly illustrated by a comparison 


of the income figures of 1917 with 
those of 1916 as reported by the Com- 
missioner of Internal Revenue. In 


1916 the total personal income re- 


ported for tax was $8,349,901,983 and 
in 1917 it was $12,077,009,284. Of 
these totals the amount of income from 
property as distinguished from wages, 


‘business profits and the like, was 
- $3,861,150,687 in 1916 and $4,469,901,- , 
‘ 354 in 1917. 


The income comprising 
interest from bonds, notes and the 
like was $12,080,879,405 in 1916 and 
$936,715,456 in 1917. This shows a 
decrease in the income from this class 
of investments amounting to $144,- 
163,949 in the face of a net increase in 
income from property amounting to 
$608,750,667. What amount of the 
diversion went into municipal bonds 
is of course not disclosed by the in- 
come tax statistics. The following 
figures, showing the comparative yields 
of municipal and taxable bonds under 


yield basis. 


the personal income tax rates effective 


for incomes of 1919, illustrate the 
effect of the income tax on municipals 
and upon the higher rates corporate 
securities must bear to reach an equal 
These figures have been - 
taken from computations ‘believed to 
be reliable. 
A municipal bond _ 

yielding yielding yielding yielding When the 

32% 4% 43%, 5% holders net 

income IS 


is equivalent to a taxable bond yielding a: 
“2 5.62 $10,000 


3.93 4.49 5.06 

4.17 4.76 5.36 5.95 20,000 
4.43 5.06 5.70 6.33 30, 000 i 
5.07 5.80 6.52 7.25 50,000 
7.95 9.09 10.23 11.36 100,000 
9.72 11.11 - 12.50 ° 18.89 200,000- 
12.07 13.79 15.52 17. 2A 500,000 


It is interesting to note what the 
effect would be if municipal bonds 
were taxed as some members of Con- 
gress ineffectually attempted when the 
1918 revenue act was pending. In 
his last annual report the Secretary 
of the Treasury stated that the-high- 
est brackets of the surtax had -passed 
the point of productivity and that the 
only consequence of any further in- 
crease would be to drive possessors of 
large incomes more and more to place 
their wealth in the large amount of 
wholly exempt securities issued and 
still being issued by states and munici- 
palities. The weight of legal opinion 
is against the power of Congress to tax 
the income from municipal bonds, but 
what would be the effect of the tax 
upon such income were it possible? 
To answer this question, censider the 
income of a citizen or resident of the 
United States who is married and has 
no children, and has a consequent 
individual exemption of 82,000. If 
such a man has a net income of $15,000, 
$5,000 of which consists of income from 
state or municipal bonds, his tax now 
is $590 a year. Under the present 
operation of the law his tax is com- 
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puted on the brackets up to $10,000. 
Under the changed computation he 
would bear a tax on the brackets up to 
$15,000 and his tax would be $1230. 
This would add $640 to the tax. The 
$640 additional tax would be imposed 
on account of his income of $5,000 
from municipal bonds. Assuming the 
$5,000 income to be interest at the 
rate of 4.5 per cent on the bonds at 
par, the principal would be $111,111.12 
and the tax would equal approximately 
0.57 per cent, reducing the yield of the 
bonds to 8.39 per cent. The higher 
the net income the greater would be the 
increase in the tax and the lower the 


_ yield on the municipal bonds. On the 
‘other hand, all of the bond income 


would -be taxable and the net income 
yield on the same basis of computation 
for the individual owner of income may 
be illustrated as follows: 


Rate of Income on Investment 
Taxable 
Income 4% 45% 5% 53% 6% 
Net Income Yield 

$5,000 3.904 4.392 4.880 5.3868 5.856 
10,000 3.764 4.235 4.705 5.176 5.646 
20,000 3.602 4.052 4.503 4.953 5.403 
50,000 3.265 3.673 4.081 4.489 4.897 


l 100,000 2.752 3.097 3.441 3.785 4.129 


Government Bonds.—The effect of 
the tax upon our government bonds is 
not so easy to determine on account 
of the complications of exemption pro- 
visions contained in the laws author- 
izing the various liberty loan issues. 
The. Panama 3’s, which did not bear 
the circulation privilege, sold in the 
years from 1910 to 1913 at about 
102.25 and then yielded approxi- 
mately 2.90 per cent. The same bonds 
today sell for about 90 and yield about 


3.5 per cent. In the years from 1910 


to 1913 municipal bonds had an aver- 

age yield of 4 per cent. The differ- 

ence in yield between these bonds and 

municipals was about 1.10 per cent. 

Today municipal bonds average to 
11 


yield about 4.5 per cent and the differ- 
ence in yield is about 1 per cent. As 
an illustration of the effect of the in- 
come tax, comparison may be made 
between the bonds of the non-tax- 
able 3.5 per cent first liberty loan and 
the bonds of the taxable 4.25 per cent 
fourth liberty loan. In the January 
1920 market the 3.5’s sold around 99.90 
while the 4.25’s sold around 92.70. 
Outside of the effect of the ten-year 
difference in the terms of the two 
classes of bonds, the income tax 
caused the bonds bearing 0.75 per 
cent more interest to sell about 7 
points lower on the market. Neither 
class of bonds was subject to state 
taxation but ‘the 3.5’s were entirely 
tax exempt while the higher rate 
4,25’s were exempt from the normal 
tax only. 

Federal Farm Loan Securities.— 
The effect of the Income tax may be 
further illustrated in the case of the 
federal farm land bank and joint stock 
land bank bonds which are free from 
all United States and state taxes. 
These bonds near 5 per cent interest 
and sold in the January 1920 market to 
net about 4.75 per cent. Municipal 
bonds, which are not subject to federal 
taxation but are taxed in most of the 
states, sold in the same market from a 
4,50 to a 4.75 per cent basis. With 
these farm loan securities yielding 4.'75 
per cent they are equivalent to a tax- 
able bond yielding 5.62 per cent; to 
an individual having a taxable income 
of $20,000 and to one having a taxable 
income of $50,000 they are equal to 
taxable bond yielding 6.88 per cent. 


The Tax Free Covenant 


The act of 1913 contained a pro- 
vision requiring the normal tax, which 
was then 1 per cent, to be withheld at 
the source and requiring ownership 
certificates to accompany all coupons 
from corporate bonds at the time the 
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coupons were presented for collection. 
This disclosure of information and the 
” attendant annoyance csused to tax pay- 
ers who owned this class of securities in- 
fluenced a gradual trend of investment 
from corporate bonds into corporate 
stocks and mortgage notes, in addi- 
tion to the trend of investment into 
municipal bonds brought about by 
the general provisions exempting them 
‘from taxation. As a result of a some 
what similar provisior in the income 
tax laws enforced during the Civil 
War, there existed, at the time of the 
passage of the income tax law of 1913, 
in about 70 per cent cf the outstand- 
ing corporate bonds of the country, 
what are known as “tax free cove- 
nants.” These covemants, in sub- 
stance, require the oblizor of the bonds 
to pay any Income tax which may be 
required by law to be withheld from 
the interest paid to tae bond owner. 
Such a covenant became effective 
under the withholdinz provisions of 
the act of 1913 and had a certain 
effect in arresting diversion of funds 
from corporate bonds into mortgages 
and stocks. 

Applying the princ pal of capitali- 
zation ‘to the normal ncome tax of 1 
per cent it would work m theory as 
follows: The charge zo the corpora- 
tion assuming a normal income tax 
of 1 per cent upon th= interest of a 5 
per cent bend is 0.05 per cent a year, 
so that imstead of the corporation 
paying 5 per cent per annum for the 
use of its money it wold pay 5.05 per 
cent per annum. This 0.05 per cent 
capitalized would be cbout 1 per cent 
of the face of the bonc, or one point in 
its selling price. This would mean 
that a corporation in selling a 5 per 
cent bond to the wholesaler would 
have to receive 1 pomt more for the 
bonds in order to capi-alize the normal 
income tax of 1 per cent. ‘To state 
it another way: If tke owner of a 5 


- 
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per cent $1,000 bond had toa pay the 
normal income tax on it he would 


' receive an annual net return of $49.50 


instead of $50. The result would be 
the fall of the bond’s selling price to 
99 which would net him about 5.05 
per cent annually or 5 per cent net 
after paying the tax. If the corpora- 
tion failed to pay the tax its bonds 
would bring it 1 per cent or 1 point 
less and instead of selling at par would 
sell at 99. It it agreed to pay the tax 
and received par for its bonds it re- 
ceived the benefit of the capitaliza- 
tion of the tax, and in assuming the 
tax under 2 tax-free covenant was out 
no more than it would have been by 
failing to assume it and receiving less 
for its bonds. If the capitalization of 
a tax of this character were unaffected 
by other economic factors this would 
be the advantage gained by the cor- 
poration m selling its bonds with a 
tax-free covenant and assuming to 
pay the normal federal income tax. 

Other factors enter into the problem 
of the sale price of bonds but the above 
illustration shows the trend of the 
effect of the tax and its ecapitaliza- 
tion. A good illustration of the effect 
of the 1 per cent normal tax paid under 
the tax free covenant existed in a com- 
parison of prices of Chicago and North- 
western Railway 4 per cent general 
mortgage bonds maturing in 1987, 
Certain of these bonds issued prior to 
the passage of the act of 1913 con- 
tain the tax free covenant. Certain 
others, issued after that time, secured 
by the same mortgage, do not contain 
this covenant. In a range of prices 
covering the year 1915 the tax free 
covenant bonds were quoted and sold 
about 1 point higher on the market 
than the same bonds not having such a 
covenant. The act of 1918 allows the 
normal tax to the extent of only 2 
per cent to be paid at the source under 
such a covenant. 


Errecr oF TAXATION ON SECURITIES 


Some corporations that found this 
covenant effective for the first time 
attempted to obtain a repeal of the 
provisions of the law giving effect to it 
but Congress concluded that, since the 
use of the covenant was so prevalent 
and had such an effect upon the cor- 
porate security market, it was unwise 
to make-the requested change. 


Preferred Stocks 


The income tax Jaw and the excess 
and war profits tax law had a strong 
influence in changing ‘the trend of 
corporate financing by causing the 
issuance of preferred stocks instead of 
bonds. The act of 1913 levied a 
normal tax of 1 per cent and, in the 
case of income derived from coupon 
bonds and in certain other cases, 
required the normal tax to be collected 
at the source of payment unless 
exemption was claimed by the owner 
as allowed by the law. In order to 
determine whether or not the normal 
tax should be collected, an ownership 
certificate was required to be signed 
by the owner of the income and to 
accompany interest coupons presented 
for collection. The same law provided 
that no normal tax should be collected 
from the recipient of dividends from 
corporate stock, because the corpora- 
tion was required to pay a tax equal 
to the normal tax on the earnings from 
which the dividends were paid. The 
irritation caused by the disclosure of 
ownership of corporate bonds through 
these ownership certificates on the 
one hand, and the escape of dividends 
from the direct burden of the normal 
tax on the other, caused a tendency 
toward investment in stocks rather 
than in corporate bonds. This was 
accentuated when the subsequent laws 
substituted information certificates for 
the former ownership certificates and 
then gradually raised the normal tax 
to its present rates of 4 and 8 per 
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cent. With the tax at the last figures 
the yield on preferred stocks may be 
illustrated as follows: 


Taxable Preferred Stock Dividend Rates 
Income 6% 1% 8% 
Net Income Yield 
$5,000 6.00 7.00 8.00 
10,000 5.93 6.92 7.91 
20,000 5.79 6.75 7.72% 
50,000 5.34 6.23 7.12 
100,000 4,58 5.35 6.12 


It will be seen from these figures 
that a person having a net income of 
$5,000 or less in dividends escapes the 
tax entirely and, in the case of in- 
comes over this amount, escapes the 
normal tax of 4 and 8 per cent. This 
saying gives preferred stocks the 


advantage over bonds and notes to 


the extent of the normal tax. ‘This is 
the advantage to the owner of the 
income. : 

The exclusion of borrowed money 
as invested capital in the computation 
of excess and war profits tax has had 
an influence on corporate financing 
methods. The revenue act of 1918 
imposed an excess and war profits 
tax which first applied to corporate 
incomes for the year 1918. It pro- 
vides that borrowed money may not 
be included in the computation of 
invested capital, on which are based 
the tax credits. Preferred stock may, 
however, be included in the computa- 
tion of such invested capital. To 
illustrate the effect of these credits 
upon preferred stocks, take a case of 
1918 income to which the highest 
rates of the law apply. Assume a 
corporation having $1,000,000 of em- 
ployed capital earning 6 per cent net 
in the pre-war period and 15 per 
cent in 1918, before deducting fixed - 
capital charges. If the employed cap- 
ital of $1,000,000 were represented by 
$500,000 of common stock and $500,- 
000 of 7 per cent preferred stock-the 
corporation had an invested capital 
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of $1,000,000 within the meaning of 


the law and was entitled to 8 per 
cent of $1,000,000, or $80,000, as its 
excess profits tax credit. This was 
deducted from its net income before 
computing the excess profits tax. It 
would, in computing the war profits 
tax be entitled to dedact a credit of 
10 per cent, or $100,000. If the cor- 
poration, on the other hand, -had the 
same employed capital represented by 
$500,000 of common stok and $500,000 
of bonds bearing 6 per cent it would 
be allowed credits of 8 and 10 per 
cent on the $500,000 zommon stock, 
or $400,00 as the excess profits credit 
and $50,000 as the wa- profits credit. 
In addition the corvoration could 


deduct 6 per cent imterest on the. 


$500,000 of bonds, or $30,000, as an 
expense item. Eliminating the spe- 
cific credit of $3,000 for simplicity of 
computation, the tax, in the case of 
the corporation having preferred stock, 
would amount to 40,000. This, 
added to the fixed charze of 7 per cent, 
or $35,000 of dividends, on the $500,- 
000 preferred stock would make a total 
annual charge of $75,900, or 7.5 per 
cent upon the $1,000,C00 of employed 
capital. In the case af the corpora- 
tion having bonds the tax, similarly 
computed, would be $56,000. This, 
added to the fixed charge of 6 per cent, 
or $30,000 of interest >n the $500,000 
of bonds, would make a total annual 
charge of $86,000 or 85 per cent upon 

he $1,000,000 of employed capital. 
This shows that the orporation was 
better off to the exten= of 1.1 per cent 
annually on its entire employed cap- 
ital by financing with half preferred 
stock paying 7 per rent dividends, 
‘than with half bond: paying 6 per 
cent interest. Of course, the advan- 
tage would increase oc disappear, de- 
pendent on the amount of capital, pre- 
war earnings and tax year earnings but 
where the advantage existed, as it did 
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in many cases, it had the added effect 
upon the trend from bond to preferred 
stock financing. 

Thus it may be seen that the advan- 
tage to the holder of preferred stock 
over bonds, to the extent of the normal 
tax on the one hand, and the advan- 
tage to the borrowing corporation, that 
existed, in many cases, on the other 
hand, had the general effect of caus- 
ing a large increase of preferred stock 
financing and a relative decrease of. 
bond financing. The advantage to 
the corporation of preferred stock 
financing is not so pronounced and 
more often disappears in 1919 and sub- 
sequent year incomes. For instance, 
using the same illustration based upon 
1919 income the corporation would be 
$3,000 a year better off by financing 


-with bonds instead of preferred stock. 


The stock financing would make the 
total capital charge to the corporation 
4.9 per cent as against 4.6 per cent in 
the case of bonds. This is because the 
law provides for the elimination of the 
war profits tax of 80 per cent and a 
reduction in rates of the excess profits 
tax for incomes after 1918 but the 
advantage to the investor still remains, 
lessened only by the reduction in 
rates of the normal tax which are 
effective as to 1919 and subsequent 
vear Incomes. 


Efect of the Excess and War Profits 
Tax upon Municipal Bonds 


Certain provisions of the excess 
profits tax law relating to what are 
called inadmissible assets have a 
material effect on the sale of municipal 
bonds to corporations. When the ex- 
cess and war profits tax provisions 
of the law were enacted the framers 
considered it unfair to allow corpora- 
tions to base credits upon capital that 
did not produce income taxable to the 
corporation. For this reason munici- 
pal bonds were excluded in the compu- 
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tation of invested capital. Because of 
accounting complications, due to the 
effect of borrowed money, the act of 
1918 was drawn so that the exclusion 
of municipal bonds was made propor- 
tionately. In order to illustrate the 
effect of this exclusion upon the yield 
to corporations from municipal bond 
investments, consider a simple case 
having no borrowed money complica- 
tions. Assume a corporation having 
a capital stock of $800,000 and a sur- 
plus of $200,000, the $800,000 being 
invested in admissible assets and: the 
$200,000 surplus in municipal bonds 
bearing 4 per cent interest. Assume 
that the pre-war earnings of‘the cor- 
poration were 8 per cent and that the 
net earnings for the tax year 1918, 
exclusive of bond interest, were $150,- 
000. Municipal bonds are madmis- 
sible assets within the meaning of the 
law. Under the rule for the exclusion 
of inadmissible assets there would be 
excluded that proportion of the total 
invested capital of $1,000,000 which 
the inadmissible assets, amounting to 
$200,000, bears to $1,000,000. This 
would exclude one-fifth of the total or 
$200,000, leaving an invested capital 
of $800,000 for the purpose of comput- 
ing the credits of 8 and 10 per cent. 
The war profits tax rate would apply 
and, excluding the specific exemption 
of $3,000 for simplicity in computa- 
tion, the total tax would be $56,000. 
In order to observe the effect of the 
exclusion of municipal bonds as inad- 
missible assets upon the earnings of 
the corporation, assume that the cor- 
porations’ surplus of $200,000 were 
invested in 6 per cent corporate bonds. 
This would increase the taxable income 
to the extent of 6 per cent on $200,000, 
making the total net earnings $162,000. 
The corporation bonds would consti- 
tute admissible assets so that the in- 
vested capital for the purpose of the 


159 


tax credit would be $1,000,000 instead 
of $800,000 and the resultant. tax 
would be $49,600. In the case of the 
surplus being invested in municipal 
bonds the total net earnings of the 
corporation would be $150,000, plus 
4 per cent on $200,000, or $158,000, 
which, less the tax of $56,000, would 
leave net earnings of $102,000. In the 
case of the surplus being invested in 
corporation bonds the net income of 
$150,000 would be increased by 6 
per cent on $200,000, making a total 
of $162,000, which, less the tax of 
$49,600 would leave net earnings of 
$112,400. Thus the total net earn- 
ings of the corporation in the case of 
holding the 6 per cent corporate bonds 
would be $10,400 or 5.2 per cent 
more upon the $200,000 of surplus. 
In other words, the corporation by 
holding the municipal bonds has not 
only failed to benefit from the income 
upon them but they have cost the 
corporation 1.2 per cent in addition to 
causing a loss of the 4 per cent inter- 
est received. The effect of the tax 
under the same circumstances for the 
year 1919, instead of 1918, would be far 
Jess on account of the elimination of 
the 80 per cent war profits‘tax and the 
consequent application of the 20 per 
cent excess profits tax rate. Under 
such circumstances it would cost the 
corporation only $800 a year more to 
hold the $200,000 municipal bonds 
than it would to hold the like amount 
of corporation bonds. This would 
result in a reduction of 0.4 per cent in 
the yield of the municipal bonds 
reducing it to 3.6 per cent. In this 
connection it ought to be stated that 
municipal bonds held by mutual sav- 
ings banks, and other corporations 
specifically exempted from the opera- 


“tion of the income tax law, are not 


directly affected by this tax. 
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NHERE is in finencial literature 
a surplus of artmles intended to 
reinforce the assumed-y feeble will of 
the average Americar to save. The 
intention is not to acd here another 
contribution to the vcluminous litera- 
ture designed to incuce thrift but 
rather to describe scme features of 
finance which have contributéd in 
recent years to make mvestment easy, 
safe. and profitable for the small 
investor. It must also be pointed out 
that these features, with all their 
attendant individual and community 
benefits, are subject like other human 
institutions to misuse. 


AGENciEs or TARIFT IN THE UNITED 
STATES 


Arranged approximetely in the order 
of their general use by the majority of 
the people, the agencies of thrift in the 
United States are (1) Savings banks, 
(2) Insurance, (3) Euilding-and-loan 
associations’ and (4) Security invest- 
ments. For the past ten years con- 
siderable effort has been devoted to 
making the latter agency more readily 
available to the avetage person, cul- 
minating in the campaigns for the 
popular subscription of war funds. 
To make this agency sor thrift effective 
among the greater portion of the 
population it is necessary to harmonize 
security investments with the means 
of the small investor, a necessity which 
may be met by either or both of the 
following methods: 

(1) Enable the investor to pay for 
the investment unit, stock or bond, on 
the installment plan This is adapt- 
ing the investor’s purchasing power to 
the commodity to be purchased. 


(2) Reduce the size of the invest- 
ment unit, making it possible to pur- 
chase a share for $25 instead of $100 or 
a bond for $100 instead cf $1,000. 
This is adapting the commodity to the 
investor’s purchasing power. 


ADAPTING PURCHASING POWER TO THE 
CoMMODITY 


The Installment Plan.—The partial- 
payment plan is not new in the sense 
that it is a radical departure from 
previous methods of doing business. 
Fundamentally, it is, like a margin 
purchase, the buying of securities by a 
customer, partly on borrowed money 
and partly on his own capital, the 
purchased securities serving as col- 
lateral for the funds borrowed. This 
transaction is, however, modified (a) by 
encouraging purchases by small invest- 
ors and (b) by reducing to a minimum 
the highly speculative possibilities. 

Odd-Lot Dealers —Purchases by small 
investors involve odd lots,’ and a few 
words are required to describe their 
significance, it being understood that 
odd lots may be bought outright and 
do not necessarily involve the partial- 
payment plan. Nor do partial pay- 
ments preclude the buying of round 
lots, though this is rare. The odd-lot 
business is a specialty engaged in on 
a large scale by relatively few concerns, 
although nearly all brokers occasion- 
ally handle small amounts. It is 
made possible by the existence of the 
odd-lot dealer? who, as distinguished 


1 Lots of less than 100 shares, which is the 
unit of trading on nearly all stock exchanges. 

2In the United States the same individuals 
may operate in both capacities but in -England 
these functions are sharply separated. 


`~ 
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from a broker, derives his profit from 
the difference between the buying 
and selling prices of the securities he 
handles. He buys or sells odd lots and 
reverses these transactions in round 
lots by either combining the odd lots 
bought into a round lot or splitting up 
round lots purchased to deliver on 
his odd-lot sales. Such dealers are 
not numerous, five or six important 
firms being found in the membership of 
the New York Stock Exchange. Each 
firm, however, often has several part- 
ners owning Exchange seats and one 
firm controls eleven. 

Odd-Lot Brokers.—The larger part of 
the odd-lot dealer’s business 1s brought 
to him by odd-lot brokers. These do 
not differ from the ordinary commission 
broker, except that they are willing to 
buy or sell odd lots for customers, 
where as with the ordinary broker this 
is more or less an accommodation. The 
odd-lot broker, however, not only 
accepts but even advertises for this 
class of business. The remuneration 


of the broker is a commission charged - 


the customer, varying with the price 
of the securities? There are possibly 
sixty-five members of the New York 
Stock Exchange engaged to any extent 
in the odd-lot business. Of this num- 
ber it is said that only three or four at 
most operate partial-payment plans, 
although the plan is extensively ad- 
vertised by firms outside the exchange. 
One of the largest of the exchange 
firms carries on its books many thou- 
_ sands of odd-lot and partial-payment 
accounts. 


Usuan OPERATION oF THE PARTIAL- 
Payment PLAN : 


Character of Securities Bought—With 
_ its place in finance, its scope and 
accompanying features in mind we 
pass to an examination of the usual 
operation of the partial-payment plan, 


3 See page 172. 
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with some comments on the variations 
introduced. The plan in its most 
desirable form presupposes that only 
high-grade investment securities are 
to be bought; otherwise those who 
can least afford to lose are encouraged 
to speculate. One firm tries to effect 
this by compiling a list of approxi- 
mately ninety securities which may be 
purchased, with exceptions only for 
good reasons but with modifications 
as found necessary. Some other firms 
exercise little or no supervision over 
this matter. Even high-grade securi- 
ties, if inactive, are not desirable from 
the broker’s viewpoint, because of 
the impossibility of using the odd-lot 
certificates as collateral for bank loans. 

Initial Deposits —To purchase ‘an 
odd lot on the partial-payment plan 
the customer makes an initial deposit 
of a portion of thé purchase price. 
The following is typical of the initial 
deposits required: 


On bonds _ 
$100 denomination $10 a bond 
500 “6 50 éé éé 
1000 å 100“ * 
On stocks selling 
Below 30 $10 a share 
From 30 to 50 ip s 
From 50 to 100 go“ “ 
From 100 to 150 SOc “o? 
From 150 to 200 50%“ “ 


Above 200 
A purchase of eight shares at $90 per 
share would require a deposit, there- 
fore, of $160. A variation is to require 
a straight 20 per cent of the purchase 
price, which will average lower than 
the preceding scale. Curb houses 
sometimes provide for low-priced 
stock by a scale of deposits ranging 
from one dollar per share up. The 
balance of the purchase price is ad- 
vanced by the broker, who has the 
certificate transferred to his name and 
borrows on it from a bank. On the 
eight shares at $90 in our hypothetical 
case he would probably be able to 
borrow a little over $600. 


Special terms 


” 
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Monthly Payments——The theory is 
that the customer will now pay for the 
stock in installments, making agreed- 
upon payments on tae first of each 
month of at least $5 on each $100 
bond bought, $3 on eazh share of stock 
at less than $30 and $E on each share at 
$30 or over. In our Lypothetical case 
the customer would egree to pay $40 
a month. In some cases the balance 
due is divided into tventy equal pay- 
ments or 10 equal peyments and the 
plan called a “twenty-payment plan” 
or “ten-payment plen.” It will be 
noticed that with each monthly pay- 
ment the customer’s debt to the broker 
is decreased and his ecuity in the stock 
correspondingly increesed. When fully 
paid for the shares are transferred 
to his name on the corporate books 
and forwarded to him. In the mean- 
time he is credited wth all interest or 
dividends paid on thesecurities bought 
and charged interest on. the net 
balance he owes. This interest is 
usually at the rate money costs the 
broker but at least 6 per cent. Since 
call loan rates in ordirary times seldom 
exceed 6 per cent tkis is usually the 
rate charged. Since our hypothetical 
customer is paying € per cent on the 
$560 owed (elimina-ing commissions 
for the present) anc is receiving the 
dividends on the paz value ($800) it 
is usually true that His money is earn- 
ing interest for him while he is paying 
for the securities. Cne concern states 
that it absorbs the terest charge in 
its commission whieh is, of course, 
much above the usuel rate. 

Disposal of Accourts when Payments 
Lapse.—A, very natural question is, 
what happens to an account on which 
the payments lapse? This may be 
treated in either of two ways. In the 
first place it may thereafter be con- 
sidered as an ordinary margin account, 
provided the amoun“ of the customer’s 
deposit warrants it; if not, additional 
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margiń is called for and if not supplied 
the securities are sold. Secondly, it 
may be specially treated, as was the 
case with one firm, by being trans- 
ferred into a special class of accounts 
on which a penalty is imposed in the 
form of an additional carrying charge 
of say 2 per cent a year. One large 
house employing this latter plan has 
recently abolished it. 

Freedom of the Customer.—The cus- 
tomer may increase his payments at 
any time, may pay in full at any time 
and receive his securities, or if he de- 
cides to abandon the plan may sell at 
any lime. It is the essence of the plan, 
however, that it is for investment 
purposes and is not to be employed to 
constantly speculate on market prices 
by conducting an active trading ac- 
count. Some houses therefore will not 
handle an account which is obviously 
purely a small margin-trading account. 
In other respects the partial-pay- 
ment plan resembles ordinary security 
transactions. 

Callz for Additional Margin.— 
One other feature deserves special 
mention. The amount the customer 
has on deposit with the broker is 
termed his margin. Prior ta 1913 some 
houses, “with no unfortunate results 
and with the excellent intention of 
further divesting the partial-payment 
plan of margin-purchase characteris- 
tics, guaranteed the customer under 
all circumstances against any call for 
margin over and above his regular 
monthly payment. “Under a properly 
conducted plan this can be accom- 
plished with perfect safety. In 1918, 
however, a resolution adopted by the 
Governing Committee of the New York 
Stock Exchange prohibited the carry- 
ing of accounts without proper and 
adequate margin,’ and this guarantee 

4 Resolution of the Governing Committee, 
New York Stock Exchange, February 13, 1913. 


Constitution of the New York Stock Exchange, 
with amendments to January, 1918, p. 99. 
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was considered as violating the spirit 
of the resolution and conseqùently 
abandoned by Stock Exchange houses. 
Curb brokers likewise appear to refrain 
now from giving this guarantee. How 
such a guarantee can be given on secur~ 
ities which fluctuate widely and rapidly 
in price one can only speculate. 

Broker’s Commissions.—The broker 
receives for his services (1) a commis- 
sion of at least $1.50,5 (2) the use of 
` the capital supplied by the difference 
between the amount the broker lends 
the customer and the amount the 
. broker borrows from the bank and (3) 
any excess of interest charged the cus- 
tomer by the broker above what he 
pays for money borrowed. It should 
also be stated that odd-lot orders are 
usually executed at a slight concession, 
buying orders at one-eighth above and 
selling orders at one-eighth under the 
current market quotation. 


BENEFITS OF THE PARTIAL~-PAYMENT 
PLAN 


From the standpoint of the individ- 
ual the partial-payment plan has 
many advantages, among which are 
the following: l 


‘The New York Stock Exchange and the 
New York Curb Association have prescribed 
commission rates, as follows: 


New York Stock Exchange 
Bonds $ of 1% of par value 


Stocks 
‘Selling below $10 7.5¢ per share 
É $10 to $125 15.0¢ “ SA 
$I25 or over 20.08“ “ 


Minimium commission, $1.00 


New York Curb Association 


Stocks . ; 
Selling below $1 27%, of total amount 
involved 
“  $1-8 4¢ per share 
6s $3-5 5% é se 666 
s6 $5-10 7łé cc cc 
$10-125 I5 “ “ 
over $125 20g “ “s 


Minimum $1.00 
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Small-Scale Investment.—It enables 
small investors to purchase high-grade 
securities with a small immediate ex- 
penditure of capital. This- counter- 
acts to some degree the usually unfor- 
tunate tendency of small buyers to 
purchase several shares of a cheap 
stock in preference to. one share in a 
relatively conservative business. It 
also enables the small purchaser to 
invest his surplus as received and with- 
out delay. It provides a legitimate 
substitute for the so-called “bucket- 
shop.” 

Reinforced Will-Power.—The as- 
sumption of an obligation to make 
payments at regular intervals and the 
desire to own the security free of all 
encumbrance supply inducements to 
save. Each monthly payment in- 
creases the customers equity and 
consequently his returns. 

An Open Bargain Counter.—It gives 
the opportunity to purchase securities 
at a favorable price, while if immediate 
full payment were required the oppor- 
tunity would be lost. 

Investment Insurance —It enables 
the small investor to practice distribu- 
tion of risk, an advantage otherwise 
available only to the person of means. 
Carnegie’s advice to put.all the eggs in 
one basket and watch the basket is 
inapplicable to the average person 
because he is not sure which basket to 
put them in and because he has neither 
the. ability nor time properly to watch 
the basket. The other alternative is 
to distribute investments so that the 


‘loss upon any one will be small com- 


pared with the totalinvestment. Such 
a distribution may be made geograph- 
ically, avoiding the large loss other- 
wise consequent upon the adverse 
business conditions of a particular 
community; industrially, avoiding the 
large loss consequent upon a depression 
in some few lines of business or on the 
basis of hazard, distributing purchases 
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between bonds and stock or conserv- 
ative and speculative enterprises. 

Investment Service —FE.eputable houses 
furnish the investor with an investment 
service, advising him as to the character 
of his investments, furmishing financial 
facts and suggesting combinations fit- 
ted to his needs. This is easily subject 
to abuse. 

Investment Balance-VW heel_—The sys- 
tem operates to induze conservative 
trading, because, whi in a margin 
transaction the customer may assume 
large obligations without foresight, 
under the partial-payment plan the 
size of the periodical pzyment required 
will reasonably restrict his actions. 

Increasing Income.—The plan has 
the advantage over other systems in- 
volving borrowing that the purchaser’s 
equity in the securites is increasing 
and his debt and carrying charges con- 
sequently decreasing, resulting in a 
constantly increasing -ncome reaching 
its maximum when the securities are 
paid for in full. 

From the standpoiat of the com- 
munity the plan also has advantages. 

Thrift-—It is universally acknowl- 
edged that thrift is ¢ national asset, 
involving the conservation of resources 
and the accumulation of capital, and 
the benefit of the instinct developed 
by the partial-payment plan will be 
realized in many othe= directions. 

Provision for the Fuzure-—It enables 
the accumulation of funds for the 
support of the individual and his 
dependents after earning power has 
diminished or ceased, a burden which 
would otherwise fall or the community. 

Manipulation —It tends to create 
a, wide distribution of the ownership of 
corporate securities, with consequently 
smaller opportunities jor manipulation 
of prices. 

Extension of the Capital Freld— 
It extends the field of potential capital 
by making everyon2 a prospective 
investor and capitalis: to some degree, 
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consequently widening the field for 
raising capital when necessary. 
Community of Interest.—It enables 
the general public to share in the 
muntficent returns supposed to be 
earned by large corporations and to the 
degree to which this opportunity is 
taken advantage of, it promotes a 
community of interest between “big 
business” and the general public. 


ABUSES OF THE ParRTIAL-PAYMENT 
PLAN 


But the more economically sound a: 
plan is and the greater the need it 
satisfies, the more attractive a cloak 
it becomes under which to conceal 
activities entirely foreign to its pur- 
pose. Soitis with the partial-payment 
plan. Great as are its possibilities, 
equally great are its possible abuses. 
One of the chief purposes of this 


- paper is to show how deceitfully and 


destructively it may be misused. 

(1) It may be employed by an insecure 
business merely for the purpose of 
obtaining additional camtal—It will 
be remembered that the customer’s 
equity in the securities is growing with 
each payment made. Until the shares 
are transferred to his name this equity 
is assuming more and more the nature 
of a trust fund, though it is hard to 
draw the line of demarcation. The 
original margin is necessary for the 
broker’s protection in the event of a 
decline in the price of the securities 
before any further payments are | 
made. But it is plain that as the 


«customer continues his monthly pay- 


ments the amount on deposit gradu- 
ally, and in time greatly, exceeds the 
amount necessary for the protection 
of the broker. To the extent that this 
is true the fund becomes the equiva- 
lent of a deposit in a savings bank or 
a payment in a building-and-loan: 
association. And yet, strange as it 
may appear, it has thrown about it 
none of the protection afforded bank 
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deposits or buildmg-and-loan funds. 
The broker may use it as he pleases, 
provided only that he be ready to 
deliver the securities upon payment of 
the balance due by the customer. 
If he cannot do this he is usually 
insolvent and the customer must take 
his chances among the creditors. 
Under such circumstances the charac- 
ter of the house with which the cus- 
tomer is dealing becomes of inestimable 
importance. Yet there is nothing to 
prevent any broker from starting a 
partial-payment plan. 

(2) When dealing with unreliable 
~ firms the customer may not get the benefit 
of the correct price.-—There may be a 
variation of perhaps’a point between 
the high and low prices of the day, 
and it is reputed that customers are 
often charged the high price of the 
day when in fact their orders were 
actually executed at much lower figures. 
This, of course, is not peculiar to the 
partial-payment purchase; but in view 
of the care required to obtain any profit 
from this class of business it offers 
a peculiar temptation to illegitimate 
' practices. 

(3) The unreliable firm may not buy 
the ‘stock at all—“ bucket”? the order.— 
Since the customer never sees the 
security until fully paid for, which is 
not usually for at least a year, the 
broker may notify the customer that 
the purchase has been made at a 
definite figure and then gamble on 
future prices, hoping to be able to buy 
‘it for much less. His anticipations 
may be realized, in which case the 
customer has been defrauded by his 
own hired and paid agent; or they 
may not, whereupon if many others 
have been treated in the same manner 
an insolvency ensues. 

(4) The broker may disappear with 
the funds in his possession.—This 
danger is not peculiar to the partial- 
payment plan, but is augmented by 
the character of the plan. From 
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ordinary margin buyers the broker 
can never embezzle more than 10 or 
20 per cent of the purchase price, 
whereas from the partial-payment 
buyers there is a constant influx of 
funds and a continual increase in the 
amount of other persons’ property held 
by him. It might be expected, there- 
fore, that an illegitimate enterprise 
would find the partial-payment plan 
a ready means of making ten or fifteen 
blades of grass grow where but one 
grew before. 

(5) The plan may also be -used to 
entice persons to speculate recklessly 
who otherwise would abstain.—Persons 
who abhor “buying on margin” will 
readily consent to enter into a partial- 
payment plan for conservative invest- 
ment. Later it is easy to inveigle them 
into highly speculative purchases, to 
convince them that the partial-pay- 
ment plan and margin buying are 
identical after all, and both harmless, 
and, finally, to have them buying and 
selling with tolerable frequency nearly 
any security. An active account, with 
frequent transactions, yields far more 
in the way of commissions than a par- 
tial-payment account which, at best, 
offers the hope of only an exceedingly 
small return. 

(6) Speculative Character of Accounts. 
—Even where the broker is indifferent 
or opposed to the result described 
above, the account frequently assumes 
a speculative character without incite- 
ment and despite opposition. The 
customer himself never intends to 
buy and pay for the securities ordered, 
but merely regards the partial-pay- 
ment plan as an opportunity for doing 
on a small scale what his means will 
not permit by the ordinary method. 
For the success of the plan, not only 
the broker but also the customer must 
be sincere. For the broker closely to 
watch the state of mind of his many 
small customers as evidenced by their 
actions is too much to expect and this 
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explains why firms which have exerted 
every effort conscientiously to admin- 
ister the plan have not been entirely 
satisfied with the results. 

The odd-lot business of brokers has 
apparently not yielded any large 
profit thus far because of the expense 
of the tremendous amount of clerical 
work involved and the disproportion 
of postage and miscellaneous expense 
to the commission earned. The recent 
tendency has been to increase the obli- 
gations of the customer. One large 


house has very recently proceeded to do . 


this by the following requirements, the 
objects of which are self-evident: 

(1) Acceptance of no partial-pay- 
ment accounts carrying less than five 
shares of stock or $500 par value of 
bonds. 

(2) A minimum carrying charge suf- 
ficient to yield at least $2 per account 
per month, including commissions. 

(3) A usual transfer charge’ of 4 
cents per share. 


ÅDAPTING THE COMMODITY TO PUR- 
CHASING POWER l 


The second method suggested, of 
adapting the commodity to the in- 
vestor’s purchasing power by decreas- 
ing the size of the investment unit, is 
equally important but requires little 
description. This method was adopted 
in conjunction with the partial-pay- 
ment plan in the sale of Liberty bonds 
and proved eminently successful. For 
years prior to this, however, the so- 
called “baby bond” was being put 
on the market, and within recent years 
hundreds of such issues are available 
to the small investor. Lists of prom- 
inent bonds of $50 and $100 denomi- 
nations are frequently published in the 
columns of magazines and space is 
not available here to reproduce such a 
list. One New York firm, at least, is 
now more or less specializing in the 
sale of bonds-of small denominations 
directly to the public, eliminating the 
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middleman’s profit. Thus far there 
has been practically no deliberate 
application of this method to stock 
certificates, although it would supply 
all of the benefits of the partial-pay- 
ment plan with very few of the abuses 
to which that plan is subject. To 
place commodities such as pianos and 
automobiles in the hands of persons 
of limited means, the partial-payment 


-plan is essential, since these articles 


cannot be divided, but corporate cap- 
ital is easily divisible and its adaptation 
to purchasing power consequently con- 
venient. ‘There is no reason, appar- 
ently, why $10, $25 and $50 should not 
become standard par values for stock 
certificates instead of $100. 

It will easily be seen by retrospec- 
tion that the baby bond idea has all 
the advantages of the partial-payment 
plan—encouragement of thrift, diversi- 
fication of investments, restriction of 
speculation, provision for the future, 
diminution of manipulation, exten- 
sion of the capital field and community 
of interest. It has worked satisfac- 
torily in the case of bonds and it is 
curious that it has not been applied ex- 
tensively to stock certificates, where 
the results would be even greater. One 
might anticipate that with a reduction 
of the par value to $10 per share the ° 
interest in the Pennsylvania Railroad 
Company would be increased from 
100,900 to 200,000 or 300,000 persons 
and that similar results would obtain 
in other large corporations. This is a 
possibility worthy of serious considera- 
tion by promoters and underwriters. 
A reduction in the par value of shares 
would produce all the benefits of the 
partial-payment plan and eliminate 
some of the abuses of this system. It 
would broaden the investment field 
in the United States and open up new 
fields for stocks and bonds of American 
corporations in foreign countries, where 
large denominations have always been 
a detriment to wide distribution. 


“Blue Sky” Laws 


By Roser R. Rexp! 
Of Reed, Dougherty & Hoyt, New York City 


Purposre or “Buur SKY” Laws 


HE suggestion of a paper on “blue 
sky” laws is timely, although 
dificult to execute. “This law,” 
as Bank Commissioner Dolley, of 
Kansas, stated in his 1912 report, “is 
something entirely new in the busmess 
world.” The general evil, however, at 
which it is directed—fraud in the sale 
of property rights—is as old as the 


1 Mr. Reed has been intimately connected 
with the development of “Blue Sky” legislation 
both individually and as counsel for the Invest- 
ment Bankers Association of America and other 
clients.— Ed 

2 The following introduction to Finlason’s 
Report of the case of Twycross v. Grant, pub- 
lished in London in 1877, might well serve as a 
standing introduction to articles on this subject: 

“When, half a century ago, the principle of 
association was largely applied to commercial 
enterprises, it became, as all good things are 
liable to be, grossly and lamentably abused, and 
the first fault was in excess. In the year 1824-25 
two hundred and seventy six companies were 
projected, of which the aggregate capital, on 
paper, was £174,114,000. ‘However absurd,’ 
observes the historian, ‘many of these schemes, 
the shares of some rose to enormous premiums, 
especially the foreign mines.’ 
excess, however, as the historian mentions, was 
a spirit of over-speculation, caused by redun- 
dancy of capital. People had so much money 
that they did not know what to do with it, and 
so they fell an easy prey-to artful schemes. The 
immense multiplication of joint-stock schemes, 
many of them delusive, in which vast sums of 
money were lost, lead in 1826 to the most tremen- 
dous revulsion in our commerce which threat- 
ened the entire country with bankruptcy. In 
the session of that year, Alderman Waithman 
brought the subject forward in the House of 
Commons. The alderman stated that within 
three years six hundred companies had been 
formed—most of them for dishonest purposes. 
‘The directors of these fraudulent schemes 
worked with the market as they pleased, forcing 
up the prices of shares to sell, depressing them 
to buy and pocketing the difference’ . . . 


The cause of this ' 


institution of private property. This 
evil has been facilitated and supple- 
mented by the creation and use of 
corporations; supplemented in the 
sense that in addition to fraud we 
have reckless and improvident flota- 
tions—“a constant flow of capital into 
enterprises doomed in their inception” 
—and also facilities of corporate over- 
reaching unknown to the common law. 





Not only were no measures taken against the evil, 
but the measures taken were such as tended to 
increase it. The legislation on the subject was 
marked with singular fatuity. Not only did it 
afford every facility for the formation of com- 
panies, in affording an easy process for incorpora- 
tion by mere registration, but it really afforded 
every facility for the formation of fraudulent 
companies, and took no guarantees for honesty 
of intention, for the stability of the projectors or 
the genuineness of the scheme. . . It seems 
incredible, but such was the fatuity of a ‘re- 
formed’ Parliament in dealing with such sub- 


` jects, that the Joint Stock Companies Act 


positively allowed a company to be formed, 
registered and incorporated by the mere subscrip- 
tion of seven persons for a single share each, 
Of course, the result was that fraud, which 
this fatuous legislation may almost be deemed 
to have suggested, was largely practiced, and 
for the last thirty years innumerable companies 
have been thus formed, by a few interested 
schemers, with the design of risking other peo- 
ple’s money, not in real and honest enterprise, 
but in a sordid traffic in shares.” 

The perspective afforded by a study of this 
problem in England, France and Germany, is of 
the greatest value. Much material of this char- 
acter, including an interesting review of the 
adoption and operation of the 1911 Kansas Act, 
will be found in a volume entitled Company 
Capitalization Control prepared in 1913. for the 
State Department of Canada by Thomas Mul- 
vey, author of an annotated Dominion Company 
Law (1919). The responsibility of the state for 
much of the evil incident to corporate promotion 
was very recently emphasized by Judge Landis, 
of the federal court, in Chicago. In sentencing 
a promoter to ten years’ imprisonment he is re- 
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It is largely to these corporate possi- 
bilities of waste and of effectual but 
Jegal “theft” that “blue sky” laws are 
directed; they would prevent not only 
fraud but also whatever will, in the lan- 
guage of the acts, “work a fraud” on 
the unsuspecting purchaser. He must, 
in the opinion of the Securities Com- 
mission of Minnesota, “have a fair 
chance to gain by his investment.” 
It is not necessarily a “fraud” to sell 
a man property without disclosing 
known defects. ‘The doctrine of caveat 
emptor applies. But it may “work a 
fraud” upon him to sell him stock in a 
company whose chief asset is an option 
on a mining lease for which the pro- 
moter has received half the stock issue, 
even when, according to one view, this 
fact is disclosed.~ To promote this 
combination of evils the legislatures of 
forty-eight states, more or less, have 
been buying with each other in the sale 
of corporate facilities, and now to re- 
strain this combination of evils the 
legislatures of forty-eight states have 
been urged to set up a machinery to 
control, not the creation of corpora- 
tions, but the distribution within each 
state of carporate securities. Some 
twenty-eight states, including Ohio, 
Illinois, Michigan, Wisconsin and Min- 
nesota, have yielded to this demand. 
Some of the largest and wealthiest 


ported to have said: “The state of Delaware 
would face an indictment for licensing such cor- 
porations as the Pan Motor Company if I could 
summon a sovereign state into court.” The 
student might read on this subject the address of 
Edgar H. Farrer of New Orleans, an ex-president 
of the American Bar Association, in the 1911 
Proceedings of that body, also the several ad- 
dresses of ex-Attorney General Wickersham on 
. anti-trust legis:ation, and articles entitled Amer- 
ican Democracy and Corporate Reform, in the 
Allantie Monthly of January, 1909, and Feb- 
ruary, 1914. It is interesting to note that West 
Virginia and Arizona were among the first states 
to adopt “blue sky” laws, applying not to cor- 
porations organized in the state, but only to 
corporations and others selling securities in 
the state. f 
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states, New York, Pennsylvania, Mas- 
sachusetts, Indiana, Washington (by 
a referendum) and Colorado, have 
resisted this demand. 


ORIGIN or “Brut Sxy” LEGISLATION 


In the year 1910, Bank Commis- 
sioner Dolley, of Kansas, former 
chairman of the Republican State 
Committee, a prosperous merchant 
and president of a local savings bank, 
inaugurated a remarkably effective 
newspaper agitation against “blue sky 
merchants” in that state. He be- 
came imbued with the laudable pur- 
pose, not only of driving these “get- 
rich-quick vultures” out of business, 
but also of organizing his department 
to serve the people in investment mat- 
ters. “I am sure,” he wrote in one of 
his circular newspaper letters, “we can 
give them some valuable advice and 
be of much assistance to them in in- 
vesting their money where it will not 
be lost.” In the same letter he prom- 
ised “to remove these financial can- 
cers entirely from our state—with the 
proper help from the legislature.” 
The legislature complied promptly and, . 
without adequate investigation of the 
subject, enacted the 1911 Kansas Act. 
Mr. Dolley’s advertising genius again 
asserted itself. In his 1912 report he 
was able to say: “The law is rapidly 
gaining fame all over the civilized 
world, and I believe that a large num- 
ber of the states will adopt similar 
laws at the coming sessions of their 
legislatures. J believe that a movement 
has been started that will eventually re- 
sult in the regulation and supervision of 
all kinds of companies in the same man- 
ner as banks are now reguiated and 
supervised.” 

The legislatures of fourteen other 
states “obeyed the impulse” propa- 
gated by Mr. Dolley. Several of them 
adopted his 1911 act without change; 
others committed, independently, equal 
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follies. 
of office, and the 1913 Kansas legisla- 
ture materially amended his act, taking 


among other changes, its exclusive 


administration out of the hands of the 
bank commissioner. In 1915 the en- 
tire act was repealed and a new “ spec- 
ulative securities” act was passed. 


THe Kansas Act or 1913 


It would be impossible to analyze in- 
telligently and briefly the early 1913 
statutes. It is sufficient to say that 
the Kansas, and similar acts, pro- 


hibited the offer or sale of any security - 


(with a few exceptions) without a per- 
mit from the state based upon the find- 
ings of a state official. These findings 
must. certify that the “proposed plan 
of business and proposed contracts 
contain and provide for a fair, just 
and equitable plan for the transac- 
tion of business, and, in his judgment, 
promises a fair return on the stocks, 
bonds and other securities offered 
for sale by it.” It is quite evident 
from the language used that the orig- 
inal draftsman either knew nothing 
of the normal investment security 
business, or was unaware that both 
it and the ordinary borrowing of a 
private business concern were included 
in his primary prohibition hence 
subject to the regulatory provisions of 
the act. The whole conception of the 
law was that of a typical promotion 
enterprise by the issuing company. 
These acts were hoplessly crude and 
unworkable; they covered an admin- 
istrative field which could not have 
been covered in operation by several 
hundred trained employes; little effort 
was made to enforce them according to 
their terms, although they proved ef- 
fective in several states as a club to 
frighten “‘blue sky merchants” out of 
the state, and to some extent made 
conservative outside dealers withdraw 
from the state. Heavy losses resulted 


Mr. Dolley himself went out- 
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in some cases. They were (as are the 
present laws) capable of serious and 
corrupt abuse, and they were held un- 
constitutional in three federal court 
decisions concurred in by eight judges. 
(Alabama Transportation Co. v. Doyle, 
210 Feb. 173; Compton v. Allen, 216, 
Fed. 537; Bracey v. Darst, 218 Fed. 
482.) Most of these laws have been 
either repealed, materially ee 
or have become obsolete. 

In their inception, these laws were 
an instance of the “rapid action” by 
which, as Bagehot says, “excellent 
people fancy they-can do much—that 
they will most benefit the world when 
they relieve their own feelings; that as 
soon as an evil is seen something must 
be done to stay and prevent it.” Since 
1915 the development of “blue sky” 
laws has been characterized by “ani 
mated moderation,” which the same 
writer praises as a special virtue of 
“government by discussion.” Some 
of the lengthy “blue sky” history of 
1913 to 1915 is given in the note. 


3 It seems necessary to mention the litigation 
and court decisions, in which the writer, as 
counsel for the Investment Bankers Associa- 
tion of America, had a professional interest. 
The Investment Bankers Association of America 
owed its origin, in part, to a desire among reputa- 
ble dealers in securities to attack and diminish 
fraud in their distribution. One of its prime 
movers, Mr. Warren B. Hayden, of Cleveland, 
later president of the Association, addressed 
the first convention on “Blue Sky Legislation,” 
and his address, published in the 1912 Annual of 
the Association and widely commended, may 
be said to represent the viewpoint with which the 
Association approached the subject. The Asso- 
ciation formulated, and in 19138~14 urged a pro- 
posal along the lines of Mr. Hayden’s sugges- 
tions. A measure embodying these suggestions 
became the Maine Act of 1913, and in 1917 New 
Hampshire followed with a similar act. The 
1913 Iowa and Michigan acts, representing crude 
efforts to improve on the Kansas law, contained 
specific penal provisions which made it unsafe to 
ignore them. Counsel advised the Association 
that these acts were, in their opinion, unconstitu- 
tional. Suits were commenced to contest the 
acts, and the result was that the reported deci- 
sions held them unconstitutional. These deci- 
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Present “Broe Sxy” Laws 


The breathing spell and check given 
by the decisions holding the earlier 
laws invalid has been followed by the 
enactment of new statutes, eliminating 
the more obvious crudities of the earlier 





sions were followed by the federal court decision, 
which held invalid the West Virginia 1913 Act, 
which was based on the 1911 Kansas Act. No 
appeals were taken from these decisions. “Blue 
sky” agitation of the extreme type seemed to be 
declining. In 1914 following a general “blue 
sky” discussion, the first if not the only such dis- 
cussion ever held by a national association, a com- 
mittee was appointed by the National Associa- 
tion of Supervisors of State Banks to codperate 
with “the so-called investment bankers” in the 
effort to formulate an effective law., This com- 
mittee reported m 1915 a “fraud act” based on 
the fraud section of the federal postal laws, and 
containing a section requiring notice to a state 
official of any proposed general offering, and also 
a section giving complete power of official in- 
vestigation and prosecution. A copy of this 
proposal, with the committee report, is found in 
the 1915 Proceedings of the National Association 
of Supervisors of State Banks, and also in the 
1915 Annual of the Investment Bankers Asso- 
ciation of America. The fraud section and the 
investigation section constitute the 1916 Vir- 
ginia Act, but, probably because of the omission 
of the essential publicity section, the Virginia 
legislature in 1918 supplemented the fraud act 
by a 1915 Kansas type of act. The fraud sec- 
tion of this proposal is found in the 1915 West 
Virginia and 1917 Minnesota acts. Another 
1914 committee, that of the Attorneys General 
Association, of which the Attorney General of 
Michigan was the chairman, was not willing to 
have the problem settled ‘by “government by 
discussion.” The committee practically re- 
fused its coöperation and drafted a new pro- 
posed act which, without time or opportunity 
for discussion, was at once adopted in Michigan, 
Arkansas and South Dakota. ‘This measure: 
marked a distinct advance over the previous 
Michigan Act on which it was based. Its con- 
stitutionality was questioned and attacked, and 
subsequently two federal court decisions held it 
invalid. (Halsey v. Merrick, 228 Fed. 805; 
Sioux Falls Co. v. Caldwell, 230 Fed. 236.) Both 
cases were appealed and the Michigan and 
South Dakota acts were finally sustained by the 
United States Supreme Court. 

The Ohio Act, which stands alone in its form 
and in most of its detail, was also held unconsti- 
tutional in the lower federal court'on the author- 


< evils. 
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laws but in the main adhering to the 
original principle of executive control. 
It is not feasible to present the details 
of specific acts, but we can perhaps 
outline what may be called the pre- 
vailing type of a regulative law,‘ the 


ity of the earlier cases (230 Fed. 233), but was 
finally upheld by the supreme court. These 
three cases, involving the statutes of Ohio, Mich- 
igan and South Dakota, were argued and de- 
cided together (242 U. S. 539, 559 and 568) in the 
supreme court. The Michigan case was brought 
as a test suit, but, perhaps unfortunately, it 
reached the highest court in the company of two 
cases Involving more or less typical “blue sky” 
The result was a legal triumph for the 
attorney general of Michigan, reversing as it did 
the practically unanimous decisions in six lower 
court cases, and the generally accepted view that 
the principle of administrative control was un- 
constitutional. The three decisions must be 
read together. Although it can and should be 
said that the court does not seem to have thought 
it necessary to meet or discuss all the specific 
objections to these acts, it is clear that it decided 
that (1) the issuance of securities, (2) the busi- 
ness of dealing in securities, and (3) the general 
flotation or sale of a particular issue or block of 
securities may, without violating the federal Con- 
stitution, be made a subject of executive license 
and control. In commenting on some of the 
stronger general objections to the acts?» Mr. 
Justice McKenna disclaimed any judicial re- 
sponsibility for their wisdom saying, “we 
cannot stay the hands of government upon a 
consideration of the impolicy of its legislation. 
It costs something to be governed.” 


4 The existing laws vary greatly. The 1915 
Kansas Act is found in modified form in North 
Dakota (1915), Virginia (1918), Oklahoma (1919) 
and Wyoming (1919). It accepts the general 
suggestion, originally made by the Irvestment 
Bankers Association, of dealing distinctively 
with “speculative securities,” but the term is so 
broadly defined that it is hardly safe to assume 
that any security (not specifically exempted) is 
excluded. The West Virginia 1915 Act also 
rests primarily on “speculative securities.” 
This act was copied from a pamphlet circulated 
by the former corporation commissioner of Ore- 
gon, and was enacted in West Virginia appar- 
ently without the benefit of changes made by its 
proponent before it was introduced in the Oregon 
legislature, which body incidentally rejected the 
whole proposal. The Michigan 1915 Act men- 
tioned in the preceding note is found in modified 
form in Arkansas (1915), South Dakota (1915) 
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constitutionality of which has been sus-', 
tained by the supreme court. 


PREVAIING Type or “Buus SKY” 
Law 


The law prohibits the offering or 
sale of securities, with certain exemp- 
tions, except under the conditions pre- 
scribed by it. A violation is punish- 
able, and may also have the effect of 
making a sale illegal, with a resulting 
suit for recovery of the purchase price 
(Edwards v. Ioor, 205 Mich. 617), and 
possibly for the recovery of damages 
against all parties concerned. The 
dealer in securities must secure an an- 
nual license, the granting of which is 
discretionary and revocable. This re- 
quires a fee and a large amount of 
detailed information, most of which, it 
may be assumed, is never read by the 
state official if he knows that the dealer 
is a recognized financial house. This 
law applies to all issuers of and dealers 
in securities. A non-resident issuer or 
dealer having no office in the state is 
an issuer or dealer under the law if 
he offers or sells securities in the state. 

Before offering a particular security 
in a “blue sky” state the issuer or 
dealer must determine whether the 
law applies to that security. Certain 
kinds of sales, such as sales by the 
owner not in the course of repeated 
transactions, sales to a bank or dealer 
and new stock issues to existing stock- 
holders, are exempt. Certain classes 
of securities are also exempt, including 


and South Carolina (1915). It was used as a 
basis for the Minnesota 1917 Act, but with many 
improvements. All of the other acts proceed 
on more or less independent lines. Those of 
Maine (1913) and New Hampshire (1917) are 
mentioned in the preceding note. The form and 
phraseology of the first Kansas Act may still be 
found to some extent in the laws of Idaho, Ari- 
zona, Montana, ‘Tennessee, Missouri and Ver- 
mont. The last two acts contain discretionary 
exemptions which have made them relatively 
harmless against legitimate business. The Idaho 
Act is almost identical with the 1911 Kansas Act. 
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governmental and municipal bonds, 
approved public utility securities and 
securities senior thereto; securities 
listed and dealt in on approved ex- 
changes or regularly quoted in news- 
papers for a year, and securities senior 
thereto; also certain classes of local 
securities, such as bank stocks, com- 
mercial paper and first mortgage 
bonds or real estate in the state. Man- 
ifestly many sound and necessary in- 
vestment offerings are not included in 
these exemptions. 

If the security is subject to the law, 
the application for leave to offer it 
must be accompanied by a fee based 
on the amount proposed to be offered 
in the state. Detailed information as 
to the issuing company, its character, 
powers, properties, stock issues and 
business, is required to be furnished. 
A state official must be designated for 
service of process on the applicant in 
any future suit. Additional informa- 
tion may be required either in the first 
instance or from time to time. Ap- 
praisals and audits may be required, or 
an official investigation of properties 
made, without limit as to expense, but 
all at the expense of the applicant. The 
Securities Commission must examine 
the information furnished. Presuma- 
bly it must continue its examination 
until it is satisfied that the proposed 
sale will not “constitute a fraud,” or 
“work a fraud,” on the purchaser. It 
then issues a permit or license under 
which the securities in a named amount 
may be sold within the state. It is 
possible and usual in proper cases for 
it to condition the permit. This it 
may do indirectly by requiring the 


_applicant to file a statement that the 


securities are to be sold under certain 
conditions, for instance, at not exceed- 
Ing a named price. The law also em- 
powers the commission to require the 
cancellation of any stock issued for 
property in excess of what it considers a 


„~ mate offering in that state. 
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fair value, and to require a deposit in 
escrow of any promoters’ stock, to pre- 
vent its being sold prior to the fulfil- 
ment of prescribed conditions, or the 
demonstration of earning power over 
a given period. The permit to sell, like 
the dealer’s general license, may be 
revoked for cause. It is required to be 
revoked if the licensee at any time re- 
fuses desired information, or refuses to 
sanction an expert investigation of 
his business or properties (possibly in 
Peru) at its own expense.> Appeals 
may be taken to the courts to compel 
the issuance or prevent the revocation 
of a license. This type of act has 
been sustained by the supreme court. 


* A state official, very prominently identified 
with the development of these laws, once re- 
marked that “the difficulty of approving an issue 
on a South American property did not bother 
them.” They had in fact just had such a case. 
They couldn’t examine the property, of course, 
but they made tae promoter give a bond securing 
investors in the state against loss. He added: 
“He was a gooc fellow; he gave the bond but I 
don’t believe he tried to sell any of the stock.” 
‘At is difficult for anyone with a national view- 
point of the subject to grasp the intelligent local 
viewpoint of this instance. It meant of course 
the practical cessation of this presumably legiti- 
A most complete 
_‘and persuasive statement of the purpose and 
operation of the present laws is found in the 
1918 report of the Minnesota Securities Com- 
mission. The following extract is illuminating: 

“The purpose of the law as stated in the pre- 
amble is to prevent fraud in the sale and disposi- 
tion of stocks, bonds or other securities. The 
term fraud as here used does not have reference 
to premeditated fraud alone. It includes trans- 
actions which are fraudulent in effect even 
though bad faith is not present. Just as much 
money is lost through the failure of bona fide but 
misguided business ventures as through out and 
out frauds. In either case the stockholder gen- 
erally loses. Both should be prevented as far as 
possible and this was the object of the law. 

“The primary question before the commission 
in every case is whether or not the sale of the 
particular security is fraudulent or will work a 
fraud on purchasers thereof. The commission 
has interpreted the law to mean that the sale of 
a security is fraudulent, or tends to work a fraud 
on the purchaser, if the latter does not have a fair 
chance to gain by his investment. It is not sufi- 
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FEDERAL LEGISLATION NECESSARY 


It has seemed necessary to devote 
most of the space available for this 
article to an outline of the history and 
character of “blue sky” laws. In a 
sense they carry their own commenda- 
tion to the average reader, and their 
own condemnation to the reader famil- 
lar with security offerings. The ques- 
tion of a remedy remains, both for the 
evil at which they are directed and for 
the evils which they have created. 
After several years of more or less inti- 
mate study of the subject, the writer 
has come to one quite definite conclu- 
sion. The first problem to be met and 
solved, in any intelligent effort to deal 
with the subject, is that of controlling 
the creation and original promotion of 
corporations and associations, and the 
solution of that problem lies with the 
federal government. Neither one nor 
forty-seven states can solve it and 


cient that the money invested is secure against loss.” 

This administrative principle, so laudable in 
its statement, applies to the promotion of a 
mining property in Mexico, a railroad in 
China, an automobile invention, or a franchise 
or contract right involving legal pitfalls, or any 
other enterprise, the future of which is wholly ` 
speculative, a matter of individual judgment 
or guesswork. If the state bureau is con- 
vinced that there is “a fair chance to gain,” it 
goes forward; otherwise it is stopped. It was 
admitted in oral argument in one of the re- 
parted cases that the promotion of the Ford 
automobile. which was originally financed as a 
pure speculation and considered visionary by 
business men, would probably have been disap- 
proved under these laws. The state official has 
many means of informing himself on particular 
industries. In one important state, a very excel- 
lent official was said to keep posted on one class 
of enterprises through a personal friend in the 
business who advised him, speaking of his own 
competitors, to “watch them all.” The Min- 


*“nesota or Wisconsin investor can no Coubt take 


his chances despite these manifest dangers, but 
the large Minnesota or Wisconsin enterprise 
seeking a kroader market in other sżates may 
find its development thwarted when confronted 
with the burden of proving its business prospects 
to the satisfaction, not of one but of many state 
commissions. 


“BLUE Sky” Laws 


forty-eight states never will without 
federal compulsion. Although intelli- 
gent state officials with a purely local 
viewpoint may see no harm in circum- 
scribing by state lines the important 
national business of financing. our in- 
dustries, and, so far as may be, those 
of other countries, and may hope by 
local administration to stamp out the 
national evil of fraudulent flotations, 
all, whose viewpoint is national, must 
realize that the problem cannot be met 
in this way. 


InNapEQuacy or State REGULATION 


The business of marketing securities 
is predominantly interstate and not 
intrastate. It is not a business done 
at an office or over the counter, but 
one in which an established house in a 
central city has a clientele served by 
agents and mail in a large territory 
covering several states, or, on the other 
hand, a band of crooks without legal 
domicile who wander at will and “fly 
by night” from one state to another. 
Purely intrastate transactions can be 
left to the wisdom of a capable state 
official He may be unduly severe 
with one and over trustful of another 
local flotation. But certainly in the 
smaller states local flotations are of a 
size and character which, as a rule, 
can be fairly judged and controlled, at 
least to the extent of preventing mani- 
fest frauds. ‘This, of course, is apart 
from the political principle involved. 
It is, however, when we apply the 
conception of these laws to interstate 
flotations, good or bad and especially 
bad, that we realize their failure to 
fulfil their purpose. With the highest 
respect for the state officials, it is im- 
possible to expect many of them to be 
able to cope with the complications and 
corporate machinery of large specula- 
tive or fraudulent interstate flotations. 
On the other hand, the laws themselves 
with the necessity of even a colorable 
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compliance with them, are prohibitive 
of the normal investment interstate 
business. It is neither necessary nor 
worth the burden to include West Vir- 
ginia or North Dakota or even Wiscon- 
sin or Michigan in a cireular offering of 
new securities, and consequently the 
investors of those states are deprived of 
whatever value there may be in such 
offerings of mvestment securities. The 
larger New York and Chicago invest- 
ment houses revise their mailing list 
on securities subject to the laws, while 
the speculative promoters and “ get- 
rich-quick” merchants resort to vari- 
ous devices to evade the laws, possibly 
attracting inquiry by disguised news 
advertising and by closing transactions 
in a “non-blue-sky”’ state, or sending 
agents into a state to sell licensed se- 
curities or a fine grade of jewelry with 
a side-line, not of fake securities, but 
of tips on a rare opportunity to buy 
the same of the Bunkem Morgan Co., 
in Pittsburgh or Indianapolis. The 
states are too small and the business 
too large, complicated, important and 
profitable on speculative issues, for any 
hope of solution by state laws. Of 
course the fundamental evil lies in the 
laws of the corporation-making states, 
and it is hopeless to attempt to correct 
this evil by empowering the state offi- 
cials of Wisconsin, Michigan and Ohio 
to exercise diverse Judgments on the 
amount of stock which the state of 
West Virginia should permit to be 
issued for property in Oregon or 
Mexico. 


FEDERAL RESTRICTION ON CORPORATE 
ORGANIZATION 


We need a federal “blue sky” law. 
The constitutional difficulty must be 
met. A federal law reasonably adapted 
to the constitutional purpose of pre- 
venting fraud and deception in inter- 
state flotations of securities would pre- 
sumably be upheld. The fact should 
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not be ignored that, although the power 
is to regulate interstate commerce, 
the jurisdiction of the federal govern- 
ment exercising this power extends to 
every part of the country. In the reg- 
ulation of such commerce it may re- 
‘quire such safeguards and preventa- 
tives as are adapted to its protection’ 
and freedom. It does not, so to speak, 
sit with a gun in hand on the imaginary 
boundary line of a state. An intra- 
state act injuriously affecting inter- 
state commerce, including, it would 
seem, an act of the state itself creating 
a so-called “piratical corporate en- 
tity,” designed as an instrument of 
interstate frauds, is within the federal 
jurisdiction. 


If the creation and promotion of> 


corporations under lax state laws is 
found to be productive of fraud in 
interstate commercial transactions, 
the creation of such corporations 
having power to engage in such 
transactions, may, it would seem, be 
prevented and controlled. If a cor- 
poration does not desire to engage in 
interstate commerce, it should not ask 
the power to do so. If it asks the 
power to do so, it presumably intends 
to exercise that power. In a word, it 


would seem possible for the federal’ 


government by a restrictive law to 
condition and standardize the charters, 
organization and promotion of all cor- 
porations excepting those which are by 
their charters confined to the creating 
state, t.e., prohibited from engaging in 
interstate commerce, and their securi- 
ties forbidden to be sold in states other 
than the state of their creation. If 
this is so, the problem may be sub- 
stantially dealt with under the federal 
power and from the viewpoint of con- 
trolling the original creation of and 
imposing the necessary limitations 
upon the corporation itself. The prob- 
lem could then be met comprehen- 
sively and effectively, following, if de- 
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sired the excellent examples already at 
hand in, the British and Canadian 
Companies’ Acts. 


Benerrts or REGULATION 


Solely to instance the efficiency of 
this method of approach, and without 
wishing to present any specific details 
—it would be possible to require the 
proper valuation of properties issued 
for stock, though permitting the issu- 
ance of stock without par value; to 
require a promoters’ statement to be 


filed and published stating all the ma- 


terial facts entering into the promo- 
tion, including the amount necessary 
to carrv out the professed object of the 
corporation; to prohibit any allot- 
ment without a complete subscription 
or underwriting; to require that if less 
than 906 per cent of the proceeds of any 
public offering of securities is received 
by the corporation, and the fact is not 
made known to intending purchasers, 
any resulting sale shall be void; to re- 
quire a general stockholders’ meeting, 
similar to the statutory meeting under 
the British Companies’ Act, with power 
to rescind any action not disclosed, or 
based on facts not disclosed in the pro- 
moters’ statement; in short, to see that 
the company is completely organized 
for an honest business—not simply for 
stock jobbing—before it has satisfied 
the conditions of its creation. Any 
such law should favor the honest pro- 
moter, recognizing, as Professor Mead 
expresses it, that he “performs an in- 
dispensable function in the commu- 
nity by discovering, formulating, and 
assembling the business propositions 
by whose development the wealth of 
society is increased.” 


Tue Proper Basis ror “Buon SKY” 
LEGISLATION 


It is impracticable in this article to 
discuss adequately the details of a pro- 
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posed law.® But a final word should 
be said as to the proper conċeption on 
which the law should rest. Let us 
first assume the formation and finan- 
cing of a business or enterprise by three 
men, one supplying the opportunity, 
another the management, and a third 
the money. They deal with each other 
at arm’s length and no one would sug- 
gest that a state official should inter- 


¢ The Taylor Bill, now in Congress, presents 
perhaps the most intelligently conceived plan of 
enforced publicity yet proposed. In substance, 


it requires a statement of information to be filed . 


at Washington on any general offering of securi- 
ties, and duplicates to be filed in a proper 
office in each territory covered by the offering. 
It also requires that any dealer or underwriter 
offering a company’s securities must join in and 
guaranteee the company’s or promoter’s state- 
ment of facts. This requirement tends to defeat 
its purpose by driving conservative dealers from 
the field and removing the most responsible 
check to ill-advised flotations. If this feature of 
the bill were enacted, it might be safely pre- 
dicted that its able author, counsel for the late 
Capital Issues Committee, would not, on full 
consideration, accept a partnership in the best 
investment house in the country, for the 
very simple reason that he would soon have 
hanging over him a contingent liability of at 
least one hundred times his capital. An investor 
can buy and hold his securities, assuming, as he 
does, his risks of loss, but a dealer selling many 
times his capital cannot assume the risks of loss 
on all he sells, unless he charges a heavy insur- 
ance premium. He should, and does, of course, 
assume responsibility for his own care in investi- 
gating the security and in recommending it to 
his customers. In the discussion on the bill 
some question has been raised as to the power of 
Congress over corporations having “power to 
engage in interstate commerce,” as distinguished 
from corporations actually engaged in interstate 
commerce. Certainly, if Congress is to prevent 
the evil contemplated, it should not have to let 
the corporation first issue its stock and then 
engage in interstate commerce. Logically and 
constitutionally it should prohibit the organiza- 
tion of any corporation or association having 
power to engage in commerce “unless, in the 
charter or articles of association or laws gov- 
erning the same,” the prescribed necessary con- 
ditions and safeguards against evil are provided. 
For the prevention of fire, it may be necessary to 
forbid throwing of lighted matches in waste 
baskets. 
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vene and revise their contract, or pro- 
hibit the enterprise because he did not 
think it would succeed, or because one 
was believed to be getting the best of 
the bargain. It might be said, in pass- 
ing, that in this case it is usually the 
man with the money who dictates 
terms. Now this situation is altered, 
and radically altered, by a general so- 
licitation or offering of securities, when 
the third party is the general public, 
or perhaps a portion of the public con- 
sisting of a carefully selected list of 
inexperienced and gullible investors, 
and when all the facilities of corporate 
chicanery may be used to rob them of 
their earnings. All agree that the state 
can and should take an interest in 
protecting this situation. Academic- 
ally, at least, all agree that the cor- 
porate facilities should be safeguarded 
against the dangers it presents. All 
agree that the prospective purchasers 
should have all the facts which the 
moneyed man in the first instance gets 
for himself; that the solicited investor 
should not be permitted to “buy 
blindly,” even if he is willing to do so. 
But should we go further? Should the 
state administrator say, “This is an 
unsound venture; it will ‘work a fraud’ 
on this class of investors to permit 
them to be solicited on such an offering; 
finance it privately, if you can, but 
you cannot finance it by a general 
solicitation or offering?” In the an- 
swer to this question lies the funda- 
mental divergence of opinion among 
the advocates of “blue-sky” legislation. 

The British and Canadian acts regis- 
ter the answers of those governments, 
given after a study of the subject, 
which in its comprehensive thorough- 
ness has not been remotely approached 
in this country. The writer, for one, is 
inclined to accept this viewpoint and 
to reject the suggestion of so drastic 
and impracticable an executive power, 
at least until the conditions on which 
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all are agreed are met; until, first, the 
creation and promotion of corporations 
have been safeguarded at their source, 
and second, adequate provision has 
been made to give the prospective pur- 
chaser of securities the information 
- which he needs in order to exercise his 
own judgment and his own freedom in 
investing his own money in securities. 
The peculiar facilities to fraud must be 
removed; only when that is done are 
we in a position to consider the need of 
a further remedy to protect the in- 
vestor whose judgment and will are too 
weak to enable him to protect himself. 
A general law regulating necessary 
business transactions cannot be based 
on the assumption of incompetence of 


7 The real point involved in the idea of admin- 
istrative prohibition lies in the understanding of 
what is to be prohibited. The original Kansas 
conception, still adhered to by many intelligent 
state officials, is that the examining board should 
prohibit an offering which seems to be unsound 
or unlikely to succeed, or where it considers the 
promoter’s profit too great or “extortionate.” 
A different view was expressed by former Cor- 
poration Commissioner Watson, of Oregon, in 


1914, who wrote that he had “attempted to do ` 


two things—to stop fraudulent transactions and 
the sale of stocks through misrepresentations 
first, and secondly, to require that wherever a 
security of a speculative nature was sold the 
seller present the matter honestly and fairly to 
the intending purchaser.” He was of course 
operating under a regulative law. He later 
urged the fraud provision now found in the 
West Virginia Act, recognizing that fraud should 
be penalized, not simply reproved or “stopped,” 
by executive order. It has recently been pro- 
posed in connection with the Taylor Bill to 
authorize the Federal Trade Commission to 
“issue an order against anyone who had come 
under suspicion by attempting fraud or decep- 
tion, which order would act as a prohibition 
against their doing business until they had 
shown to the satisfaction of the commission that 
their offerings were meritorious.” ‘This is a very 
practical viewpoint, very generally expressed. 
Is it politically sound? Given a statute punish- 
ing the first overt act in any scheme to defraud, 
and requiring advance notification of the fact 
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persons legally competent to manage 
their affairs.” 


Note. —As early as 1895 a departmental com- 
mittee of the British Board of Trade investigated 
this subject and reported inter alia as follows: 
“Your committee may observe that they have 
cismissed from their consideration every sugges- 
tion for a public inguiry by the registrar or other 
afficial authority, into the soundness, good faith, 
and prospects of the undertaking at this or any 
ether stage of the company's formation. To 
make any such investigation into the position of 
any new company complete or effectual would 
cemand a very numerous staff of trained officers, 
and lead to a great delay and expense, while an 
incomplete or perfunctory investigation would 
be worse than none. It would be an attempt to. 
throw what ought to be the responsibility of the 
individual on the shoulders of the State, and 
would give a fictitious and unreal security to the 
investor, and might also-lead to grave abuses.” 


and character of any proposed offering, with 
power of official investigation (such was the 
proposed fraud act mentioned in Note 2), the 
promoter of “fraudulent and misrepresented 
securities,” or one “who had come under sus- 
picion by attempting fraud or deception,” would 
find his promotion cognizable by the prosecut- 
ing attorney, and not simply by an administra- 
tive official, who upon showing that his offering 
was “‘meritorious,” might license his further at- 
tempt at “fraud or deception.” The objection 
to this governmental conception is that it shifts 
the responsibility for the prevention of crime to 
an administrative board, which by its inaction, 
by confidence in or friendship for individuals, by 
political influence, or by the always increasing 
accumulation of work, permits and invites the 
thing intended to be prevented; there is no pro- 
hibition, law or penalty until it is created by an 
executive fiat in the particular case. The po- 
tential criminal is safe until he is detected and 
then he is, or might be, told to be good. De- 
spite the fascination of this idea for many minds 
and particularly for the practical man of busi- 
ness, who, being honest, has nothing to fear 
from, it, its political unwisdom must be recog- 
nized by students of constitutional government. 
It is in a sense a continuing invitation to crim- 
inal effort, an effort to “get by” and to “put it 
across” before the official body wakes up; an 
effort, which, if successful, goes unpunished; if 
unsuccessful, is punished by an executive order 
to desist from a further flotation of securities. 


The History of Bond Prices 


‘By Hermann F. Arens and James R. BANCROFT 
Of the Babson Institute 


N order to quote bond prices it is 
necessary that there be an organ- 
ized bond market. Such a market has 
existed only within comparatively 
recent times. The London Stock Ex- 
change originally confined its dealings 
to British government “stocks.” The 
term “stock” is used in Great Britain 
in practically the same sense that the 
term “bond” is used in America. 
What we call stock they call shares. 
Later, other stocks were admitted and 
dealt in, first those of foreign govern- 
ments and later the securities of rail- 
roads and other corporations. 

The debt of Great Britain is mostly 
in the form of consols or consolidated 
annuities, and dates back to 1752 
when existing obligations were con- 
solidated into 3 per cent annuities 
without maturity. Properly speaking 
they are not bonds in the American 
sense. There is no promise of pay- 


ment of a fixed amount of principal 


and hence no maturity. Instead, there 
is the promised payment of an annuity 
conceived of as interest upon an origi- 
nal principal. 

The rate of interest fixed by act of 
Parliament in 1752 was 8 per cent. 
In the latter part of the eighteenth 
century 4 per cent and 5 per cent 
consols were issued. Later the rate of 


interest was reduced to 24 per cent. - 


These consols were freely traded in on 
the London Stock Exchange, and for 
the purposes of this article will be 
treated as bonds. British consols have 
often been ‘referred to as the “Primier 
Security of the World.” Certainly 
they are the security for which there 
has been for the longest time an organ- 
ized market. Indeed, for some time 


they were the only securities for which 
an organized market existed at all. 


British Consots FROM 1752 ro 1813 


From 1752 to 1813 the general 
trend of consols was downward. ‘The 
wars with France, the American war, 
ending in disaster and the loss of the 
Thirteen Colonies, resulted in con- 
tinued accumulation of debt. The 
amount of 3 per cent outstanding in 
1752 was £8,200,000. Shortly after 
the American war the total capital 
sum of the 3 per cents was £107,400,- 
000. During the Napoleonic wars the 
inflation was naturally tremendous. 
The prices rose and fell with the 


‘changes in the military and political 


situation. 


TREND IN British CONSOLS FROM 
1810 ro 1848 


Chart No. 1 shows the course of 
British consols from 1810 to 1848 in- 
clusive. This is the period following 
the Napoleonic wars. The shaded 
area shows the difference between the 
high and the low price for the year. 
From the low point in 1815 the rise was 
rapid until in 1823 consols sold on a 
3.1 per cent basis. The general trend 


-was still upward until the high point 


was reached in 1843 of 2.9 per cent. 
The business depression of 1818-20 
is clearly shown, as is also a depression 
in 1825, but the American panic of 
1837 seems to have made no impres- 
sion on British consols. ‘The period 
covered by this chart was one of 
colonization and expansion. ‘The 
steam engine had, indeed, been known 
before, but it was during this period 
that steam was utilized on a large 
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scale- to increase the efficiency of 
human labor. This was the period of 
railroad” building and the beginnings 
of steam navigation. New areas of 
fertile country were opened up and 
settled in America, in Australia and 
New Zealand. Great Britain became 
a manufacturmg and commercial 
power drawing on the whole world for 
raw material and selling back manu- 
factured products. Hence, the growth 
of British wealth caught up, as it were, 
with the load of indebtedness, which 
otherwise would have been too heavy 
for safety. Since 1845 the general 
trend of consols has been downward. 


TREND OF ENGLISH COMMODITY 
Prices, 1791 ro 1825 


Chart No. 2 shows the course of 
English commodity prices during and 
following the Napoleonic wars. It 
will be noticed that the falling com- 


modity prices beginning in 1814 cor- ` 


responds rather closely to the rising 
trend of consols. Prices reached 
their low point in 1822 and bonds 
their high in 1823. The connection 
between the price movements of bonds 
and commodities will be discussed 
when the causes of fluctuation in bond 
values are considered. 


UNITED STATES GOVERNMENT BONDS 
AFTER THE CIVIL WAR 


United States government bonds 
came to occupy an important position 


as investment securities only during - 


and following the Civil War. Chart 
No. 3 shows the course of United 
States bonds during and following the 
Civil War. It will be noticed that 
United States bonds have sold on a 
much lower yield basis than consols. 
This is accounted for by the privilege 
of note issue, under the National Bank 
‘Act, which went with the American 
bonds, and for which there is no coun- 
terpart in the case of British consols. 
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The depression of 1873 apparently did 
not affect American bonds, but they 
did suffer a drop during the period 
1876-79. l 

The effect of the panic of 1893 is 
clearly in evidence as are also the 
years of prosperity from 1886 to 1890. 
The right of note issue, however, 
takes these bonds out of the strictly 
investment class and makes any com- 
parison with other bonds unfair and 
misleading. 


RAILROAD BONDS 


Railroad bonds came into the in- 
vestment field with the building of the 
great railroad systems which began 
about 1830. The New York Stock 
Exchange was established in 1800, and 
incorporated ın 1816 and constitutes. 
by far the chief market for American 
bonds ard stocks. Up to, and directly 
following, the panic of 1837 railway 
bonds, as well as shares, constituted a 
medium of speculation rather than 
investment. It was quite unusual to 
issue bonds to the full amount of 
capital actually required for construc- 
tion and then to issue stock as a bonus 
given away with the bonds. Fluctua- 
tions in railway bonds under such con- 
ditions are rather a barometer of spec- 
ulation than investment. ‘The case of 
the Union Pacific is the classical exam- 
ple of this type of financing. The 
land was granted by the government 
and the construction money raised 
almost entirely by bonds. 


INVESTMENT Bonps Brerore 1860 


The bonds which were in demand as 
investments previous to 1860 were 
chiefly state, county and municipal 
obligations, and in the panic of 1837-39 
a number of defalcations ` occurred, 
which hurt the credit of Americans 
generally, in Europe. Encouraged by 
the expansion of industry which had 
been evident during the first half of 
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the century, many states, particularly 
in the North, borrowed money to in- 
vest in internal improvements, while 
southern and western states borrowed 
to engage in banking schemes and 
commercial enterprises. Mississippi 
and Florida repudiated, and there was 
a suspension of interest payments in 
some other states. 


Bonp Prices since 1862 


Continuous and reliable quotations 
on investment bonds during these 
years are not available. Chart No. 4 
shows the course of bond prices as 
measured in dollars and as measured in 
commodities since 1862. Of course 
it is impossible to find any bonds run- 
ning fifty years but by a process of 
piecing together bonds of like character 
and yield the result was obtained as 
shown in the chart. Chart No. 6 was 
made by taking the chart of bond 
interest and the trend line, as compiled 
and published by the Harvard Com- 
mittee on Economic Research in the 
Review of Economic Statistics, bring- 
ing it up to date and plotting across the 
‘chart the fluctuations in commodity 
prices as shown by Bradstreet’s Index. 


Causes ror FLUCTUATION in Bonn 
PRICES AFTER THE Civit WAR 


In considering the course of bond 
prices in and immediately after the 
Civil War, two factors must be kept in 
mind. First, United States currency 
was greatly depreciated—a factor that 
has not been present since. Second, 
bonds in that period were much more 
speculative in character than now, 
owing to the newness and relative 
development of the country. Both 
these factors conspired to place bond 
prices on an extraordinarily low level. 
This must be taken into consideration 
when the chart showing the trend of 
bond prices at that time is studied. 
Putting aside the question of depre- 
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ciated currency, the position of sound 
bonds in the period 1865-72 was quite 
analogous to that now ‘prevailing. 
Commodity prices were extraordinarily 
high, general post-war inflation pre- 
vailed, and the purchasing power of 
money was at alow ebb. The pendu- 
lum had swung to an extreme just 
opposite to the factor prevailing twenty 
or twenty-five years before. The best 
bonds could have been purchased, to 
yield from 7 to 9 per cent. Many 
arguments were advanced that, as the 
war had destroyed so much wealth, we 
had definitely entered a period of high 
interest rates. ‘The advance in com- 
modity prices while directly caused by 
the war was also laid at the door of the 
gold discoveries of 1849, which had of 
themselves caused a considerable de- 
cline in the value of gold. High prices 
caused industrial expansion and, with 
minor interruptions, extravagance con- 
tinued until the bubble burst in the 
terrific financial collapse of 1873. 
Bond prices reached an extreme low 
level about a year after the close of the 
war, but as the return given on invest- 
ments varies inversely with purchasing 
power of money no consistent improve- 
ment in prices was seen during the in- 
flationary period. After the financial 
crash of 1873 the entire country entered 
upon a period of business stagnation 
and depression. Prices fell rapidly 
and interest rates were materially 
lower. Coincident with these develop- 
ments came a consistent and material 
improvement in bond prices. 

An interesting point here is to note 
the difference between panic and de- 
pression, and to note the action of 
bonds and speculative securities under 
such conditions. Reference should be 
made to the chart (No. 5) covering 
the period 1872-79. A panic or crisis 
is caused by fear following realization 
of unsound conditions. Under the 
stress of fear everything is sacrificed. 
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Values count for little. A panic or 
crisis may or may not be followed by a 
period of depression, depending on the 
conditions prevailing. A depression 
is not sudden but long drawn out. In 
it business Is stagnant, and as a result 
competition brmgs falling prices and 
also lack of demand for money. In 
other words, there results a sharp in- 
crease in the purchasing power of 
the dollar. 

The crisis of 1873 was followed by 
one of the severest and most extended 
depressions this country has ever 
experienced. Money was withdrawn 
from speculative enterprises as quickly 
as possible, and safe and sound invest- 
. ments were sought. As a result, 
while speculative securities were de- 
clining, on account of falling earning 
power, solid mvestment issues were 
advancing. This advance continued 
with only minor mterruptions until 
1897-1900. While the country was 
in a so-called prosperity era in the year 
1880 prices of goods showed little 
tendency to advance and the depres- 
sion of 1893-98 found commodity 
prices and business conditions at the 
extreme opposite from that existing in 
1865-70. The purchasing power of 
the dollar was very large. Prices of 
bonds had then advanced to a level 
where the return in many cases was 
less than 4 per cent as compared to 
7-9 per cent after the Civil War. 
Much was said and written to prove 
that the United States was to be the 
reservoir of capital for the world, and 
‘that money was to remain very cheap. 
The demand for investment securities 
was tremendous. Railroads, like the 
Northern Pacific, New York Central, 
Norfolk & Western, Kansas City 
Southern, many of them recently reor- 
ganized on account of small earning 


bonds on a 8} per cent basis. 
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power, were able to issue Jong time 
The 
New York Central 33’s of 1897 were 
eagerly sought early in the 1900’s at 
10 points premium, or on a ê per cent 
basis. One railroad, offered the oppor- 
tunity to sell 100 year bonds on a 33 
per cent basis, would not do so and 
issued twenty-five year bonds instead 
because, looking back, it was felt that 
twenty-five years hence they could 
refinance on a 3 per cent basis. This 
was the heyday for the corporation 
and the day of the source of future 
difficulty for the investor. 

With the opening of the twentieth 
century came the large industrial com- 
binations and the opening of a new era 
for the United States. For the past 
twenty years we have seen constantly 
advancing commodity prices culmi- 
nating in the rapid advance of the past 
three years. Similarly, since the early 
1900’s the prices of investment securi- 
ties have shown an almost constant 
decline culminating in extreme weak- ° 
ness since we entered the European 
War. Savings bank bonds, the issues 
that sold on less than a 34 per cent 
basis twenty years ago, now yield 
nearly &4 per cent. The Kansas City 
Southern First 3’s yield over 6 per 
cent. The post-war inflation and 
heavy selling for tax purposes brought 
prices to their lowest point in Decem- 
ber, 1919. The average man sees 
present conditions only once. Civil 


-War veterans will remember invest- 


ment opportunities’ like the present 
but they have little interest in them. 
Many of us remember the days of 3 
and 3% per cent returns. Here we are 
at the other extreme of the pendulum. 
The situation calls for restricted spend- 
ing and expanded investment. 


18] 
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Causes Affecting the Value of Bonds 


By Hermann F. Arens, Pa.D. and James R. BANCROFT 
Of the Babson Institute, Boston, Mass. 


SPECULATION AND INVESTMENT 


WO classes of persons are interested 

in the price fluctuations of secur- 
ities—speculators and investors. ‘The 
speculator is one who assumes the 
risks of ownership with the purpose 
and intention of profiting by a change 
in the capital value, while the investor 
purchases securities or other property 
in order to obtain an income there- 
from, If one buys a house and lot 
in order to obtain an income by rent- 
ing the premises, then he is an investor. 
If, however, he purchases because of 
a belief that the property will advance 
in value within a reasonable time, he is 
speculating, that is, he is looking for 
profit which he expects to obtain 
through the enhanced capital value of 
the property. The buying and selling 
of securities with the object of profit- 
ing through a change in value (either 
up or down) is speculation, entirely 
apart from the question of whether the 
operator buys outright or on a margin. 
Investments may be foolish or ill- 
advised, but if the ownership is as- 
sumed with the belief that they will 


yield continuous income and with the 


intention of holding them for the sake 
of the incame then the purchaser is 
properly an investor, not a speculator, 
even though the security is not en- 
tirely paid for at the time of purchase. 

The speculator, to be sure, usually, 
though not always, operates in stocks, 
yet, even in that case experience shows 
that the movements of bond prices are 
of value in judging the price move- 
ments in stocks. Since, however, 
bonds are primarily an investment 
proposition rather than a medium for 
speculation, the chief interest in the 


movements of bond prices will nat- 
urally be found in the camp of investors 
rather than in that of the specula- 
tive group. If, therefore, we are con- 
sidering the causes which affect bond 
prices, it is best to distinguish between 
those causes which affect the prices 
over a period of time and those, per- 
haps more obvious causes, which op- 
erate to influence prices during a 
shorter period. Since both sets of 
causes are in operation all the time it 
is not possible to draw a hard and 
fast line between what we shall con- 
sider the short and the long period. 
In a general way we can say that if we 
wish to know how bond prices will 
move during the next few months we 
should consider chiefly those causes 
which most strongly influence the 
immediate trend, bearing in mind as 
a background the causes which are 
operating to determine secular trend. 
Whereas, if we want to know how 
bond prices may be expected to move 
over the next five years, the long-time 
causes are those to which we must 
assign primary importance, modified 
at any time by the factors which exer- 
cise a more Immediate influence. 


Tus Dirrerence Brerween BONDS 
AND OTHER SECURITIES 


To distinguish between these two 
sets of factors it is necessary to con- . 
ceive clearly just what a bond is and 
how it differs from other ‘classes of 
securities. The essential point about 
a bond is that it is a promise to pay a 
specified number of monetary units 
—dollars, pounds, marks, francs, etc. 
In this respect a bond differs funda- 
mentally from a stock which repre- 
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sents a share in the prospects and 
profits of a going business. When 
you buy a share of stock you become, 
to that extent, a partner and part 
owner in an equity and thereby as- 
sume the risks of the business enter- 
prise. A share of stock contains no 
promise to repay the purchase price, 
and, indeed, it contains no promise of 
re-payment whatever; but the owner 
holds the property-right in the phys- 
ical plant, equipment and “good- 
will” of a business enterprise. By 
buying this certificate, the purchaser is 
virtually speculating on the success of 
the enterprise; by selling it “short,” 
the seller speculates that the future 
earning power of the business will be 
less than it appears to be at the time 
of sale. 

It 1s true, to some degree, that the 
value of a bond depends upon the 
success of the company which issues 
it, but the bond is a lien upon the 
assets and earnings prior to the stock, 
hence, the whole equity of the share- 
holders acts as a buffer to take the 
shocks before the bondholders are 
called upon to sustain any part of loss 
or diminished earning power. Since, 
in the case of a bond, liquidation is 
contemplated at maturity, the bond- 
holder is interested only in the pros- 
pects of the business up to the time of 
payment of the bond. It follows, 
then, that if a bond has proper secur- 
ity behind it, that is, if it is protected 
by a strong equity in assets and earn- 
ings over and above what is required 
for the payment of the interest and 
principal of the bond, the bondholder 
need concern himself very little with 
the actual ups and downs of the busi- 
ness itself. For the purposes of this 
discussion attention will be confined to 
bonds of sufficiently high grade so that 
the element of business risk may be 
neglected except as the cycles of pros- 
perity and depression may be found 


` 


189 


to influence the minds of investors, 
causing a rise and fall in general 
confidence. 

A bond differs from a note only in 
the time which it has to run before 
maturity. Ordinarily, any promise to 
pay, having five years or less to run, 
is termed a note and hence is little 
influenced by the causes which lhe 
back of what we may call the secular 
trend of bonds. 


Factors IMMEDIATELY AFFECTING 
Bonp Prices 


Current Interest Rate-—The factor 
of most immediate influence in bond 
values is the current interest rate. 
When the rate to be obtained on call 
loans or on short-time paper—three 
to nine months—tises, the possession 
of a bond paying a fixed rate of return 
becomes less desirable and, conversely, 
when the current interest rate falls 
the possession of the bond becomes 
thereby more desirable. It is not 
quite true that the value of a bond is 
the capitalized value, at the current 
rate, of the amount of its yield. The 
current interest rate may rise very 
sharply, but if this high rate is believed 
to be only temporary in its nature the 
price of bonds will not be severely 
affected. 

Prices of Railroad and Industrial 
Stocks.—Two other influences that 
have an immediate affect on the value 
of bonds during comparatively short 
periods of time are the earnings of 
railroad and industrial stocks and the 
prices of stocks. These two factors 
are closely related, but not identical. 
As a period of prosperity reaches its 
zenith, the earnings of business enter- 
prises are large and investors are 
tempted to sell their bonds and try to 
obtain higher returns by buying into 
the enterprises that show high earn- 
ings. Of course, the exhibition of 
large earnings furnishes the reason for 
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‘the high price of the stocks, and to that 
extent these two factors are but two 
ways of stating the same phenomenon. 
But besides this, though related to it, 
is the upward movement of stock 
prices caused by the fever of specula- 
tion that always marks the culmina- 
tion of a period of prosperity. People 
are hypnotized and carried off their 
feet by the profits which are being 
made through the appreciation in value 
of stocks, and many, whose funds 
would normally seek more conserva- 
tive investment, yield to the tempta- 
tion to speculate rather than invest, 
and they buy stocks, not primarily to 
secure a higher yield, but chiefly in 
the hope of profiting by anticipated 
appreciation. The demand for bonds 
is thereby lessened. 
Emergency Prices During Periods of 
Depression.—A. fourth influence of a 
temporary character should be no- 
ticed. , An examination of Chart No. 
6, in the preceding article, will show a 
sharp rise in the yield—corresponding 
to a fall in price—of bonds in times 
of financial panic. Note the abrupt 
movements in August 1893 and No- 
vember 1907 and again, to a lesser 
extent, in 1913. In times of financial 
panic the need for ready cash is urgent, 
and, regardless of long-time values, 
bonds as well as all other securities 
are sacrificed by their owners to raise 
cash without which they face business 
failure. Such occasions offer golden 
opportunities to those who are strong 
in ready cash, but the opportunity is 
of short duration only, and bonds are 
first to recover as soon as the liquida- 
tion is over and the emergency passed. 


Factors Arrectinc Bonp Prices 
Over A PERIOD oF TIME 


Changes in the Commodity Price Level 


If it is true that the prices of bonds 
vary inversely with the rate of inter- 
est paid for short-time money, this 
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cin only mean that there are other 
and deeper causes which affect the 
secular trend of interest rates and bond 
prices alike. The first of these factors 
which we shall consider is the effect of 
changes in the commodity price level. 

Money is defined as a standard of. 
value, a medium of exchange and a 
medium through which value can be 
easily and safely stored up against a 
future need. A bond, we have pre- 
viously observed, is a promise to pay a 
certain number of units of money. If 
the promise is considered practically 
certain of fulfillment, then the bond 
partakes of one of the primary char- 
acteristics of money. Entirely apart 
from the question of interest, the bond 
is a medium through the purchase and 
holding of which value may be safely 
stored against the future requirement. 
Since the bond is a promise to pay 
money, the purchase of a bond involves 
the yielding up of present value, that 
is, the power of command over present 
economic goods—commodities and 
services—in exchange for a similar 
command over future goods. A 
question, therefore, arises. “If I part 
with the value in purchasing power 
represented by $1,000 today in return 
for $1,000 ten years hence, just what 
will $1,000 represent in purchasing 
power ten years hence?” It is a plain 
and painful fact that the person who 
sold a miscellaneous bill of goods for 
$1,000 in 1914 and purchased a bond 
bearing 5 per cent interest would not 
be able with the proceeds plus inter- 
est of the bond, should it mature today, 
to come anywhere near repurchasing 
the same bill of goods. He would, 
indeed, receive $1,000 principal plus 
$250 in interest making $1,250 in all; 
but it would take about $2,000 to 
command in exchange the same repre- 
sentative list of commodities. 

Since sane people do not desire 
money for the mere pleasure of hand- 
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ling coins and bills, but because of the 
command it gives over the services of 
men and things, it follows that if the 
purchaser of a bond expects the dol- 
lars he is now yielding up to pur- 
chase less in the future he will pay 
fewer present dollars for a given num- 
ber of future dollars, entirely apart from 
any question of the security involved. 

It would not be fair to deduce 
directly from this, however, that in 
periods of rising prices bonds must 
fall parri passu with the rise in com- 
modity prices. The change is brought 
about rather through the effect pro- 
duced on the minds of investors by 
what they see going on about them. 
If prices have shown a somewhat fall- 
ing tendency for a number of years, as 
was the case in 1900, the investor easily 
falls into the way of assuming that 
the same tendency will continue in the 
future that he has observed in the 
past. The great majority of people 
are powerfully influenced in their 
judgments of the-future by what they 
have observed in the comparatively 
recent past. Logically, it may be a 
delusion to argue that because the 
sun has risen in the east in the past 
that it will, therefore, continue to do so 
in the future, but it is a delusion very 
hard for the human mind to resist. 
For such a deduction to be logically 
justified we should investigate the 
causes of the sun’s past behavior and 
observe whether or not the same causes 
are still in operation and whether 
_ they may reasonably be expected to 
operate tomorrow. In the case of the 
movement of commodity prices we 
should investigate the cause of the 
movement that has been observed and 
try to discover whether or not the 
same causes may be expected to oper- 
ate in the future with the same force 
as in the past. ‘There is a tendency to 
say that, since prices have been rising 
for some years, there is danger of a 
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future rise and the intelligent investor 
is inclined to protect himself against 
a possible continuation of this ob- 
served trend. 

It is commonly said that business 
is done on the basis of an assumed 
stability in value of the dollar. This 
is doubtless true as regards short- 
time contracts. It also holds for 
long-time contracts except where some 
noticeable change in value has put the 
investor on his guard. It follows from 
this that the past trend in commodity 
prices affects bond prices through its 
effect on the expected future value of 
the monetary unit. If bond buyers 
generally were of the opinion that the 
trend of commodity prices during the 
next ten years would be downward, it 
would be immediately evident that 
at the present time, December, 1919, 
safe bonds were almost ridiculously 
cheap, for not only is the price at a 
level which nets a high yield in dol- 
lars, but if the purchasing power of the 
dollar is to increase, then a thousand 
dollars some years from now will ac- 
tually be worth much more than $1,000 
now, and the bond, if secure, will 
return, besides interest, dollars of 
greater value than those which must 
be given up for it now. 

If, on the other hand, we expect the 
present level of prices to continue no 
such advantage would accrue from pur- 
chasing future dollars by the sacrifice 
of present dollars. Since it is difficult, 
when a price level has once been estab- 
lished in the public mind, for the mind 
to picture vividly a radical alteration 
of this price level, we find that most 
men—most business men and invest- 
ors—are now assuming that the present 
scale of prices will continue with little 
alteration. What is the ground for 
such an assumption? The reason 
usually advanced is that the great 
increase in the use of credit instru- 
ments will continue resulting in‘ a 
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permanently increased per capita cir- 
culation of money and credit. 

If the present inflated conditions of 
credit could continue indefinitely then 
_it is probably true that the general 
level of prices might also remain high. 
But the continuance of these credit 
conditions in Europe is possible only 
if the late belligerents are able to meet 
the interest chargesand remain solvent. 
Otherwise their credit structure will 
collapse and such a collapse cannot 
occur without having a profound 
effect in the United States. A de- 
bacle in Europe must necessarily in- 
volve not only the repudiation of the 
-war debts but also the ‘destruction of 
popular conftdence’in credit instru- 
ments of all kinds including the paper 
money, which, withthe war bonds, con- 
stituted the principle means of infia- 
tion. When transactions are brought 
down to a hard cash basis it is obvious 
that the scale of prices must suffer 
drastic reduction. 

It is not, however, the future course 
of prices but rather the trend of prices 
in the recent past that influences the 
minds of most investors. Hence, so 
long as prices continue to show a rising 
trend, and for some time after, their 
influence may be expected to make for 
lower bond prices. 


The Possibility of Spending 


Expenditures for Consumption Goods. 
—Another factor that functions in 
the determination of bond prices is 
the possibility of spending. It is said 
that the interest rate in Holland in 
the seventeenth century was as low as 
3 per cent. Doubtless several causes 
_ worked together to produce this result, 
-but it is only reasonable to believe 
that. one of these causes was the pau- 
city of objects of expenditure. There 
were no railroads to make travel easy 
and pleasant. Sea voyages were long, 
tiresome and dangerous. There were 
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no automobiles or “movies” upon 
which to spend one’s money. When 
you receive a certain amount of income 


-you are placed in a position to choose 


the objects upon which that income 
may be expended. You may elect 
to spend it for articles of immediate 
consumption or you may decide to 
invest it. Investment usually takes 
the form of purchase of stocks or- 
bonds. Hence the objects of possible 
expenditure compete with bonds for 
your money. The following table 
shows the increase in the production ` 
of. pleasure automobiles since 1899. 
It has been impossible to show by fig- 
ures the growth in the moving picture 
business and sales of graphophones 
but the fact is a matter of common 
knowledge. The increased use of these 
luxuries has been particularly marked 
since 1900. 


Passenger Automobile Production in the 
United States 


Wholesale Value 


1899 RNE E piaa eee $4,750,000 
EO Sa ik eae dala tear aire las 23,634,367 
NOOO cae oe See eke 159,913,506 
LO ote 8S we tis ein So were 213,009,000 
TOUT sits atrace E inane 240,779,000 
IO Serine a ee edie s aeereee 335,003,000 
DOLD E A Cawn os 399,902,000 
LOTS 2a pana wien EEA 413,859,379 
NOI Scale E S 565,973,950 
UG te hea oae sees Mewes 797,469,358 - 
LOL EE oat aacns 1,053,505,781 
ED o EER EEE Ss TERTE 801,937,925 


Add 20 per cent for retail value. 


If these objects of expenditure did 
not exist there would evidently be 
more funds seeking investment. That 
the standard of living has risen mark- 
edly during the past twenty years is 
evident to all. Electric lights have 
come into general use in homes, heat- 
ing systems have supplanted the old- 
fashioned. stove, and high-priced cloth- 
ing has become common to. all classes. 
The prevailing standard of living com- 
prises those consumers’ goods which 
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people feel that they must have before 
they can save, hence, other. things 
being equal, a higher standard of liv- 
ing is an influence unfavorable to 
investments, and, therefore, depressive 
to the price of bonds. 


Distribution of Income 


The question of the standard of 
living is closely bound up with the 
. distribution of the social income. A 
comparatively even distribution of a 
given social income leads to a-higher 
general standard of living, and hence 
tends to depress the value of bonds. 
If wages-are low and profits large, the 
wage earners can purchase a relatively 
small quantity of consumable goods, 
while the receiver of profits having a 
large surplus, will increase his con- 
sumption only to a comparatively 
small extent. The surplus seeks in- 
vestment. If, on the other hand, 
wages are increased at the expense of 
profits, this surplus, formerly available 
for investment, is distributed among a 
large number of people whose imme- 
diate wants are not satiated, and who, 
therefore, in most cases, will spend 
their increased incomes in achieving 
a higher scale of consumption, rather 
than in buying bonds. Hence, an 
increase in the share in distribution 
which labor receives, however desir- 
able it may be considered from any 
other standpoint, is nevertheless un- 
favorable to: the process of saving 
and investment. It results in an 
enlarged demand for consumers’ goods 
and at the same time a relative cur- 
tailment in the supply of capital 
wherewith to produce them. The 
effect, of course, is to raise the current 
interest rate and depress bond prices. 


The Productivity of Labor 


Iniroduction of Labor-Saving Devices. 
—Since the demand for bonds de- 


pends upon the surplus production - 
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ing the labor cost. 


- steamships, ete. 
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available for investment, it is evident 


` that any event which serves to increase 


the productivity of labor must result 
in increasing the surplus wealth which, 
if it remains in the hands of the busi- 
ness enterprisers, will certainly seek 
employment in productive enterprise. 
The productivity of labor may be 
increased to a very great extent 
by the introduction of labor-saving 
inventions, by virtue of which a 
greater volume of goods is produced by 


-the same amount of labor that was 


formerly necessary to produce a lesser 
quantity. The number of such inven- 
tions during the last century and a 
half has been almost beyond counting; 
the most important being those involv- 
ing the application of power to tech- 
nical processes which were formerly 
performed by hand. Such, for ex- 
ample, is the application of steam 
power to the manufacture of almost 
everything that two centuries ago 
was made by the individual artisan 
with the aid of hand tools or simple 
foot-driven machines. Of such char- 
acter have been the machine reaper, 
seeders, threshers and the other ap- 
pliances which, within the last seventy- 
five years, have revolutionized farm- 
ing methods. The importance of 
these inventions lies, not in the fact 
that they increase the per-acre yield 
of the soil, but rather that they enable 
one man to cultivate more acres, thus 
cheapening the food supply by reduc- 
Under any and 
all circumstances the providing of 
food is of fundamental importance and 
it is only labor that is not needed for 
this purpose that can be used for the 
production of other things, including 
capital goods, t.e., tools, machinery, 
factory and office buildings, railroads, 
Hence, the intro- 
duction .of machinery into agricul- 
ture,’ increasing the productivity of 
agricultural labor, is of prime impor- 
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tance in releasing labor for employ- 
ment in increasing capital and the 
supply of other consumable goods. 

It should be noted, however, that the 
effect of increased productivity: of 
labor has another and compensating 
effect, since it not only supplies in- 
creased incomes to seek investment, 
but it also releases labor from. the 
employments in which it has been 
rendered more efficient to engage in 
new lines of production hitherto un- 
profitable or in the manufacture of 
capital goods which serve to increase 
still further the efficiency of labor. 
But in the process of employing the 
labor thus released new financing is 
required. Thus the supply of bonds 
offered is increased ‘at the same time 
that the arnount of wealth in the hands 
of prospective bond buyers is increased. 
The net effect will depend upon the 
the extent to which those who come 
into possession of the enlarged incomes 
utilize them in the purchase of directly 
consumable goods or invest them in 
producers’ goods t.e. capital to be 
used for further production. If the 
savings effected by the labor-saving 
devices remained as profits in the 
- hands of the business enterprises, it 
would tend to increase the funds seek- 
ing investment, but if the savings are 
distributed among the wage earning 
class the tendency will be, as we have 
noted above, to increase the demand 
for consumers’ goods and thus, in 
effect, expand consumption to keep 
pace with the increased productivity 
of labor, leaving little surplus for the 
increase of capital. 

If the productivity of labor is 
increased through the lengthening of 
the working day there will be brought 
into existence a. certain amount of 
additional product. The question of 
distribution, as in-the case above, 
then becomes of paramount impor- 
tance in relation to the effect on bond. 
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prices.- If the greater part of this 
surplus goes to the laboring class in 
the form of overtime pay it will tend 
to be spent for consumers’ goods 
and put demands on capital instead 
of supplying it. 

Increased Industrial Efficiency. — 
When the efficiency of labor is in- 
creased through the perfection of 
industrial organization the resulting 
surplus innures directly to the advan- 
tage of the class of business enter- 
prisers and hence seeks investment in 
productive enterprise. This phenom- 
enon was plainly in evidence from 1898 
to 1903. This was the period of the 
formation of the so-called .‘‘trusts,” 
or gigantic combinations of capital. 
These combinations had two objects, 
namely, to realize internal economies 
by reducing overhead expenses and 
eliminating cross shipments, and to 
create conditions approaching mo- 
nopoly control by reason of which the 
price of the goods might be raised to 
the public. In so far as the first 
object -was attained an increased 
profit was realized through the well- 
known economies of large scale 
production. ‘These increased profits 
sought investment, and since a con- 
siderable portion of available funds 
naturally seeks investment in bonds, we 
find bond prices high in this period. 


‘In so far as the second object suc- 


ceeds, the effect is a virtual lowering 
of real wages through the advance in 
prices, the increased profit remaining, 
of course, in the hands of the invest- 
ing class. Although the price-raising 
operations of the “trusts” are doubt- 
less real, they often attract a dispro- 
porticnate share of public attention, 
owing to the spectacular character 
of the great combinations that at- 
tempt them, and it is very probable 
that, the actual increase in price 
affected, in such cases, is much less 
than in commonly supposed. In fact, 


A 


cases may be found in which the great 
combine actually finds it profitable 
to lower prices instead of raising them. 
Such a statement does not appeal to 

the popular imagination, to be sure, 
-= yet it must be remembered that few 
would-be monopolies are complete, 
and that, even when the control over 
price seems absolute, a check is, in 
most cases, present in the form of a 
possible use of substitutes. It seems 
reasonably probable that the combin- 
ing of the various oil companies in the 
Standard Oil Company resulted in an 
actual lowering of the price of oil, 
not only as compared with its pre- 
vious figure, but as compared with 
what. the price would have been 
had the business remained competi- 
tive. Certainly the breaking up of 
the old Standard Oil Company did 
not result in any lowering of price. 
A combine that cannot realize inter- 
nal economies as the result of combi- 
nation, but must realize increased 
profits entirely through its power of 
raising prices, is of very uncertain 
stability. 


Social and Political Stability 


An influence that cannot be over- 
` looked in the discussion of bond 
prices is found in the conditions of 
social and political stability which 
vary in any country from time to 
time. It will be recognized at once 
that the bonds of unstable govern- 
ments are much harder to market and 
bring a lower price than bonds of 
stable governments; but, in truth, the 
matter goes much further than this. 
In a country known to be subject to 
revolutionary outbreaks and whose 
political future seems uncertain there 
is a greater element of risk, not only 
in government bonds but in the bonds 
of railroads or industrial enterprises 
as well. Investors demand a higher 
return if they are to loan their money 


Bonp VALUES i 


195 


where a political upheaval may de- 
stroy either the actual physical struc- 
tures or the property rights which 
stand as security for the loans. The 
bonds of enterprises in Central and 
South America, excepting Chile, Bra- 
zil, and the Argentine, have always con- 
stituted obvious evidence of this fact. 
It is by-no means so well under- 
stood that the same principle applies 
in countries ordinarily thought of as 
politically stable. ‘Political stability 
is a relative term. Many events may 
occur that affect political stability. 
War is the most feared by investors. 
When a nation goes to war its debt 
begins to expand by leaps and bounds. 
The mere quantity of new bonds 
offered would alone suffice to reduce 
the selling price of government issues, 
but if the war is a serious one in which 
national existence is threatened the 
risk of defeat is ever present and the 
bonds will rise and fall with the vary- 
ing fortunes of the armies in the field. 
The course of British consols during 
the Napoleonic wars (See Chart No. 1 
of the preceding article) is the classi- 
cal example showing the fluctuations 
in bond prices due to the fortunes 
of war. The sames story has been 
repeated in the case of the national 
bonds, consols or rentes of all the 
belligerent powers in the recent war. 
Government and Industrial Securi- 
ties.—The above remarks regarding the 
effect of political conditions on the 
securities of national governments 
lead us naturally:to inquire as to the 
effect of political conditions upon the 
value of railroad or industrial bonds. 
Before taking up this question, how- 
ever, it will be advisable to call atten- 
tion to certain pertinent facts regard- 
ing government and industrial issues 
respectively, and to dispose of certain 
popular superstitions regarding gov- 
ernment obligations. a 
Government Bonds.—Just what is a 
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government bond? Clearly, it is a 
promise to pay a certain sum of money 
at a certain time in the future together 
with intérest at a fixed rate until the 
time for payment arrives. If the 


obligation is in the form of a consol ` 


or rente then there is no maturity; 


instead there is merely a- promise to. 


pay a fixed sum each year in perpet- 
uam. If we inquire as to the secur- 
ity behind the government obligation 
the answer ‘is ‘readily given, namely, 
that the government bond is sup- 
ported first, by: thie credit of the gov- 
ernment, -and sécondly, it has behind 
it as security the whole possessions 
of the people of the country. ‘Thus the 
taxing power can and must be used 
in’ support of the bonds to whatever 
extent necessary. It is certainly true 
that the bond is supported by the 
credit of the government, but this is 
another way of saying that the bond 
depends for its value upon the con- 
fidence and respect which the gov- 
ernment commands. A government 
that is at peace, that has only a small 
debt, whose tax levies on its people 
are not grievous, and which expresses 
and satisfies the ideals and aspira- 
tions of the great-mass of its people 
has a high credit. Confidence in 
such a government runs high and its 
position seems secure. Of such a 
nature is the government of a country 
where land is plentiful, labor well- 
_ paid, natural opportunities abundant 
and living conditions easy. If the 
people are industrious, enterprising, 
steady and not overburdened by the 
debt heritage of past wars, every 
possible factor is helping to make con- 
fidence in the government and the 
future of the country. But in so far 
as these conditions are lacking public 
confidence also fails and credit falls. 
A government that has lost the respect 
and confidence of its people is ripe for 
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“revolution. 


Naturally its bonds are 
not worth much. 

Stability of Government Bonds.— 
The idea "that behind the bonds of a 
nation stands the power to levy upon 
all the physical wealth in the country 
is a complete illusion. In theory, it is 
true that the government has the legal 
right to levy taxes without limit to 
make certain the payment of its obliga- 
tions; but practically, there is a limit 
beyond which people will not stand 
taxation. This limit is not a hard and 
fast thing. It varies with the intelli- 
gence, patriotism and sense of solidar- 
ity which pervades the masses. Hence 
it follows that the limit varies not 
only as between different races and 
different cultural groups, but varies 
also in the same group at different 
times. Taxes are never popular and 
the less of them any government is 
obliged to levy the less critical and 
better satisfied will its people be. 
In the last analysis, it must be evi- 
dent that the real asset behind the 
bonds of any government is the good- 
will of its people; and the real value 
of its bonds must rise or fall with any 
changes in the circumstances which 
affect that good-will. ; 

Affect of Political Disturbances.— 
It remains to consider the affect of 
political disturbances upon the bonds 
of corporations engaged in productive 


‘industry. The value and soundness of 


such bonds depends upon the produc- 
ing or earning power of the properties 
behind them. A serious, political dis- 
turbance of a revolutionary nature 
cannot but disturb the ordinary course 
of business and injure the earning 
power of all productive enterprises, 
But it is only a revolution of the ex- 
treme radical type, such as we have 
recently witnessed in Russia, that con- 
fiscates and destroys property and 
property values entirely. A national 
bankruptey might take place in which 
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the national debt was repudiated and 
. the government overturned without 
involving such extreme measures. A 
nation may be beaten, like Germany, 
and its national bonds rendered worth- 
less without changing the whole eco- 
nomic system or voiding the obliga- 


tions of private corporations of their 


value. The bank credits built on 
government obligations may lose their 
value and severe business depression 
may result, yet, if the framework of 
the economic system is left intact 
production will still go on even though 
at a diminished rate and the ‘new 
government will presumably respect 
private property. 

Hence, it is evident that, in the 
case of revolution, corporation bonds 
will in any event fare no worse than 
government bonds and, except in 
extreme cases, will fare better. Since 
government bonds are based on good- 
will, when good-will fails, all is lost; 
whereas, corporation bonds being 
based on producing capacity will 
still retain value so long as the ordi- 
nary processes of production are per- 
mitted to continue. 


Tax-Exempt Bonds 


As experience has seemed to show 
the increasing benefits and fairness of 
direct taxation over indirect taxation, 
a new element has been injected into 
the factors governing the yields to 
be obtained on bonds. Naturally, 
throughout the entire world as taxes 
have been levied on incomes there has 
been an attempt to so increase income 
that the results after taxation would 
remain relatively unchanged. The re- 
sult in bonds has been the same. 
An individual formerly satisfied with 
a yield of 4 per cent on his or her 
“investments demands and obtains a 
return of say 5 per cent subjected to 
income taxation, or an equivalent net 
return. Realizing this situation, our 
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municipalities or other governmental 
bodies obtained legislation authori- 
zing the exemption from taxation of 
their securities. Their plea was that 
as the money was to be used for public 
improvements it should be obtained 
as cheaply as possible. The most 
familiar issues in this country are the 
bonds and notes of our cities, states, 
federal government and the federal 
farm loan bonds. As the interesting 
developments in the- field of tax- 
exempt bonds. have ‘occurred in the 
past few years, we will confine our 
discussion largely to that period. 
In the United States prior: to the 
European war, the national debt was 
so light that federal income taxation 
was of little moment. At that time, 
however, local taxation was exerting 
an adverse influence and was helping 
to bring about the constant advance 
in bond returns. Non-taxable issues 
were in greatest demand in localities 
where the so-called property taxes were 
heaviest. There was no broad active 
and consistent demand, however,.at - 
the expense of corporation bonds. 
With the advent of our entrance 
into the war, its financing became 
paramount, and income taxes in- 
creased by leaps and bounds. This 
has developed a strong demand for 
non-taxables of all character. The 
first amount of non-taxables available 
was not equal to the demand and as a 
result we have seen non-taxable issues 
giving a slightly lower return during 
the war period than before, while tax- 
able corporation bonds have shown 
the largest increase in return in years 
and years. As and if income taxes 
show a reverse tendency over a series 
of years the returns to be obtained 
on taxables and non-taxables should 
show a trend directly opposite to that 
of the past three years. Of greater 
moment is the effect that the large 
number of non-taxable issues out- 
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standing has had on the taxes col- 
lected by our different states and the 
federal government. Their existence 
has really defeated the purpose of 
the legislation. Wealthy individuals 
have concentrated their wealth more 
and more in non-taxable investments. 
Thus the very men who should con- 
tribute large sums to the support of 
the government escape the heavy toll 
expected. This has led to considerable 
discussion of the legality of non-tax- 
able issues and it is quite probable 
that new issues of bonds of the char- 
acter formerly non-taxable may be 
greatly restricted in the future. It 
does not seem possible that any way 
can be found to remove the tax- 
exempt features from bonds of that 
character now outstanding. For the 
past three years the last month of the 
year has seen a steady liquidation of 
taxable corporation bonds. As com- 
modity prices have advanced and 
taxes increased, bonds. have con- 
stantly sought lower levels. Invest- 
ors, therefore, have faced a constant 
shrinkage in principal. Federal in- 
come taxation laws allow the indi- 
vidual to subtract losses from income. 
Selling to establish such losses and 
switches into non-taxable issues have 
been the features of the year. As 
usual, such switching is a result 
of hindsight rather than foresight. 
Foresight would have suggested it 
early in 1917 and not since. The 
forces that have been bringing about 
a demand for non-taxables and the 
offsetting liquidation of taxables have 
undoubtedly seen or passed their 
peak, given no new legislation as out- 
lined above. 

To sum up the conclusions to which 
the aforementioned considerations seem 
to point, we may say that the under- 
lying causes are six in number; namely: 
(1) commodity prices; (2) the possibil- 
ity of spending; (3) the distribution 
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of income; (4) social and political sta- 
bility; (5) the productivity of labor; 
and (6) taxation. . 


Bonp PRICES AND THE GENERAL 
- Price LEVEL 


The most important of these factors 
under normal circumstances is the 
change im the price level of commodi- 
ties. An examination of Chart No. 6 
(preceding article) shows clearly the 
tendency, during most of the period 
from 1890 to the present time, of bond 
values to follow in an inverse direction 
the important changes in the commod- 
ity price level; yet if a mathematical 
correlation were figured for the whole 
period it would have little value since 
from 1900 to 1906 the price index was 
nearly steady and the fluctuations 
in bond values during that period 
were plainly due to other causes. 

From 1890 to 1896 prices were fall- 
ing and the yield from bonds also 
fell to an even greater extent. Dur- 
ing this period the extensive applica- 
tion of labor saving devices, espe- 
cially in agriculture, was responsible 
for a great increase in the productivity 
of human labor. Social and political 
conditions in the United States and 
in the world at large were stable, and 
great fortunes were accumulated and 
invested by successful business men. 

The period from 1897 to 1906 was 
characterized by the formation of most 
of the great “trusts” and the fur- 
ther creation and expansion of enor- 
mous fortunes. Bond yields reached 
their lowest point and, conversely, 
bond values reached their peak in 
1902 when this process was at its 
height and commodity prices were sta- 
tionary. We see that whenever the 
price level undergoes any important 
modification the effect on the trend of 
bond values is marked. On the whole, 
it would seem that when political con- 
ditions become seriously disturbing 


` Bonp VALUES 


they can, for the time being, dominate 
the situation. Note the rise in yields 
(fall in values) in 1896, the year of 
the Bryan Free Silver campaign, and 
1914-15, when the Great War broke 
out in Europe; and again when the 
United States entered the war and 
the great issues of Liberty Bonds came 


into the field to compete with other 


securities for the investors’ money. 
In the latter case rising prices codper- 
ated so strongly with political fac- 
tors that the separate effects cannot 
be distinguished. The sudden fall in 
yields (rise in bond values) following 
upon the Armistice shows clearly 
once more the effect of political fac- 
tors, since the fall in prices followed 
the movement of bond values instead 
of preceding it. 

The period from 1900 to the present 
time has been characterized by the 
- multiplication of the possibilities of 
spending, the most conspicuous ex- 
ample of which is found in the growth 
of the automobile production from 
$4,750,000 in 1899 to $1,053,506,000 
in 1917, which figure has undoubt- 
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edly been-passed in 1919 although the 


- figures are not obtainable at the pres- 


ent writing. 

The outlook for the future in bond 
values depends upon the relative 
strength and direction of pull of the 
factors which we have outlined. Fall- 
ing commodity prices will act to raise 
the value of bonds, and disturbed 


, political conditions throughout the 


world will act to impair confidence, 
slow down production and keep the 
values of bonds low. Until stable 
conditions are restored it seems that 
political conditions will largely domi- 
nate the situation. After this liquida- 
tion is accomplished and the smoke 
clears away, the inevitable down- 
ward movement of prices must tend 
to raise the value of sound bonds. 
Meanwhile a system of taxation which 
discriminates against bonds in favor 
of preferred stocks is likely to lead, 
uf it is continued for some years, to 
a considerable substitution of pre- 
ferred stocks for bonds and a diver- 
sion of funds seeking investment into 
such issues. 
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Gains and Losses Caused by Rising Prices 
l By Fasian FRANKLIN 


Editor, The Review 


HE enormous ‘advance in prices, 
which has taken place in the 

past five years, has caused disturbances, 
material and.psychological, so grave 
as to be comparable with those directly 
caused by the waste and destruction 
of the war itself. The unsettled con- 
dition of people’s minds in relation 
to the familiar concerns of daily life, 


which has attended the disarrange- 


ment of price relations, has con- 
tributed no inconsiderable share to 
the social unrest with which the world 
is beset. While the general level of 
prices has, let us say, doubled, many 
large classes of incomes have remained 
stationary, or nearly so, and others 
have tripled, and quadrupled, and 
more. In this situation, owing ‘to the 
very general tendency of human beings 
to ery out when they suffer loss or 
injury and to say little or nothing 
when they are the recipients of unex- 
pected gain, it was inevitable that the 
air should be filled with lamentations, 


while of rejoicing over good fortune’ 


little is heard by the public. And, 
aside altogether from this peculiarity 
of human nature, it is only too true 
that such a disturbance of prices as 
we have been witnessing must be 
thought of as preponderantly evil. 
When, through no merit of their own, 
but through the automatic effect of a 
change in the monetary situation, 
one class of persons is enabled to 
indulge in unaccustomed luxuries, this 
cannot be regarded as an offset to the 
hardships of a lowered standard of 
2 


living to which, through no fault of 
their own, that same change subjects 
another class. 


Hieu Prices DISTINGUISHED FROM 
Hirea Cost oF Livine 


All this should be clearly admitted 
and understood. But it is neverthe- 
less true that a ‘considerable part of 
the popular feeling on the subject, 
a considerable part of the indefinite 
discontent which the situation arouses, 
may be ascribed to an unfortunate use 
of language. It may seem fantastic 


. to assert that if, instead of “high cost 


of living,’ we had all habitually 
spoken of “high prices,” a great deal 
of error, both intellectual and emo- 
tional, would have been avoided. But 
that is the sober truth. “High cost 
of living” instantly and inevitably 
suggests hardship; it naturally brings 
up the thought that everybody has 
to do more work in order to get the 
same “living.” In point of fact, long 
before the war, and when the rise of 
prices, though serious, was trifling 
in comparison with the present scale, 
the constant use of the phrase “high 
cost of living” had engendered a wide- 
spread feeling not only that-life was 
becoming more and more difficult 
for people in general, but also that this _ 
phenomenon was an inevitable part 
of the development of modern civiliza- 
tion. This feeling could not have 
arisen, or at least could not have 
attained such prevalence, if people 


had habitually spoken of “high prices,” 
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instead of “high cost of living.” The 
community as a whole may. suffer 
from a genuine high cost of lwing—a 
high cost of living brought about by a 
falling off in productive power; but 
there is nothing in the mere fact of 
high prices that necessarily suggests 
such a falling off. As a matter of 
, fact, in the pre-war period the high 
prices were neither caused, nor sup- 
posed to be caused, by any decline of 
productivity; the real cost of living 
of the community as a whole had not 
increased; its total income as meas- 
ured in the volume of commodities 
and services at its disposal was not 
lessened; and the only way in which 
anybody had been affected adversely 
was through his particular income not 
having risen by as great a percentage 
as that by which the general level 
of prices had been increased. Some 
incomes had risen by more, and some 
by less than this latter percentage; 
if all had risen by the same percentage, 
nobody would have been either gainer 
or loser. And, while “‘the man in the 
street” might not always have borne 
this in mind, yet it would never have 
been far from his thoughts if he had 
been in the habit of talking and hear- 
ing of “high prices;” . whereas the 
phrase “high cost of living,” with 
its strong and instinctive implication 
of evil, stands in the way of any think- 
ing that he might otherwise do on the 
subject. 


Factors In THE RISE oF PRICES 


Actual Scarcity—During and since 
the war it has unfortunately been true 
that the cost of living has risen-in the 
true sense as well as in the sense in 
which the phrase is popularly used. 
There has been destruction of capital, 


devastation and impairment of natural 
resources, all on a great scale; and, 
though these things have not taken 
place in our country, the vast exports 
that we have made to supply the 
deficiencies of Europe have had the 
same effect on our home supply—tfor 
the time being—as diminished pro- 
ductivity would have had. Enormous 
governmental expenditures—in’ other 
words, the diversion of effort and of 
natural resources: from productive to 
non-productive purposes—have pro- 
duced an effect of the same nature. 
Moreover, there is good reason to 
believe that there has been a slacken- 
ing of working power caused both 
by lessened hours of work and by 
diminished energy in the worker, 
which has contributed another impor- 
tant item to the lessening of productiv- 
ity. On the other hand, it ought not 
to be overlooked that there has been 
a large accession to the working forces 
of thé country through the addition 
of hundreds of thousands of women 
to the ranks of the wage earners and 
salary earners. On the whole, it 
seems clear that actual scarcity, the 
net result of these various causes, has 
been a considerable factor in the rise 
of prices. But a moment’s reflection 
must suffice to show that by far the 
greatest element in the case is the fall 
in the purchasing power of money 
caused by the great increase in the 
volume of the monetary medium; 
that is, of ordinary currency and. of 
bank credits. For, while this volume 
has been increased by about 100 per 
cent, anybody who looks about him 
and sees what people are eating, 


‘and wearing, and enjoying generally, 


must realize that if the supply of com- 
modities has diminished, it has cer- 
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tainly diminished’ by but a small 
fraction of such a percentage. In 
the main, then, what is going on 
around us is the long-familiar phenom- 
enon of rising prices caused by an 
increase in the volume of the monetary 
medium; the rise, however, in the 
present instance being of an extent 
and rapidity never before witnessed 
in so vast a field, and presenting also 
some peculiarities due to the special 
circumstances of the time. 

Decline in Purchasing Power of 
Money.—When such a rise of prices— 
such a fall in the purchasing power of 
money—takes place, most classes of 
income suffer (or the reverse) only 
through the irregularity with which 
the rise is put into effect. But there 
is one large class that takes a dead 
loss, with no compensation or read- 
justment. Incomes derived from fixed 
money obligations due to their pos- 
' sessors by others continue to yield 
the number of dollars nominated in 
the bond and no more, however 
rapidly the purchasing power of those 
dollars may decline. Interest on 
bonds issued by governments or cor- 
porations; interest on long-term mort- 
gages; ground rents, either irredeem- 
able, or having a long term of years 
to run, or redeemable at the pleas- 
ure of the lessee at a fixed capital- 
ization, are instances of this kind of 
income. The loss suffered by the 
lessened purchasing power of the 


monetary unit in incomes of this kind ` 


continues (supposing that the high 
prices continue) without any com- 
pensatory gain during the entire term 
for which the obligation runs. And 
even at the end of that term there is 
no assurance that any compensating 
factor will enter into the case. Those 


who invest: money during a time of 
steadily rising prices do find some 
compensation for the loss in the value 
of their principal in that rise of the 
rate of interest which both theoretical 
considerations and practical experience 
show to be an accompaniment of 
rising prices. But high prices, as 
distinguished from rising prices, have 
no tendency whatever to cause an 
increase of the rateofinterest. Accord- 
ingly, the holder of a bond of which 
the principal falls due after the period 
of rising prices has ended, but while 
the high level of prices is still main- 
tained, gets no offset for the fall in 
the value of his principal through any 
increase in the rate of interest. 

In the case of annuities, of course, the 
loss is still more evidently without 
compensation, annual income being 
the only element in the case. It is 
one of the remarkable facts in the 
story of this period of falling value 
of money that one has heard so little 
of the sufferings of those whose 
incomes, being in whole or in part 
definitely fixed in terms of money, 
have been so disastrously cut down. 
In the days of falling prices, in the 
°80’s and °90’s of the last century, 
the heavens were rent with the out- 
cries of the “debtor class.” It is 
a most noteworthy circumstance that 
nothing of the kind is heard in these 
times from the creditor class, nor is it 
without interest to observe that the 
“debtor class” is as mute over its 
blessings today as it was vociferous 
over its injuries thirty years ago. 


, ADJUSTMENT OF SALARIES AND WAGES 


TO INCREASED PRICES 


Apart from the case of fixed money. 
income, the way in which different 
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classes are affected by the rise of 
prices turns on the slowness or the 
rapidity with which the price com- 
manded by the commodities or serv- 
ices which they supply becomes 
adjusted to the general rise. It is a 
familiar fact that salaries are slowest 
of all to respond. There are many 
reasons for this. One is that salaried 
positions are more individual in their 
character than are wage-workers’ jobs. 
_ À person holding -a salaried position 
runs a kind of risk in giving it up 
quite different from that which even a 
skilled workman, not to speak of an 
unskilled laborer, encounters, The 
question of organization has compara- 
tively little to do with the case. No 
class of workers, perhaps, has had its 
compensation more strikingly increased 
than that of domestic servants, who 
have no organization at all; the great 
point in their case is that they have no 
difficulty in finding new jobs when 
they throw up their old ones. Most 
classes of salaried workers are very 
differently placed in this regard. But 
there is also another factor which 
exercises a great influence in the matter 
of salaries. Once‘raised, it is difficult 
to lower them, and employers hesitate 
` to make what they feel would be a 
permanent advance in their expenses 
when they are not certain of the per- 
manence in the rise of prices. Where 
very large profits have been made by 
business concerns, they have, in a 
great many instances, made handsome 
additions to salaries in the shape of a 
bonus at the end of a year; but this 
has been far from being so general 
in practice as might be desired. More- 
over, a large proportion of all the 
salaried classes are in the seryice of 
governmental and other public insti- 


tutions. In the case of government 
officials, the raising of salaries has been 
impeded both by mere inertia and by 
the justified feeling that salaries once 
raised by law are almost sure to stay at 
the advanced point, whatever may 
happen in the way of a fall of prices. 
Nobody heard of any government 
salaries being lowered during the 
period of low prices which covered a 
large part of the last quarter of the 
nineteenth century. The proper way 
to deal with the problem is to make 
advances in salaries promptly, but in 
a way that makes their continuance 
explicity dependent on the level of 
general prices. The case of college 
and university professors—other than 
those in state and municipal institu- 
tions—stands in a different category. 
The endowed college or university has 
limits set to its expenditure by the 
income from its invested property; 
and the consequence has been a lower- 
ing of the professor’s ability to meet 
the requirements of his standard of 
living which has taken on the dimen- 
sions of a great public as well as per- 
sonal evil. In many cases, relief is 
now in sight, through the great 
“drives” which are being made, and 
through the promised aid of the 
General Education Board. Finally, | 
it ought to be remarked in regard to 

the salaried classes in general that if 
prices should ultimately come down, 
after salaries have been adjusted to 
the high level, this class will experience 
a gain which will be a counterpart to 
the loss they are now suffering. 
Salaries will be even slower to come 
down than they were to go up; and 
their possessors will find themselves 
automatically in the receipt of a higher 
real income through the fall of the 
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prices of those things which go to make 
up their “living.” 

Economists have always justly 
pointed out that in a period of rising 
prices, brought about by an increase 
in the volume of money, the rise in 
wages lags behind that in commodities. 
The demand for commodities, as 
measured in terms of money, rises 
promptly, being the natural vent for 
the new money at the command of 
purchasers. Those who had the goods 
mark them up as soon as it becomes 
apparent that the supply will not 
hold out to meet the demand at the 
old prices; but the raising of wages 
is a more serious matter. It hangs 
back for the same kind of reasons 
(though in a far less degree) as the 
raising of salaries. However, the 
impact of the new volume of money 
during the period of the great war was 
of a different character from’ that 
which takes place in ordinary instances 
of increase in the volume of money. 
What happened was not a gradual 
infiltration of the new money, but a 
sudden imperative demand for enor- 
mously increased production in cer- 
tain definite directions. That demand 
took the shape, so far as money is 
concerned, of vast issues of bonds and 
notes in Europe and of a great flow 
of gold and expansion of credits in this 
country; and it was directed toward a 
tremendous stimulation of production 
of munitions and other supplies inci- 
dent to the prosecution of the war. 
Accordingly, over a large part of the 
labor field there was immediately 
so intense a demand for labor as to 
bring about amazing increases in rates 
of wages in the occupations affected. 
Millions of working people, therefore, 
have not suffered from “high cost 


of living” at all; on the contrary, 
they have been able to live better than 
ever before, because their pay has 
increased more rapidly than prices 
have risen. This phenomenon—due 
to a definite cause other than the mere 
fall in the value of the monetary 
unit—so far from discrediting the 
traditional economic view of the 
matter, actually gives occasion for a 
confirmation of it. For, in spite of 
the natural tendency in a rise of wages 
in one field to raise wages in all, it 
seems to be thoroughly established 
by statistics that the average of all 
wages has even now, at the end of five 
years, hardly caught up with the rise 
in the “cost of living.” 


Recrrrents or Prorrr Causepv By 
Rising Prices 


= The case of the independent pro- 
ducer—whether he be farmer or manu- 
facturer, individual or corporation— 
and of the “business*man”—whether 
he be merchant, or banker, or middle- 
man—is in strong contrast with that 
of the salaried man or the wage earner. 
In a time of rapidly rising prices, the 
man whose income is derived from the 
profits of production or trade is con- 
stantly the gainer by the change of 
prices. The costs of his business— 
fixed charges, rents, wages and sala- . 
ries—are slower to rise than the prices 
at which he sells his products or which 
he is able to charge for his'share in the 
process of sale. Moreover, he buys 
his raw materials, or the wares in 
which he deals, at the prices of today, 
while his sales are made at the ad- 
vanced prices of, say, six months 
hence. This state of things has always 
been recognized as being the explana- 
tion of the “business prosperity” 
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which attends a time of rising prices; 
a prosperity which consists in the 
business man making exceptional 
gains at the cost of the classes which, 
as we have seen, are suffering from the 
very cause that makes his situation so 
fortunate. It is idle to rail at’ this 
as “profiteering.” You cannot keep 
prices down while money, or what 
serves the same purposes as money, 
keeps getting more and more abund- 
ant—unless, indeed, you compelled 
people to keep their money idle, which 
none of the profiteer-hunters has ever 
proposed. Moreover, if prices keep 
rising, business profits are bound to be 
swollen during the process. It may be 
wise to impose a special tax upon these 
profits; that is a separate question. 
The profits themselves are an insep- 
arable incident of the process of 
rising prices. A merchant or manu- 
facturer might, indeed, sell his goods 
at a lower price than the market 
afforded; but, unless there was a 
conspiracy of such self-denial covering 
the whole range of production and 
trade, the money thus released to the 
purchaser by one dealer would remain 
effective to boost the prices which 
others, either in his own or in other 
lines, would obtain. The thing is too 
fantastic to be considered. To be 
sure, there has been “profiteering” 
that is reprehensible; in the con- 
fusion and turmoil of a period of 
rapidly changing prices, advantage 
has been taken of ignorance, of the 
difficulty of keeping track of prices, 
of peculiar exigencies which do not 
reflect real market conditions; but 
in the main, the great profits that have 
fallen into the hands of producers— 
by no means excepting the “honest 
farmer”—and business men have been 


not the result of any wrong practices 
on their part but the outcome of 
economic conditions over which they 
have no control. The spectacle of so 
many persons growing rich while so 
many others are reduced to sore 
straits to keep up a decent standard 
of living is undeniably offensive to 
one’s sense of justice; but it is idle to 
indulge in vaporous denunciation of 
persons who, favored by fortune, have 
been guilty of no wrong, or to expend 
upon worse than futile schemes of 
punitive repression energy which 
might be directed toward -rational 
consideration of economic policies. 


DEFLATION A Worup-WIDE 
PROBLEM 


Just what may be done with safety, 
and with a just regard for the rights 
and interests of all classes, to bring 
prices down to a lower level is one of 
the most difficult of all economic 
questions. Its consideration, even in 
a superficial way, is beyond the scope 
of this article. But it is not out of 
place, perhaps, to say a few words.on 
the subject. The. problem, difficult 
as it is in our own country, is infin- 
itely less difficult than it is in the 
European nations, in which the gold 
standard has been abandoned under 
the stress of war, and which have 
to consider not only the method, but 
also the basis of a return to it. All our 
dollars are as good as gold; but there 
is a large margin of choice as to the 
volume of notes and credit which we 
may maintain upon the gold standard; 
and the value—the purchasing power— 
of the gold dollar itself depends upon 
that volume. Its expansion tends 
powerfully to lower the value of the 
dollar, and its contraction to raise it; 
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a state of things quite other than that 
which existed in normal times, when 
the value of the dollar—that is, the 
value of the gold that is contained in a 
dollar—was influenced comparatively 
little by the monetary or banking 
policy of any one country, the gold 
standard being common to almost 
the whole commercial world. A 
policy of cautious but consistent 
“deflation” would bring about a 
gradual lowering of prices. This 
would correct some of the injustices 
of the existing situation, which are 
certainly serious enough .to demand 
correction, if correction is attainable. 
The great difficulty that must always 
be borne in mind in the pursuance 
of such a policy is that the process of 
falling prices, while perhaps not more 
painful, is incomparably more dan- 


gerous than that of rising prices., 


Rising prices hurt people as con- 
sumers; falling prices hurt them as 
producers and business men. And 
unfortunately anything that hurts 
producers and business men has disas- 
trous consequences far beyond the 
mere Increase of their “cost of living.” 
If their business shows a loss, or even 


a profit much below normal, the con- 
sequence may be bankruptcy and is 
almost sure to be a curtailment of 
enterprise; in either case we are con- 
fronted not only with a lessening of 
supply, but also with the spread of unem- 
ployment, which in turn further less- 
ens the chances of gainful business. 
Indeed, it should be noted as one of 
the compensations which wage workers 
get in a period of rising prices, that in 
such a period, owing to the prevalence 
of business prosperity, employment is 
abundant and steady; and, by the 
same token, in a period of falling prices 
there is danger of a large amount of 
unemployment. All this, however, 
merely emphasizes the necessity of 
great caution and'of expert skill in the 
carrying out of any policy of deflation; 
it does not mean that such a policy, 
properly safeguarded, should not be 
undertaken. On the contrary, it is of 
the first importance to recognize the 
necessity of such a policy, and of steady 
though cautious pursuance of it, as the 
one great means by which government 
and the banks can bring about some 
relief from the evils of the “high cost of 
living.” 


Prospective Changes in the Price Level 
By E. M. Parrmrson, Pu.D. 


University of Pennsylvania 


ROM 1850 to 1914 there were 
threé major price movements. 
During the first period, which extended 
to 1873, prices rose. This period was 
followed by a decline in prices from 
1873 to 1895. The third period began 
with an upward trend in 1896 which 
was still continuing at the outbreak 
of the European War in 1914. These“ 
three movements were not confined 
to the United States, but were world 
wide. ‘In every country they started 
. at approximately the same date, 
progressed at nearly the same rate 
and came to an end at about the same 
time. In 1914, the upward movement 
was still in progress with no indication 
of a reaction yet visible. 

There is no occasion here to discuss 
the causes of these changes further 
than to state the somewhat general 
belief that they were the result of a 
fluctuating gold production. The dis- 
coveries in California, beginning in 
1849, gave an annual output that 
became larger and larger until 1873. 
Then it declined somewhat for a 
number of years, only to increase again 
in the late eighties under the stimulus 
of new discoveries, and improved 
methods of extracting the gold from 
the ore, these changes beginning to 
have an effect on the price level by 
1896. 

Another movement began in 1914, 
and is still continuing at the time this 
is written. Rapid as was the rise of 
prices during the eighteen years follow- 
ing 1896, it seems slow when compared 
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with the changes of the past five or 
six years. Its causes are amply con- 
sidered elsewhere in this volume of 
The Annals, and we need only observe 
that they are a combination of large 
issues of paper money by banks and 
governments, an increase of the de- 
posit liabilities of the banks and a 
considerable scarcity of many kinds 
of commodities. 


CONSEQUENCES OF Prick CHANGES 


These various changes have had 
serious consequences. During the 
period from 1873 to 1895 there was 
great hardship among those groups 
who had obligated themselvés to pay 
each year fixed sums of money, but 
whose receipts from products sold 
were constantly less as prices fell. 
Imagine a farmer who had assumed 
a $10,000 mortgage in 1870, expecting 
to pay it off at the end of ten years 
and maintain interest obligations iù 
the interval. -In 1873, prices began. to 
fall, and as the years passed the farmer 
received less per bushel for his products. 
Larger and larger quantities of grain 
were needed to meet the interest on 
his mortgage and to accumulate a 
sinking fund with which to pay the 
principal. 

In this same period, creditors were 
constantly better off. Receiving each © 
year fixed sums of money, they could 
buy more and more commodities as 
prices fell. As they were not experi- 
encing any hardship they did not 
complain and even found it hard to 
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sympathize with the farmer and other 
debtors. Since the people of the west 
and the south were predominantly 
debtors in this period; it Is not sur- 
prising to discover that they anxiously 
sought for a remedy. Rightly or 
wrongly, they thought it would be 
found in an increased volume of 
circulating medium and urged that 
such increases be secured by issues of 
government paper and by a return to 
bimetallism. ' 

In the north and east, there wére 
fewer debtors, but more creditors who 
owned bonds and mortgages on the 
properties of the south and west. 
These creditors, whose status was 
constantly improving through the fall 
in prices, were quite content with the 
. situation and opposed to the demands 
of the bimetallists. For about twenty 
years, the two groups struggled for 
supremacy, the climax coming in the 
victory of McKinley over Bryan in 
the presidential campaign of 1896. 
After that date conditions were re- 
versed; prices rose and debtors ceased 
to feel the pressure which was shifted 
to those classes in the country who 
were the recipients of relatively fixed 
incomes—wage earners, the salaried 
groups and those who were living on 
the incomes from their investments. 
The hardships of these groups were 
serious prior to 1914, but since that 
time have become even more acute. 

Just how great this change has been 
in the United States is indicated by 
the index numbers of the United 
States Bureau of Labor. Accepting 

-the price levels of 1913 as our starting 
point or 100, the increase of wholesale 
commodity prices was to 248, and of 
retail food prices to 201 for January, 
1920; Prices of these commodities 


” 
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are thus from two to two and one-half 
times as high as in 1913. These 
increases actually did not begin (in 
the United States) until September, 
1915, when the level was about the 
same as in January, 1913. 


Ties anp Low Versus RISING 
AND FALLING PRICES 


Before passing to an analysis of the 
situation now confronting the world, 
it is important to point out that there 
is no special reason for concern over 
either high prices or low prices. High 
and low in any connection are merely 
relative terms, and are used here only 
to compare prices at a given time with 
those at some other time. If some 
level—high or low or intermediate ` 
as compared with the past—could be 
accepted and retained our troubles 
would be lessened. After a time, 
those prices, wages and salaries which 
were distinctly out of line would 
adjust themselves to the adopted level. 
Neither high prices nor low prices are 
a cause for concern. Rising prices 
and falling prices cause the trouble 
and stabilization is the important 
thing. 


STABILIZATION OF PRICES 


There are several alternatives before 
the world at present. As usual, 
one possibility is to do nothing, 
to let matters drift. Of course, by 
doing nothing one actually decides to 
face the results of certain very definite 
tendencies, but the activity of numer- 
ous propagandists indicates an unwill- 
ingness to take a laissez-faire attitude. 
Let us then suppose that it is actually 
possible for us to exercise conscious 
control over price movements. Let 
us further assume that it is our plan to 
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accept some price level as suitable, to 
adjust prices accordingly and then 
attempt to stabilize prices at this 
level. What level would we approve 
and what arguments could be advanced 
in its favor? 

Positive suggestions divide them- 
selves into two groups: one set of 
arguments being advanced to support 
the idea that the present price level 
should be maintained, the other that 
it should be lowered. 

Much may be said in favor of check- 
ing any further rise in prices and of 
maintaining them as near the present 
level as possible. As has just been 
pointed out, high ‘prices are not in 
themselves objectionable. It is chang- 
ing prices that are troublesome. 
Why not stabilize at the present level? 
Or even if one doubts the possibility 
of stabilization, why not at least avoid 
any great amount of deflation? Such 
a policy, if practicable, would save us 
from the difficulties that there are in 
falling prices, in the transition from 
our present level to a lower one. Such 
a fall would repeat the hardships of 
the period from 1873 to 1895, and 
would perhaps be even worse, espe- 
cially if the new level is to be much 
lower than the present one and to be 
attained in a short period of time. 
Why not endeavor to hold the present 
level? After a time, those prices and 
incomes which have lagged behind 
during the upward trend will catch up 
and with far less hardship in the com- 
munity than would accompany falling 
prices. 

This view is supported by our con- 
sideration for those who have been 
forced to borrow at the high price 
level. If prices now fall, they will 
suffer precisely as did the farmer who 


had mortgaged his farm at the high 
price level prevailing prior to 1873. 
In the last few years, both individ- 
uals and corporations have borrowed 
heavily. If the price level declines 
some of their expenses, as those for 
wages and raw materials, may go down, 
but not their obligations to repay fixed 
sums with interest at a fixed rate until 
maturity. 

But the situation is worse than in 
1873. Prices are much higher than at 
that date and if the return is to a level 
at all near that of 1914, the hardship 
will be very great. Moreover, there 
has entered into the situation a serious 
complication in the form of a mass of 
government obligations. ‘The increase 
in the public debts of the principal 
belligerents during the war was over 
$200,000,000,000 with an addition to 
their annual debt charges of over 
$8,000,000,000. Nor does this im- 
clude the new debts of any but the 
central governments. States, munic- 
ipalities and other political divisions 
are not included nor are the debts of 
neutral countries. 

What would be the effect on these 
governments of a lowered price level? 
Assume that there is a certain manu- 
facturer of cotton cloth in Great 
Britain whose appropriate share of 
the annual tax burden is £10,000. 
Buying his raw materials and paying 
wages at the present level means a 
heavy outlay, but sellmg at present 
prices he can pay the £10,000 to the 
government, although he could not 
pay a higher tax. 

Assume that his selling price falls 
to 50° per cent of the present level. 
Make also the unreal assumption that 
all his expenses will fall correspondingly 
and that his percentage gain will be 
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as great as at present. Still it will 
be less in dollars and he will no longer 
be able to pay £10,000 per annum. 
But the government’s expenditures 
for debt service will not go down with 
the general fall in prices. That 
charge is for a given amount in pounds 
sterling and failure to pay it means 
default. A falling price level will add 
enormously to the fiscal problems 
of all the leading governments of the 


- world. 


There seem to be strong reasons for 
endeavoring to maintain the present 
price level, but there are also serious 
difficulties. Hard as it would be to 
descend to a lower scale, there are 
still many prices not up to the high 
level of some, while most wages and 
salaries are still lagging far behind. 
This lag means suffering and discon- 
tent and is probably the chief cause 
of the current industrial unrest. 

Another complication is the great 
danger that the leading banks may at 
any time find themselves unable to 
meet the demands made upon them. 
Note issues and deposit liabilities 
have expanded greatly. Although gold 
holdings have in some banking systems 
been increased, these gains have not 
been sufficient to maintain the old 
reserve ratio. The Bank of England, 
which formerly kept a reserve of about 
45 per cent, now has only about one- 
half that amount. The Bank of 
France has fallen from between 50 
and 60 per cent to between 10 and 20 
per cent, while the Bank of Germany 
has dropped from nearly 60 per cent 
to less than 3 per cent. Perhaps the 
former percentages were in a few cases 
unnecessarily high, but some of the 
present ones are dangerously small. 
If the liabilities are not reduced or the 


gold base increased, there is danger 
of a collapse at any time. f 

Increasing the gold base is by no 
means easy. The larger part of the 
gold in private hands was concentrated 
in the banks during the war and any 
amounts still out will be very hard to 
collect. At the same time, the output 
from the mines has greatly fallen off. 
The so-called “price” of gold per 
ounce is necessarily fixed and is, in the 
United States, $20.67 per ounce of 
pure gold. With fhis selling price 
fixed and costs of materials and wages 
rising, the poorer mines are quickly 
placed at-a disadvantage. Many of 
them have shut down and.the annual 
output of gold has decreased. 

This decline in gold output has led 
to many suggestions for encouraging 
the industry. It has been suggested, 
for example, that the mint price of gold 
be increased to say $30 per ounce, a 
plan that would merely mean coining 
each ounce into fewer dollars and 
putting into circulation dollars of 
lighter weight than before. This 
would, of course, disturb prices further, 
driving them still higher than at 
present. If the weight of the dollars 
was not decreased the difference of $10 
per ounce would have to be met from 
the general funds of the treasury and 
would call for heavier taxation. Sub- 
sidies are not usually popular and are 
apt to be less so when governments are 
so heavily burdened as at present. 

Another proposal is to increase the 
metallic base behind these note issues 
and deposits by adding silver to the 
gold,-m other words, by adopting 
bimetallism. It is curious to notice 
the respectful attention given to such ` 
a plan in some quarters where, thirty 
years ago, bimetallism was regarded 
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as the rankest of heresies. Many who 
fear a collapse of the credit structure 
of today will listen sympathetically 
to a discussion which they would not 
have endured at that time. As yet 
the proposal has not taken very con- 
-, crete form, except for the suggestion 
of'an international conference on the 
-subject. If silver should fall from its 


- j - present price of from $1.20 to $1.30 
' | per'ounce, the silver interests would 


probably become more active in their 
advocacy of the plan. The difficulties 
of increasing the metallic base behind 
these obligations, either with silver 
or with gold, is so great that a reduc- 
tion in the obligations themselves 
seems the more probable. 

Still another consideration is the 
strong popular criticism of high prices. 
Public opinion is strongly in favor of a 
reduction. A lowered price level has 
very definite attractions. Having to 
pay more than formerly for all pur- 
chases one is apt to enthuse over the 
prospect of a lower level. Hence the 
popularity of deflation. Most of us 
do not think that our incomes have 
gone up as much as the prices of the 
articles we buy, and contend that 
we are the losers. Similarly we do 
not always include our own incomes 
among the items that will fall if the 
general price level should be lowered. 
Those of us who are correct in this 
view may personally gain from defla- 
tion, but those whose incomes fall 
‘more rapidly than the prices of other 
things may lose. 

On the whole, the forces hat will 
operate to check the upward move- 
ment are the more powerful and a 


reduction seems certain. . With it will - 


come the customary business failures, 
unemployment and suffering, compli- 
cated by increasing difficulties for 
governments who will find it harder 
and harder to meet their obligations. 
‘The longer the ordeal is postponed, 
the worse it will be when it comes. 
The higher we mount the farther we 
shall fall and the greater the disaster. 
Stabilization of prices at some level 
is perhaps the most important problem 
facing us for solution. Whether it is 
feasible may be open to argument but 
in any case, stabilization at the present 
level is unwise and impossible. 

This does not mean a return at once 
to the pre-war level. Since 1914 
numerous changes, many of which are 
permanent, have occurred. In England 
the gold coins have been concentrated 
in the banks, their place in the cir- 
culation being taken chiefly by the 
currency notes. In the United States 
a similar change has occurred, the 
gold coins and gold certificates having 
been collected by the Federal reserve 
banks. Federal reserve notes and 
federal reserve bank notes have taken 
their place. Paper money issued by 
governments and by banks has dis- 
placed the gold and the public seems 
to be reconciled to the change. The 
volume of paper money is doubtless 
too large at present but each dollar of 
gold in the vaults of the banks will 
support several times its face value 
of paper money and deposits. The 
net result will be a larger volume of 
circulating medium than before and. 
in the absence of a-greatly increased 
production we may expect a price 
level higher than that before the war 
although not so high as at present. 


` 


Movement of Wholesale Prices in Various Countries! 
During and Since the War 


By Lerrur MAGNUSSON 


Bureau of Labor Statistics, United States Department of Labor 


N the following table the more important 
I index numbers of wholesale prices in the 
United States and several foreign countries, 

as compiled by recognized authorities, have been 
réduced to a common base in order that the 
trend of prices in the several countries may be 
directly compared. The results here shown have 
been obtained by merely shifting the base for 
each series of index numbers to the year 1913, 
ie, by dividing the index for 1913 on the origi- 
nal base into the index for each year or month on 
that base. These results are therefore to be re- 
garded only as approximations of the correct in- 
dex numbers in the case of series constructed by 
averaging the relative prices of individual com- 
modities. This applies to the index numbers of 
the Annalist, the Economist, the Statist (Sauer- 
beck), the Department of Labor of Canada, the 
Statistique Générale of France, and, presuma- 
bly, the Monthly Statistical Bulletin of New 
South Wales, Australia. The index numbers of 
the U. S. Bureau of Labor Statistics, Bradstreet, 
Dun, Gibson, and the Bureau of Census and 
Statistics of Australia are built on aggregates of 
actual money prices, or relatives made from such 
aggregates of actual prices, and therefore can be 
readily shifted to any desired base. In cases 
where no index numbers for years are shown in 
the original sources, the figures here presented 


1The original data on which the tables here 
presented are-based, together with the text ex- 
planation of the basis on which these percent- 
ages are computed, are published in the Monthly 
Labor Review of the United States Bureau of 
Labor Statistics, March, 1920, pp. 65-67. For 
a fuller discussion of the basic data underlying 
these index numbers reference is made to Bulle- 
tins Nos. 173 and 181 of the United States Bu- 
reau of Labor Statistics. The figures here shown 
bring the Index numbers up to the latest avail- 
able month. The Italian index of Professor 


Bacchi has also been added to those shown by 


the Bureau of Labor Statistics. 
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have been obtained by averaging the twelve 
monthly index numbers. i 


OBSERVATIONS 


(1) All theindexes show phenomenal 
increases in prices between 1914 and 
1918, and where the figures are shown 
there is a further increase in 1919. 

(2) Four of the twelve indexes indi- 
cate a slight decline in 1914 over 1913, 
and three show no change, i.e., over 
half demonstrate no increase in prices 
in 1914 over 1913. l 

(3) The increases by quarters and 
months during 1915 up to the end of 
1918 are both significant in amount 
and steady, generally reaching the 
maximum in October, 1918. 

(4) The winter of 1918-19 shows a 
rather unsteady movement, but no 
tendency toward a definite recession 
of prices. 

(5) All the indexes climbed to new 
high levels during the past winter, the 
French and Italian indexes leading all 
others both then and in former years. 

(6) Between February and March 
of this year there have been further in- 
creases, changes or decreases. - Brad- 
street’s index alone’ shows a decrease 
which may indicate the beginning of a 
slight though general decrease. It is 
not unlikely that the peak of prices has 
been reached and that a recession may 
be looked for during the forthcoming 
months. 
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Wao.esate Prices In tHe Unrrep Srares anp CERTAIN FOREIGN COUNTRIES 
[Index numbers expressed as percentages of the index number for 1913. See text explanation.] 





Bureau 
of 
Year and ars 
month é| ties: 328 
com- 
mod- 
ities 
(vari- 
able) 
1890........ $1 
1895... .e.00- 76 
1960..... Seas 86 
1905...... f 85 
1910....20a 993 
IOl rra 100 
WOT 6 eink 106 
1915. fads 101 
C1 ee - 124 
uC) by Soreness 176 
W018 225452 196 
i9%9........ 212 
1914 
January. . 100 
April. oo... 98 
Jaly. rs 100 
October..... 99 
1915 
January.. 99 
Àpril....... 100 
July... 101 
October..... 101 
1916 
January 110 
April. ...... 117 
nT) | eee 119 
October..... 134 
1917 
January..... 151 
February... 156 
March...... 161 
April....... 172 
May....... 182 
June........ 185 
DULY: sac ecds 186 
August...... 185 
September 183 
ctober..... 181 
November... 183 
December... 182 
1918 
January..,. 185 
February.. 186 
March...... 187 
AD ccs os 190 
May....... 190 
June....... 198 
July... 198 
August...... 202 
September 207 
October..... 204 
November .. 206 
December. 206 
1919 
January. 203 
February 197 
March...... 201 
April....... 203° 
May....... 207 
June....... 207 
Jülyen 218 
August.. .... 226 
September 220 
October..... 223 
November... 230 
December... 238 
920 
January.... 248 
February ... 249 
March...... 253 


ADT siciwons lasseaeee 


Canada 


com- 
mod- 


tétetett 


United States United Kingdom 
>. 
; . Statist 
Annal- | Brad- | Dun: | Gib- | Econo- | (Sauer- 
ist: | street: 200 son; 22 | mist: 44] beck): 
25 com-/96com~{ com- | com- | com- {| 45 com- 
mod- mod- | mod- mod- mod- mod- 
ities ities ities ities ities ities 
< HO jarias 175 75 83 85 
68 70 167 72 72 73 
71 &6 77 76 90 88 
79 88 83 gI 84 85 
og 98 98 102 93 92 
100 100 100 100 100 100 
104 97 101 105 $9 100 
106 107 105 110 123 127 
126 128 128 129 160 160- 
187 170 169 19} 204 205 
205 203 190 211 225 226 
211 208 190 209 235 242 
102 $7 103 100 97 98 
101 95 99 99 96 96 
104 94 99 101 95 104 
107 160 102 108 101 198 
108 99 103 ill 112 118 
109 106 103 117 124 125 
105 107 103 Hl 122 126 
101 108 105 103 125 134 
110 119 114 113 143 149 
118 128 121 123 156 157 
121 125 120 124 156 157 
136 131 126 l41 171 175 
t51 149 140 180 184 187 
159 151 146 156 188 193 
170 154 154 166 197 199 
188 158 157 188 200 203 
203 164 172 204 200 205 
198 168 176 197 210 211 
189 175 175 200 208 208 
190 178 181 203 210 207 
195 181 178 208 209 207 
200 184 182 207 212 212 
199 185 183 206 215 214 
200 191 182 209 215 218 
200 195 184 205 215 219 
204 196 188 210 216 220 
204 198 189 217 218 299 
207 200 191 226 221 223 
207 205 188 216 223 225 
201 206 186 211 227 226 
203 208 192 212 228 227 
207 208 192 210 233 230 
210 207 193 212 281 232 
203 207 193 205 231 233 
205 205 191 204 231 230 
208 207 191 208 226 231 
211 201 190 206 217 224 
201 192 182 201 216 221 
209 187 180 212 212 217 
222 188 182 223 214 217 
226 187 184 220 222 229 
216 196 189 212 230 235 
219 205 193 220 240 243 
220 217 200 218 242 250 
202 211 197 201 245 258 
200 212 195 191 252 264 
201 216 191 197 259 272 
205 219 202 206 273 277 
210 221 204 224 289 288 
208 227 209 219 B03 |. .eoveee 
213 226 ae 230 ee#hheeethe eee eneen 


eo@sepanre 


1 Average for January and July. 
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Australia France | Italy 
New 
South 
Com- | Wales 
mon- | Month- 
wealth | ly Sta- | Statis- 
Bureau | tistical | tique. , 
of Cen- | Bulle- | Géné | Bacchi 
susand{ tin: rale: index 
Statis- | Num- | 45 com-| number 
ties: 92 | ber of | mod- 
com- com- ilies 
mod- | mod- 
ities itieg 
not 
shown 
OT 1 santas Sie Caneel A N 
yt ae ern (earners (rere eaee 
Be E E lewlaseet 
84 
92 88 
190 190 
106 
147 lid 
138 137 
153 153 
EOAR 162 
2109 
2102 102 
2109 19i 
2113 
2127 101 
2153 199 
2167 115 
2142 117 
2138 123 
2137 137 
2138 134 
2139 140 
140 156 
Re 151 
KEENE 151 
146 150 
ore 153 
eine 152 
158 152 
oaths 156 
dean gs gigolo 15 
166 147 
A ee 163 
i arash 166 
173 161 
ere re 165 
anoa 156 
178 155 
Spee ad 164 
See SG 163 
180 160 
AER 170 
serine 164 
181 160 
ese ea we 159 
ehh aed 163 
177 160 
151 151 
153 157 
PEE ee 150 
156 157 
157 168 
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2 Quarter beginning in specified month. 


The Prices of Today 


By J. S. CRUTCHFIELD 


President, American Fruit Growers, Pittsburg, Pa. 


HE tremendous agitation, excite- 
ment and anger with reference 
to present day prices of labor and food, 


particularly, does not indicate a high 


degree of capacity on the part of the 
government, capital or labor to deal 
wisely with this problem which must, 
of necessity, now be most complicated. 

The whole price structure on all 
commodities and labor has been de- 
stroyed by the war and we must pa- 
tiently, by slow and painful process, 
build a new and better foundation for 
a price structure which must stand the 
most violent storms conceivable. 

“Necessity is the mother of inven- 
tion.” “What can’t be cured must be 
endured.” 

The chaotic condition of trade and 
of all human affairs demands the 
exhibition of the highest degree of 
composure, skill, intelligence and re- 
sourcefulness of all elements of society, 
and a recognition of the unity of the 
human family in all of its imter-rela- 
tionships. 


Prices In Normau Times 


Under normal conditions there are 
periods of years when prices favor the 
consumer. The producer, in such 
periods, frequently sells his products 
at less than cost of production. These 
conditions prevailed for several years 
culminating in 1896. At that time, in 
perishable foods, prices were far below 
cost of production. No. 1 apples sold 
in the market for $1.00 per barrel; 
potatoes, 25 cents per bushel. This 
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was the consumers’ inning but he did 
not feel especially favored. 

Naturally, the above conditions had 
a tendency to discourage production in 
the lines affected and as a natural se- 
quence such periods were followed by 
seasons of shorter production and 
higher prices. 


The Law of Averages 


Those producers who are sensible 
enough to keep up the sãme acreage, 
year after year, in the line of produc- 
tion to which their soil and climate are 
best adapted begin to profit at the ex- 
pense of the vacillating type of farmer 
who fluctuates his acreage, trying to 
hit the high market. 

The natural reaction of increased 
price is to increase production and de- 
crease or shift the demand, and nor- 
mally the scales go up and down within 
the five-year period, or certainly the 
decade period, turning out a fair aver- 
age profit to the producer and a fair 
average cost of lining to the consumer. 

While the large mass of producers 
and consumers find price fluctuations 
a great hardship, even though the 
average price over a five-year period 
may be reasonably fair to each, such 
price fluctuations seems to be una- 
voidable. Weather conditions, how- 
ever, make impossible, especially in the 
line of fresh fruits and vegetables, the 
avoidance of quite sudden and sharp 
fluctuations in supply and demand and, 
consequently, in price. The extensive 
‘use of cold and dry storage, the stand- 
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ardization of grades and packages, the 
organization of producers and con- 
sumers all tend toward stabilization of 
prices and benefit both producer and 
consumer. Certainly, every possible 
and practicable means should be used 
to stabilize the market for the protec- 
. tion of both producer and consumer. 
These fluctuations train the human 
race to'a certain amount of foresighted- 
ness and prudence in the conduct of 
their lives. 


Prices IN ABNORMAL TIMES 


All of the above refers to a normal 
- fluctuation’ of prices and profits and 


consumer costs in normal times, where-_ 


as what we face today is the most 
abnormal time in the history of the 
human race—a time of great scarcity 
of production and great need of pro- 
duction; a time when the whole eco- 
nomic life of the world has been turned 
upside down; a time when new stand- 
ards and new ideas must be adopted to 
meet such a changed condition. No 
one knows and no one can know what 
the right basis of price or wage is, and 
it will take several years to ascertain 
this; meanwhile, it is not altogether 
undesirable that these matters be the 
subject of the most intense thought, 
discussion, and dickering, between so- 
called capital and labor——producer and 
consumer. 


The next decade is bound to be a 


period of adaptation and adjustment 
in all of these matters, and ft ought to 
be an opportunity for great beneficial 
changes. The very thing that we are 
crying about may prove really a bless- 
ing in disguise, and not in very much 
of a disguise either to persons who will 
think deeply on the subject and act 
wisely, 


Need for Experiment 


The only thing that will cure some 
of the ills of the human race today, 
that is, ills of mind especially, is a little 
experimenting. So far as the United 
States is concerned, it never wasin 
better shape to stand a little experi- 
menting. 

We have a safe and sane majority 
that are not going to allow anything 
very bad to prevail very long. That 


` portion of the population who insist 


upon trying some new doctrines might 
well be given the opportunity now in 
order to show up the fallacy of the 
false doctrines and to get back, in a 
reasonable length of time to—not the 
old standard—but to a much higher 
plane of living and of doing business. 

A high price and wage level and a 
more stabilized market is the only 
possible thing that will stimulate pro- 
duction quickly enough to save the 
world from actual want or starvation. 


Effect of High Prices on Foodstuffs 


In the Journal of Commerce of March 
23, 1920, Italian Premier Nitte is quoted 
assaying: ‘More than three hundred 
million workers have ceased producing 
the necessities of life throughout the 
world.” The present high range of 
price js the only thing that will force 
people, who are now in non-productive 
enterprises, into actual food produc- 
tion. The only way to help the clerks, 
as a class, is to thin them out. A lot 


_ of able-bodied clerks should be in more 


productive lines. More city dwellers 
should be living in the country or sub- 
urban districts where they can become 
producers. Nothing is going to bring 
about this needed reform in the life 
of a nation excepting the force and 
pressure of high priced foodstuffs. 
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Another very practical thought 
which should be immediately consid- 
ered by the real sufferers and com- 
plainers: the present high range of 
prices on many foods is the only thing 
‘that will force people to study actual 
food values and to change their diets, 
utilizing those more plentiful food- 
stuffs which can be produced and 
bought more cheaply. At this time the 
wise provider and the intelligent buyer 
can actually live for one-fourth to one- 
half the cost of the improvident and 
unwise, and live almost as well. A 
study of the whole subject of food 
values, and dietetics in general, is 
greatly needed. 

There is no up-to-date farmer today 
who does not understand how to feed 
his hogs and stock. In mastering this 
subject he must not only bear in mind 
the cost of his feed, but also the diet 
must be properly balanced, and, more 
than that, it must be appetizing, be- 
cause even hogs will not eat and thrive 
on what they don’t like. If the Amer- 
ican public will get’ busy they can 
afford themselves some immediate re- 
lief along the line suggested, and if they 
will think more deeply perhaps certain 
benefits may be derived to compensate 
for the hardships of the present price 
level. 

One thing is sure;we are not going to 
affect the ‘cost of living very much by 
legislation, although it is a subject well 


worthy of the intensive study and wise 
action by our legislators. 


Methods for Lowering High Food Prices 


In the main, however, there will be 
found three ‘fundamental remedies: 
first, elimination of waste; second, in- 
creased production; third, more dis- 
criminate buying and use of food. 


THe CONSUMER THE Price Fixer 


Who fixes the price? Not the pro- 
ducer; not the wholesale middleman; 
not the retailer. The consumer has 
the power to fix the price. If he does 
not exercise it, to a reasonable ex- 
tent at least, it is his own fault and 
probably due to a lack of realization 
that the remedy is largely in his own 
possession. 

The people of this nation are suffer- 
ing from the chronic habit of eating 
what they want regardless of adapting 
themselves daily to what the market 
affords. Last year, during the months 
of May and June, old potatoes sold for 


considerably less than the cost of pro- 


duction; now they are selling at high 
prices. Everybody seems to want 
them now. No one seemed to want 
them then. _ 

Let the American public wake up! 


. The Lord will codperate with those 


who will help themselves’ and living 
costs will not be so much out of 
line. 


Present Day Prices 


By Howarp E. Frae 
Assistant Attorney-General, United States Department of Justice 


UR greatest post-war problem is 
undeniably the high cost of 
living. Its solution presents an even 
greater problem. Before those of us 
who would attempt a solution is 
arrayed a complication of conditions, 
appalling in their magnitude. It is 
evident after a careful consideration 
of all of these conditions that time— 
in this case as in many others—will 
be the solvent of our national puzzle. 
Only through gradual adjustment to 
the economic standards of former days 
can equilibrium be attained. 

It is a concurrent opinion, however, 
that a safe and sane adjustment may 
be directed through a proper realiza- 
tion of the significance of prevalent 
conditions. Further than this no pre- 
dictions can be forthcoming. The 
outcome rests with the people them- 


selves, with their realization of respon-. 


' sibility and their understanding of the 
influence of individual action upon the 
general surface of affairs. 

Our first duty is to understand 
thoroughly the facts in the case. The 
prices of things that enter into our 
daily lives are nearly twice as much as 
they were before the war. In England 
they are three times as much and in 
Germany and Russia still higher. 

This means that, pending adjust- 
ment to new conditions, a great hard- 
ship falls upon all of us. Those of 
us who are dependent upon salaries 
have found, to some extent, a remedy 
in an increase of pay. This increase, on 
the other hand, is immediately reflected 
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in the cost of living. Wefind ourselves, 
therefore, getting nowhere by such tac- 
tics except to the point where industrial 
disaster stares us straight in the face. 
We realize that we cannot indefinitely 
continue to raise both wages and living 
cost. The time has arrived when we 
must stop the operation of such a 
vicious circle. The plea now is to ask 
the patriotic people of America to 
halt in their desires to better their own 
conditions selfishly and to consider 
the interests of everyone; to hold the 
line steady until the economic forces 
begin to operate, production increases 
and the normal law of supply and 
demand becomes operative. 


CAUSES ror THE Hicu Cost or 
LIVING 


Getting at the root of the matter, 
it is evident that the chief causes for 
the high cost of living are decreased 
production incident to the war, in- 
flated currency due to government 
borrowings, and heavy taxes which 
are passed on by business men to the 
ultimate consumer: 


SOLUTION OF THE Hren Cost OF 
LIvING 


Increased Production versus 
Decreased Consumption 


Working with these truths as a 
basis, the solution of the problem then 
appears to simmer down to a very 
simple explanation—produce more or 
consume less. The law of supply 
and demand is now, and always will 
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be, the sole cause and regulator of 
commercial value. If production can- 
not be increased, rapidly enough to 
overtake the unprecedented demand, 
then demand must be curtailed until 
supply has been given a chance. The 
need for increased production is shown 
on every hand and in every line of 
business. 

The Department of Justice has 
advocated from the very start the 
necessity for stimulation of produc- 
tion. Instead of shirking and slacken- 


ing our efforts, how vastly better it is - 


for the country, for the world and for 
our own individual selves to roll up 
our sleeves and tackle the proposition 
of restocking the world. 

Recognizing this then, our path 
lies straight before us. Awaiting the 
realization of our aims, however, the 
question of control of prices presents 
itself for consideration and its answer 
seems a likely alleviation for besetting 
conditions. 

Prick CONTROL 

My own view is, and I believe it can 
be substantiated from five years of 
food control all over the world, that 
until shipping, credits and production 
become normal there is no effective 
control of the cost of living that can 
be set up which is not based on an 
absolute control of prices and distri- 
bution of the great underlying staple 
commodities. ) 

By this I do not mean price fixing 
of those commodities, but price stabil- 
ization through provision for proper 
storage of surpluses in the flush season, 
through control of exports, imports, 
foreign buying and conditions of 
credits to foreign nations in such man- 
ner as to protect both consumer and 
. farmer. 


The control of the middle man and 
the elimination of speculation in such 
circumstances is not insuperable, be- 
cause the margins which should be 
charged by such trade in the steps 
of distribution can be determined, 
and, with a knowledge of the basic 
price, their conduct can be constantly 
checked in the public markets by a 
mere price inquiry and advertisement 
to the public. This basic system was, 
of course, destroyed when the govern- 
ment took down the export control 
and dissolved the Food Administration. 

The removal of these safeguards and 
the vast world speculation in anticipa- 
tion of the removal of the blockade 
against central Europe has produced 
a sickening rise in prices and a lot of 
profiteering. This is of two sorts. 
First, vicious speculation for rise in 
price, and second, the tendency of the 
whole world to protective buying. 

Our weapon against this state of 
affairs is the enforcement of the Lever 
Act by the Department of Justice. 
In the middle of August, the depart- 
ment inaugurated .a campaign to 
discover and prosecute violators of 
the Food Control Act. Section 6 of 
the act provided a penalty for hoard- 
ing and Section 7 authorized the seiz- 
ure and sale of hoarded necessities. 
Eleven hundred and seventy-six pros- 
ecutions have been instituted under 
all sections. In all, sentences have 
been imposed in 107 cases. The 
sentences have ranged from five 
months in jail and $5,000 fine to small 
fines. l 

The educational and constructive ` 
organization of the Department of 
Justice which now operates in the 
direction of controlling prices, is the 
High Cost of Living Division. Its 
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field organization is comprised of 
state fair price commissioners, who 
have authority to appoint such com- 
mittees in cities, towns or counties 
to determine upon fair prices or fair 
margins of profit to be allowed on the 
necessaries of life. 

The fixing of these prices or margins 
is not arbitrarily done, but only after 
full consideration of business interests, 
and their active coöperation is encour- 
aged by the fair price commissioner 
at all times. Where possible, the 
different business and trade interests 
in a community are represented on 
those fair price committees. 

No one element alone will reduce 
the present high prices, but by a full 
codperation of all elements and by 
constructive policies being determined 
upon by the different interests and put 
into effect by the Department of 
Justice through its duly organized 
agents, there is reason to believe that 
we may anticipate material reductions 
on certain of the necessaries of hfe in 
reasonable time. 

Our government or any agency of 
the government cannot singly accom- 
plish the desired results, but by a 
complete coöperation of the public, 
labor and business interests, we may 
anticipate an early reduction in prices. 
There should be an organization of 
fair price committees in every city 
and county backed by the mayors and 
prosecuting attorneys with the support 
of the United States attorneys. 


Economic SITUATION IN THE 
UNITED STATES 


Supplementing these definite activi- 
ties, the department is attempting to 
bring home to individuals a proper 
understanding of the economic situa- 


tion prevailing in the country. Recog- 
nizing the value of concerted action 
on the part of all, the department is 
endeavoring to set the situation frankly 
before the people. 


The Price Level 


The first thing we believe that people 
need to do to approach such under- 
standing is to adjust themselves to the 
price level approximately double the 
pre-war basis, with no tendency to 
fall, and considering only our pre-war 
debt (which would be doubled in com- 
modities and labor if prices fell to pre- 
war level) the hardship of pre-war 
creditors must be forgotten. 


Under-Paid and Over-Paid Labor 
Secondly, people must codperate 


sin establishing a wage scale commen- 


surate with the cost of decent living 
conditions. If there is to be content- 
ment in the nation, labor must be 
neither under-paid nor over-paid. In 
certain industries now, wages are much. 
higher than the standard necessary 
to meet fair living expense, and in these 
industries they will have tō come down 
to a reasonable level. Where labor 
is much over-paid the commodity 
which it produces will be priced exor- 
bitantly to the buying public. Where 


it is under-paid it will be a source of 


weakness to the nation. 


Necessity for Increased Production 


Thirdly, people must be educated 
into the confident knowledge that with 
a price level insured against falling we 
may and must imerease our rate of 
production in order to raise our scale 


-of living. For even with the equi- 


table division of the joint products of 
our labor that will naturally come. 
under a condition of full employment, 
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we cannot escape the fact that the sum 
total of our products is all that can be 
divided. If we produce much we will 
divide much; if we produce little we 
will divide little and live poorly. 


Stable Average Prices 


Lastly, we must consider very care- 
fully and treat more drastically than 
ever the conspiracies that seek to 
control. the price of any products, or 
of the labor that enters into its pro- 
duction. The absolute assurance of 
stable average price which is now set 
up for years to come makes possible 
the full employment of all our peoples 
all the time they wish to work, and an 
equitable distribution of the fruits of 
our efforts can only be assured by full 
and free competition in every depart- 
ment of activity. 

The exercise of individual initiative 
must be encouraged and monopoly 
in every form must be prohibited. 
When and wherever an activity is 
necessarily monopolistic, as in public 
utilities, they must be publicly owned 
and operated. Wise statesmanship 
will take this view and wise citizenship 
will sustain it. A period of human 
progress is at hand and the sooner we 
adjust ourselves to it the better. 


Our recognition of the right of labor 
to live better than it has ever lived 
before and our determination to con- 
tinue our economic condition in which 
the demand for labor will always equal 
or exceed the supply will emancipate 
labor the world over, and eliminate ` 
the well-meant but ill-advised efforts 
of organized labor physically to fight 
or coerce its way to justice. 

We should appreciate the efforts of 
employes as well as employers to 
organize for the purpose of studying 
the great questions that concern them, 
for a lack of knowledge is at the bottom 
of all our trouble. But we live as a 
nation; as a nation we will suffer if 
they are allowed physically to fight 
or angrily to intrigue for supremacy, 
or to monopolize their products and 
profiteer at the expense of the country. 

The Great Seal of the United States 
bears a prophecy that is now to be 
fulfilled, Annuit coeptis nuvus ordo 
seclorum—“The things accomplished 
promise a new order for the ages.” A 
new era is at hand in which intelligent 
and honest investigation and the 
application of the Golden Rule to 
human disputes shall take the place of 
force and intrigue and to this nation 
the world is looking for the initiative. 


American Control Over War Prices 


By PauL WILLARD GARRETT ` 
_ American International Corporation, New York, N. Y. 


HE task of controlling commodity 
prices in the United States 
during the war was a more simple one, 
though surrounded with difficulties, 
than was presented abroad, because it 
began later and after prices had risen 
relatively higher. Any comparison 
of government price regulation here 
with that in Europe, therefore, would 
seem a less precise measure of how 
effective our control was than an 
intensive analysis simply of what we 


did.? 


THe War AND GOVERNMENT PRICE 
CONTROL 


Commodity prices in the United 
States moved free from government 
interference during the war, so long 
as this country was at peace, and by 
March, 1917, had already risen 56 per 
cent above their pre-war level. There 
was no serious thought of price control 
during April, when the declaration of 
war sent the weighted “all commodi- 
ties” index number 14 points higher 
within the month. The government 
was not as ready to bring war prices 
under control as some Allies had been, 
even during spring as advances con- 
tinued, in part because there was not 
here the same dire necessity. ‘The 
main concern during our first five 
months of war, and long afterward as 


1The data for this review are taken very 
largely from Government Control over Prices 
by Paul Willard Garrett, and may be had in 
fuller form from that volume in a “History of 
Prices during the War” by Wesley C. Mitchell. 
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regulation got under way, was to as- 
sure adequate-production of war com- 
modities and to make government 
purchases at prices which would en- 
courage production, without allowing 
excessive profits. The- pioneer work 
of the Council of National Defense 
during the spring and siimmer.of 1917, 
therefore, before the Food Adminis- 
tration, Fuel Administration, War 
Industries Board -and War ‘Trade 
Board had become separate bodies, 
was directed largely and simply to the 
surveying of government needs and 
making purchases. There was little 
thought then of fixing. prices generally 
to the public. Tee 

The entrance of our ‘government into 
the market for goods, however, at a 
time when the country was largely 
under contract to Allied governments, 
sent prices upward by leaps and bounds, 
until it became clear that the govern- 
ment must fix prices for its own pro- 
tection. Our total exports to-Europe, 
measured by values, during the fiscal 
year 1917 had trebled over pre-war 
exports. The 1917 frenzied demand 
here for wheat, intensified by the 
hunger of the Allies and their ina- 
bility to make the larger hauls from 
India, South America and Australia, 
came when our crop was the smallest 
in six years. The United Kingdom, 
which ordinarily imports 70 per cent 
of her sugar from Germany and 
Austria, was obliged suddenly to turn 
here, and our sugar exports to her 
mounted from 66, million pounds in 
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1918 to 1,685 by 1916, an increase of 
2453 per cent. Metal prices had a 
‘runaway market and were carried by 
July, 1917, to peaks unknown before. 
The weighted index number for the 
whole metals group, taking 1913 as 
equal to 100, jumped from 247 in 
March, the month before war, to 333 
‘in July. Individual metal series, of 
course, made even more serious rises. 
Basit pig iron, f. o. b. Mahoning or 
Shenango Valley furnaces, climbed from 
$32.25 to $52.50 in the same months, 
and steel plates, tank at Pittsburgh, 
from $4.33 to $9.00, nearly 800 per cent 
above the pre-war quotation. The 
~ very important food group index swung 
upward between March and July from 
142 to 167, and the fuels index, in 
which a variation is of only less general 
consequence than in the food group, 
rose from 131 to 168. The final up- 
ward swing of varioys price groups 
from March, when we were just enter- 
ing the war, to July, when the necessity 
for action became unmistakable, is 
here represented by the Price Section 
weighted index numbers of 1,366 com- 
modity series. 


All Com- ; Cloth- 

modities Food ing 
1913-14. ....... 100 100 100 
March, 1917.... 156 142 157 
July, 1917...... 189 167 187 


Although the government from the 
outset was willing that prices advance 
high enough beyond previous levels to 
encouragean extraordinary production, 
these extreme fluctuations forced it 
formally to interfere late in the sum- 
mer of 1917. 


Thé behavior of commodity prices 
in the main, as the government 
brought them under control group by 
group, was very different from that 
before. No statistical device, it is 
clear, can be set up to measure what 
further heights prices would have 
reached had not the government inter- 
fered. It is only possible to look back 
and say what happened after control 
began by comparison with what hap- 
pened before. The Price Section at 
Washington made two exceedingly 
useful devices by which to measure the 
effects of control upon its “all commod- 
ities” index number, and the major 
groups. ‘The first of these devices 
was the separation of ‘its “all com- 
modities,’ seven groups and fifty 
class index numbers of 1,366 com- 
modities, into those controlled and 
those uncontrolled. The other device 
was the construction of corresponding 
chain indices, showing the percentage 
variation each month from the month 
previous, made by taking commodities 
from the uncontrolled index and putting 
them into the controlled index each 
month as regulation was extended. 


Rubber, : 
Paper, | Metals | Fuels res ean 
Fibres ` eh? i 

100 100 | 100 | 100 | 100 
143 247 131 132 159 
144 333 168 155 180 


INDEX NUMBERS OF CONTROLLED AND 
UNCONTROLLED PRICES 

The Price Section index number 

was, presumably, the best measure of 

war prices that had been used in this 

country and had the advantage of a 

larger number of significant classes. 
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WEIGHTED INDEX NUMBERS OF PRICES, OF 
s n 
ALL COMMODITIES 
1366 SERIES 


CONTROLLED & UNCONTROLLED 
DURING THE WAR 


AVERAGE ACTUAL AGGREGATE FROM JULY, 1913 TO JUNE, 1914. 100 


—— CONTROLLED 573 SERIES 


~—--UNCONTROLLED 793 SERIES. 
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Weighted Index Numbers of Prices.—“All commodities” (1,366 series) controlled and un- 


controlled during the war. 


By months, January, 1913, to December, 1918. 


(Average actual 


aggregates, July, 1918, to June, 1914=100.) (Controlled, 573 series; uncontrolled, 798 series.) 


Its series were, so to speak, laid upon 
a table and separated into the 573 
commodities which sometime came 
under control during the war and the 
793 which did not. It is true that 
none of the commodities in the so- 
called controlled list were actually 
controlled before the summer of 1917, 
and some not until 1918. One im- 
portant factor in the comparison, how- 
ever, is the relative rises above pre- 
war levels at which each group stood 


when control began and afterward— 
which can only be had by the index 
number method. 

Price Section Index.—The general 
price level, as represented by the 
weighted “all commodities” index, 
stood at 187 in August, 1917, when 
control began. It is significant, how- 
ever, that when separated the August 
index for the 573 commodities which 
the government then began controlling 
stood at 204, and that for the remain- 
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WEIGHTED INDEX NUMBERS OF PRICES OF 


/ FOOD GROUP. 
. 268 SERIES 


CONTROLLED & UNCONTROLLED 
DURING THE WAR 


AVERAGE ACTUAL AGGREGATES FROM WULY,1913 TUUNE,1914,= 100 





CONTROLLED, 214 SERIES ~-= = UNCONTROLLED, 54 SERIES 
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Weighted Index Numbers of Prices.—Food group (268 series) controlled and uncontrolled 


during the war. 
series; uncontrolled, 54 series.) 


ing 793 at only 162. After control 
set in, the index of the 793 uncon- 
trolled commodities continued steadily 
upward, while the index of the 573 
controlled commodities fell and never 
again during the war reached its mid- 
summer 1917 point. 

Food Commodities.—Prices of food 
commodities generally, with the excep- 
tion of wheat, were not fixed but 
regulated by various rules stipulating 
maximum margins of profit and con- 


(Average actual aggregates, al 1913, to June, 1914=100.) (Controlled, 214 


ditions of sale. The extension of 
this control, moreover, was a gradual 
thing, although by the time the armis- 
tice was signed virtually all important 
foods were under some form of license. 
It is noteworthy that the 214 repre- 
sentative series of controlled foods, 
beginning in the fall of 1917 after the 
Food Administration got well organ- 
ized, fell from 200 to 179 by June, 
1918, although larger demands then 
forced the index up again. 
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Clothing——It is difficult, indeed, 
from a separation. of controlled and 
uncontrolled commodities within the 
clothing group, to distinguish any per- 
ceptible effect of control. Cotton and 
wool manufactures bear the heaviest 
weights in the controlled list, and raw 


CLOTHING GROUP 


409 SERIES 


CONTROLLEO & UNCONTROLLED 
DURING THE WAR 


AVERAGE ACTUAL AGGREGATES 
FROM JULY, 1913 TUUNE 1914100 
ROLLED 140---UNCONTROLLED 269 





CONT 





Weighted Index Numbers of Prices.—Cloth- 
ing group (409 series) controlled and uncon- 
trolled during the war. (Average actual’ aggre- 
gates, July, 1913, to June, 1914=100.) (Con- 
trolled, 140 series; uncontrolled, 269 series.) 


cotton in the uncontrolled list. There 
was no government interference, how- 
ever, until the spring of 1918 and the 
behavior of the controlled and uncon- 
trolled groups thereafter, as thereto- 
fore, was strikingly similar. 
Metals—Scarcely another group 
shows so clear and immediate an effect 
of control upon market prices, as the 
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metals group. The index of 49 repre- 
sentative metals controlled reached a 
peak at 350 per cent of their pre-war 
level by July, 1917, as compared with 











WEIGHTED INDEX NUMBERS OF PRICES OF 


6 SERIES 
CONTROLLED k UNCONTROLLED 
DURING THE WAR 


AVERAGE ACTUAL AGGREGATES 
FROM JULY, 1913 TOJUNE, 1914"100 
womens CONTROLLED 49 ~==-UUNCONTROLLED 67 
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Weighted Index Numbers of Prices—Metals 
group (116 series) controlled and uncontrolled 
during the war. (Average actual aggregates, 
July, 1913, to June, 1914=100.) (Controlled, 
49 series; uncontrolled, 67 series.) 


only 205 for other metals. A decline 
began shortly before formal inter- 
ference, in anticipation of control, and 
the index was brought down to 212 by 
November. Metal prices, as reflected 
by the index, were held within a few 
points of that stable level all during 
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the war. The index of uncontrolled 
metals, it must be said, shows a re- 
markably sympathetic movement with 
the controlled index. 

Building Material.—Control within 
the building material group, although 
begun in the fall of 1917, and at a time 
when building material prices stood 
only 59 per cent above pre-war level as 


WEIGHTED INDEX NUMBERS OF PRICES OF 


FUELS GROUP 
63: SERIES 


CONTROLLED & UNCONTROLLED 
DURING THE WAR 


AVERAGE ACTUAL AGQREGATES FROM JULY, 1913 TOUUNE;1914*100 
CONTROLLED 32, -=--— UNCONTROLLED 31 
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Weighted Index Numbers of Prices.—Fuels 
group (63 series) controlled and uncontrolled 
during the war. (Average actual aggregates, 
July, 1913, to June, 1914 =100.) (Controlled, 
82 series; uncontrolled, 31 series.) 
compared with 83 for the general price 
level, does not appear greatly to have 
reduced prices. 

Chemicals.—FEluctuations within the 
group of chemicals later controlled 
were more violent than those of other 
chemicals all during the war. Their 


general movement, however, after con- 
trol began and the government regu- 
lated supply, was downward. 


CHAIN Inpices or CONTROLLED AND 
UNCONTROLLED PRICES 


The above separation of the Price 
Section index number into commodi- 
ties controlled and those uncontrolled, 


WEIGHTED INDEX NUMBERS OF PRICES OF 
BUILDING. MATERIALS GROUP’ 
149 SERIES : 
CONTROLLED & UNCONTROLLED; 
DURING THE WAR 


_ AVERAGE ACTUAL AGGREGATES FROM JULY, 1913 TAUUNE, 19142200. 
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Weighted Index Numbers of Prices.— Building 
materials group (149 series) controlled and un- 
controlled during the war. (Average actual 
aggregates, July, 1913, to June, 1914 =100.) 
(Controlled, 42 series; uncontrolled, 107 series.) 


while exceedingly useful to compare 
price movements with reference to 
„their respective pre-war bases, falls 
" short in that it represents the 573 com- 
modities as having been controlled 
from the beginning. The extension of 
control was, on the other hand, gradual. 
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Any precise measure of the effects of 
regulation, therefore, makes it impera- 
tive that no particular series be put 
into the index until the month when 
its control began. The second and 
more accurate measure made by the 
Price Section, called a weighted chain 


WEIGHTED INDEX NUMBERS OF PRICES OF 
243 SERIES 
CONTROLLED & UNCONTROLLED 
i DURING THE WAR 
AVERAGE ACTUAL AGGREGATES FROM JULY, 1913 To JULY, 914.2100 
CONTROLLED 76 UNCONTROLLED |67 
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Weighted Index Numbers of Prices.—Chemi- 
cals group (243 series) controlled and uncon- 
trolled during the war. (Average actual aggre- 
gates, July, 1913, to June, 1914=100.) (Con- 
trolled, 76 series; uncontrolled, 167 series.) 


index of the percentage rise or fall 
each month over the previous month, 
meets this requirement. The chain 
index permits, by reason of its chang- 
ing base, the transfer of commodities , 
from the uncontrolled list freely to the 
controlled list. The controlled list, 
which increases from month to month, 
and the uncontrolled list, which de- 
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creases in exact degree, are thus strictly 
correct for each month. The “all 
commodities” chain index in April, 
1917, for example, contains 1,366 com- 
modities. In September after regula- 
tion began, the commodities were 
separated into 50 controlled and 1,316 
uncontrolled. Each month thereafter, 
until the cessation of hostilities, the 
extension of regulations necessitated 


WEIGHTED CHAIN INDEX FOR PRICES OF _ 


ALL COMMODITIES 


1366 SERIES 
CONTROLLED & UNCONTROLLED 
DURING THE WAR : 
SHOWING CHANGES AS CONTROL 1$ EXTENDED 


CONTROLLED O To 573 SERIES 
----UNCONTROLLED [366 T 793 SERIES 


















APRT- 






the transfer of certain series from the 
uncontrolled list to the controlled list. 
By October, 1918, the original 1,366 
uncontrolled commodities had been 
separated into 573 controlled and 793 
uncontrolled. The chain index of con- 
trolled commodities, moreover, is a 
comparison of prices during the month 
when their regulation began with prices 
ofthe identical series in the month 
before, and the uncontrolled, chain 
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Price Section WEIGHTED INDEX NUMBER SEPARATED INTO CONTROLLED AND UNCONTROLLED 
Prices, 1913-1915 


Base Average Prices July, 1918, to June, 1914=100 


All Commodities Food Group -Clothing Group 
Con- | Uncon- Con- | Uncon- Con- | Uncon- 
trolled | trolled All trolled | trolled All trolled | trolled All 


-à (573) (793) | (1,366) | (214) (54) (268) (140) (269) (409) 





1913-—-Months— 


January....... 98 103 103 92 100 98 103 101 102 
February...... 97 103 102 91 100 96 103 101 102 
March........ 98 103 102 92 100 97 102 100 101 
April. ...ess.. 99 192 101 95 99 97 101 100 100 
MOY soci bees 98 101 100 94 99 95 100 100 100 
JUNE... cee eee 98 101 100 95 100 96 99 100 99 
July..... aera 98 101 100 95 99 96 99 . 100 99 
August........ 102 101 101 100 99 100 100 100 100 
September..... 103 102 102 103 101 102 100 100 100 
October....... 102 102 102 102 101 102 102 102 103 
November..... 102 102 102 103 101 103 102 101 102 
December ..... 101 100 101 101 101 102 101 100 100 
Quarters— 
BORG is cerere 97 103 102 92 100 97 102 101 101 
Second........ 98 101 100 94 99 96 100 100 100 
Third... 101 101 101 100 100 99 100 100 100 
Fourth. ....... 102 101 102 102 101 103 101 101 101 
| Seer eee Ne 100 102 101 97 100 99 101 100 101 
1914-~-Months— 
January....... 99 99 100 j' 99 100 101 99 99 99 
February...... 99 99 100 99 99 101 100 99 99 
March........ 99 99 99 99 99 100 100 100 100 
Po) 9 | Cee eee 99 99 98 99 100 98 99 99 99 
May.......... 99 98 97 100 100 98 100 99 
WANG ats asa aks 98 99 97 99 100 97 100 100 100 
PUY oc bie Sank 98 98 97 99 100 98 100 100 100 
August........ 104 98 101 107 100 105 99 100 99 
September..... 105 96 101 108 100 107 98 94 94 
October....... 161 95 99 104 101 104 95 93 91 
November. .... 99 94 98 102 101 103 93 90 88 
December., .... 99 94 98 102 101 104 94 91 89 
Quarters— 
First... secen 99 99 100 99 99 101 99 99 99 
Second........ 98 99 97 99 100 98 100 100 99 
Third......... 102 97 100 105 100 103 99 98 98 
Fourth. ....... 100 94 98 103 101 104 94 91 89 
MOGP oii s,ceeans 100 97 99 101 100 101 98 97 96 
1915—Months— 
January......, 101 97 160 105 101 105 95 92 99 
ebruary...... 102 97 100 105 101 106 97 94 92 
March........ 101 98 100 105 102 105 98 95 92 
April.. a.na. 101 99 100 104 102 103 97 96 93 
Ano s62 545 101 101 100 104 102 103 99 97 95 
JUDE. sananen 100 102 100 102 102 100 99 97 95 
PU ice va vet 103 103 102 105 102 | 103 101 97 96 
August........ 103 102 102 103 102 101 103 97 96 
September..... 101 103 102 98 102 99 105 98 98 
QOctober....... 101 106 104 97 102 99 108 103 103 
November..... 103 109 107 99 102 102 111 106 106 
December ..... 107 Vil Lil 101 102 103 112 107 107 
Quarters— : 
BABE fe oe ha eee 101 97 100 105 101 105 98 34 91 
Second........ 101 101 100 103 102 102 98 97 95 
TU os sees ion 102 103 102 102 102 101 103 97 97 
Fourth........ 104 109 107 99 102 101 111 105 105 
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Prics Section Waicutep INDE% NUMBER SEPARATED INTO CONTROLLED AND UNCONTROLLED 
Prices, 1916-1918 


Base Average Pricés July, 1918, to June, 1914= 100 





All Commodities Food Group: Clothing Group 


Con- Uncon- Con- Uncon- Con- | Uncon- 
trolled | trolled | All | trolled | trolled | All trolled | tfolled | All 


(573) (798) | (1,866) | (214) (54) (268) (140) (269) {409) 


1916—Months— ` 
January. s.s... 113 118 115 106 102 105 . 114 111 110 
February.. .... 115 119 118 106 102 106 117 113 113 
arch. ......- 117 121 121 108 193 106 119 118 115 
April... ....6. 120 123 123 109 104 109 121 117 116 
BY orcs wes 121 123 123 110 104 109 124 118 118 
June.. spanen 120 124 122 110 104 109 126 120 120 
July.. .nnsens 121 124 123 112 104 111 127 123 122 
August........ 125 124 125 116 104 115 131 125 125 
September..... 127 125 127 119 104 118 133 128 129 
October....... 184 127 132 127 104 125 143 131 135 
November.,... 148 181 141 133 105 130 159 139 146 
December... .. 146 135 144. 132 105 129 171 145 154 
Quarters— 
Palatine eure sd 115 119 118 106 103 106 117 113 112 
Second.,...... 120 123 123 110 104 109 124 118 118 
ThA Pane 124 124 125 116 104 115 130 125 125 
Fourth... 141 131 139 131 105 128 157 139 145 
|: a ee 125 124 126 116 104 115 132 124 125 
1917—Months— 
JANUATY.....5- 151 140 148 136 116 133 170 151 155 
February....-. 155 142 151 140 116 136 169 153 156 
March..,..... 164 142 156 150 110 142 173 153 157 
Apr 24.54 ea mei 183 146 170 170 111 157 177 158 163 
BY 5 aaGona tars 192 149 178 183 113 166 181 162 167 
JUNC... eee eee 201 152 183 182 115 164 189 168 174 
Uo acre Acosta 209 160 189 189 123 167 195 181 187 
August. .....5. 9204 162 187 alg 127 168 195 186 189 
September, "7. 205 163 186 193 130 173 197 185 189 
October....... 198 167 182 194 150 177 201 186 191 
November..... 200 172 183 200 156 182 204 195 199 
December..... 193 174 182 191 156 178 207 198 202 
Quarters— 
Firsta Pit ects 157 . 141 152 142 110 137 170 152 156 
Second........ 194 149 177 179 113 162 182 163 168 
Ge ch esac ee 206 162 187 190 127 169 196 184 188 
Fourth........ 196 171 182 193 154 178 204 193 198 
ROGL 64 tewsacnee 188 156 175 176 126 162 188 173 177 
1918—Months— . 
January....... 195 178 185 193 165 182 214 205 209 
February,..... 198 180 187 196 165 184 216 207 212 
arch, a.a.o 197 182 188 194 166 182 222 210 218 
, PADIS ovetne 06 5 196 187 191 189 170 180 236 216 228 
a es 192 189 190 182 172 177 a240 214 226 
June., 65 sea es 189 191 189 179 180 175 244 215 228 
DUG race aaa ae 195 194 193 186 180 182 247 221 233 
August,....... 199 195 196 192 180 187 249 221 234 
September..... 204 199 201 199 181 194 241 230 237 
October... .... 201 201 201 194 182 195 242 231 238 
November,.... 200 200 201 193 188 194 241 227 234 
December..... 204 197 203 201 189 202 238 223 230 
Quarters— 
ihe care as 197 180 187 194 165 183 217 207 213 
Second........ 192 189 190 183 174 177 240 215 227 
Uae one; 199 196 197 193 180 188 245 224 235 
Fourth. ....... 201 199 202 196 186 197 240 227 234 
WORT ios vate auioes 197 191 194 192 176 186 236 218 227 





s Price control began during month. 
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Price Section WEIGHTED INDEX NUMBER SEPARATED INTO CONTROLLED AND UNCONTROLLED 
' Prices, 1913-1915 





Base Average Prices, July, 1918, to June, 1914 =100 i 
, Hubber. Toper, and Metals Group i Fuels Group 
Con- | Uncon- Con- | Uncon- | Con- | Uncon- 

trolled | trolled All trolled | trolled All trolled | trolled All 


(21) (98)°" | (119) (49) (67) (116) (32) (31) (63) 


1913——Months~——~ 


ADUATY ranae 144 108 114 120 118 120 100 104 102 
February...... 140 108 113 118 113 118 99 106 101 
March, osna, 133 108 112 117 111 116 99 106 101 
April ......ae. 125 103 107 115 110 114 98 107 101 
NERY ook ce necens 118 103 105 114 109 113 98 106 101 
JUNG. seansas. 115 103 105 111 108 111 98 106 101 
July. asnsennan 109 103 104 111 105 110 99 105 101 
August... ne’ 108 103 104 110 106 110 10L 103 102 
September, .... 105 193 103 108 107 108 102 104 102 
October. aaa 97 103 102 105 106 105 102 103 102 
November..... 97 103 161 99 103 190 102 102 1902 
December..... 97 $9 89 96 100 96 102 99 101 

Quarters- 
i T R 139 168 113 118 114 118 99 105 102 
Second. ....... 119 103 106 113 109 113 98 106 101 
SE RITC is oe neon 107 103 103 110 106 109 101 104 101 
Fourth..,..... 97 102 101 100 108 i“ 160 102 101 101 
Kenr... usaruesenn 116 104 106 110 108 110 100 104 101 

1914—Months— 

January. sareen 96 98 98 95 99 96 102 100 101 
February....,. 98 98 98 98 98 98 102 99 100 
(al » Ee een 98 97 98 97 96 97 101 - 99 100 
April.. anena 101 . 98 99 96 95 96 99 97 98 
h RN TA 100 98 98 94 94 92 94 95 96 
JUNG.. nasaren 93 97 97 92 ga 93 93 93 95 
Julya 93 97 96 92 90 91 93 89 94 
Ausust......., 110 98 101 . 93 100 94 93 87 94 
September..... 105 98 100 94 92 93 T 9 85 92 
October. ..,... 97 97 98 9i 87 9I 8 84 91 
November, .... 99 97 98 89. 87 89 89 83 9i 
December..... 11} 97 100 89 90 89 89 83 91 

.Quarters—~ 
1 ee ee 98 98 98 . OF 98 97 102 100 101 
Second........ 98 98 98 94 93 94 95 95 96 
Third... leasa. 103 97 99 93 94 93 93 , 87 93 
Fourth........ 102 97 99 90 88 89 89 83 91 
WY OBT sss a etecs 100 97 98 93 93 93 95 9i 95 

1915—Months— 
January....... 111 97 100 90 95 91 89 82 90 
February...... 96 85 90 91 108 93 89 80 89 
March,....... 98 85 90 92 119 95 86 78 88 
April ee ieee 97 85 90 94 124 98 84 77 85 
May. ...cseees 95 85 90 96 145 101 84. 7T 85 - 

JUNG.. aenernen 98 86 90 99 164 106 84 TT 85 
July.. anonses. 99 86 91 102 172 110 83 76 85 
August. ...e0s, 97 86 90 105 147 110 85 77 86 
September..... 95 85 89 110 147 114 91 79 90 
October......, 96 86 90 113 145 116 92 87 92 
November..... 104 86 92 119 159 124 93 9 95 
December..... 117 87 95 132 163 136 98 103 100 

Quarters-— 
HIPSG 96 e.y Sc 102 89 93 91 108 93 88 80 89 
Seeond........ 97 85 90 96 145 102 84 77 85 
1G 56.64 9% 97 86 90 106 t55 Ill 86 78 87 
Fourth. ....... 106 86 93 121 156 125 94 95 96 
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Prick SECTION WEIGHTED INDEX NUMBER SEPARATED INTO CONTROLLED AND UNCONTROLLED 


Prices, 1916-1918 
' f Base Average Prices, July, 1918, to June, 1914== 100 





aa Metals Group Fuels Group 


Con- | Uncon- Con- | Uncon- Con- | Uncon- | „ape 
trolled | trolled All trolled | trolled All trolled | trolled | All 


(21) (98) (119) (49) (67) (116) (32) (31) (63) 


1916—Months— 


January....... 132 93 103 141 186 147 105 111 106 
February...... 122 96 104 148 203 154 106 115 107 
March........ 130 99 109 164 201 168 109 120 109 , 
Aotils< cs ne eds 124 103 112 168 212 174 114 120 112 
a iakan 1i4 105 112 166 209 171 114 123 113 
JUNG yc essans 106 106 111 165 197 169 114 123 113 
Joly a ea 101 107 112 165 185 167 113 123 113 
August........ 102 109 114 169 181 170 107 123 110. 
September 102 £ ill 117 172 181 172 105 118 109 
October. ...... 106 113 120 177 187 176 109 117 111 
November tii 116 123 202 196 202 119 119 120 
3 December..... 125 119 129 220 202 218 123 - 119 122 
Quarters— 
1a: | er 128 96 106 150 197 155 107 115 107 
Second........ 114 104 112 167 206 171 114 123 113 
INT cio ot sss, 102 109 114 169 182 171 108 121 lil 
Fourth. ....... 114 116 124 199 195 199 117 118 118 
2 COP ee siieeeia 114 107 114 171 195 174 111 119 112 
1917—Months— r 
January....... 183 127 138 239 199 226 131 127 129 
February...... 139 129 141 237 205 234 136 133 133 
March........- 144 130 143 251 210 247 134 134 131 
April ee cence ae 142 135 146 267 205 260 173 135 * 163 
May. aasenso 150 136 148 285 206 276 182 137 172 
VUNG csc ek oetes 147 186 147 330 205 315 184 137 173 
WIV cc Sow eae 140 135 144 350 205 333 178 140 168 
August. ....... 140 135 143 328 198 313 “| 2178 140 169 
September 142 142 149 s295 192 283 176 142 165 
Qctober. ...... 139 142 147 234 188 228 176 142 164 
November.. : 138 141 146 212 190 209 , 179 144 167 
December 138 140 145 211 186 208 180 148 2170 
Quarters— 
Pirst. 64069440 138 129 141 239 205 235 134 «131 131 
Second........ 146 136 147 296 206 286 180 136 170 
ttt 3 ee 141 137 145 325 199 310 177 140 - 167° 
Fourth, ....... 138 141 146 219 188 215 178 145 167 
Year. 6055400 eds 141 136 145 270 199 262 167 138 > 158 ~ 
1918—Months— i 
January....-.. 147 142 148 212 181 208 182 .« 155 173 
February.....- 140 144 148 212 179 209 182 157 174 
BPC. are eens 9144 144 150 212 183 209 184 159 175 
April .....,..- 149 150 155 211 181 208 215 161 200 
MBs Sie din 156 157 162 212 189 209 219 167 204 
JUNE... eee eee 155 160 165 212 190 210 215 169 202 
g July oee insu ia 156 159 164 214 197 212 215 168 201 
August,....... 155 160 166 215 207 214 216 168 202 
September 153 161 166 215 206 214 “218 169 204 
ctober....... 146 161 165 217 205 216 218 169 204 
November 143 161 163 217 201 216 224 166 207 
December 139 160 162 212 200 211 224 166 207 
Quarters— 
| ae 143 143 149 212 181 209 182 157 174 
Second........ 153 156 161 212 187 209 216 166 202 
Thid.: yi die 155 160 165 215 203 213 216 168 202 
Fourth. i 4234%6 143 161 163 216 202 214 222 167 207 
MOAT os outs 3d 149 155 160 213 198 211 209 -` 164 196 
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Price Secrion WErcsteD Inpex NUMBER SEPARATED INTO CONTROLLED AND UNCONTROLLED 
Prices, 1913-1918 


Base Average Prices, July, 1918, to June, 1914= 100 








Building Materials Group Chemicals Group 
: Con- Wneon- Con- Uncon- 
trolled trolled All trolled trolled All 
(42) (107) (149) (75) (167) (242) 
1913-~—Months-—- 

, ADURLY oan EEES 108 100 104 102 103 103 
February.. ...ssseseressresre 198 101 104 102 103 104 
Wiaral2.¢ sc ssa vine ae bases oe 109 101 105 103 103 104 
April hay berets bas eme Ea 110 101 105 103 102 103 
MAY often pecans awa we 110 101 105 103 102 103 
JUNO ged slovoed oo Swe ee ease 110 101 105 102 102 102 
UY cerns cne oelak ain egies eur 104 101 102 102 102 102 
AMQUBU ack viewer aes aoa ta es 104 101 102 102 101 101 
Seprember sinc ssa cease awiw ee 104 102 103 101 102 101 
Ontobar oo sides draha eaa ida 100 101 100 160 100 100 
November... .....2-0.ccceees 99 160 106 100 101 106 - 
December. .....0.ecceueecees 99 100 100 100 101 101 

Quarters~—~ 7 
berne E E e SA a 108 101 104 102 103 103 
OCOD 6.5.6 eieaa EEEREN eE 110 161 105 103 102 103 
Uh alain useage ahs eee Reh er aaa 104 101 103 . 102 102 102 
WOUPtGK 5.450% cb aes oaae teari 99 100 100 100 100 100 
WAM soos oie E one eat ade ek 106 , 101 103 102 102 102 

,1914-——Months-~ ' 

January nevinii arend redan 98 100 99 99 99 99 
February.. Gis ante we we ean es 98 100 99 99. 99 99 
Mareh, ice oct Gesauedes FEE 99 100 99 99 100 100 
Apl ea. eb aw oe alee 98 99 99 99 99 99 
MOY ooien eu aa Oh 1ke ti Geers 98 99° 98 99 98 98 
JUNG so ast hereon aaah oes eases 98 99 98 98 99 99 
QW ay ae ae E E E EA 97 99 98 98 98 98 
PUB sous oe cciarea oe bare dee 97 99 98 99 99 99 
September... csc cee cece eee 98 99 98 101 107 106 
October eriaren Pree seve wees 93 98 96 99 108 105 
November. .......ccc cen caees 92 98 95 98 111 106 
December............c0s0e0e 91 97 94 98 109 105 
Quarters-~ 
| ee ae ae ne ea ere ee ree 98 100 , 99 99 99 99 
: Recond 66 ceeded oe eed eee 98 99 98 99 99 99 
BY eh se kaw hte eke eee a 97 99 98 99 101 101 
Fourth’ hase aco sis sea ha ewe 92 98 95 98 109 105 
Year. .isess Se ere ae 96 99 98 99 102 101 
1915-—Months-~ 
JANUSTY ¢< ack canes A tS eames 90 96 93 98 135 123 
FGDruGry 6 ink és vce 00ccew eee ss 91 96 93 99 141 126 
Maroh eeta oberon eeeiess gl 96 93 99 142 126 
POT oss ia n'a E tetanus 91 96 93 107 147 133 
MAY fo is cobs ewan seewee wah ees 92 96 94 108 144 132 
Retta: oo aca Wee w 4 oa Bee a ere oe 92 07 94 108 154 137 
eo TUWIY. c che E EE 93 100 96 125 158 146 
AMPUSUs cette isena ees be 93 = 99 95 129 158 148 
September. ............050005 93 99 95 141 163 155 
OCODOE s 6.455 a kee a oo eae keh wee 104 101 101 152 166 162 
November, .......-cccececeee 106 199 101 183 171 172 
DecembOr.< 46 vce sve vere ees 106 101 102 173 174 178 
Quarters-— 
Atv ie ds eee seis 91 96 “ 938 98 139 125 
Second. oscsss san ose eawde es 92 96 94 107 148 134 
EREI utd atlas ng wt arate 100 95 132 159 149 
Fourth ce wedi incda psan A evades 105 101 102 163 170 171 
Da-i EEE EAT EATR 95 98 96 125 154 ’ 145 
4 re 
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Price Section WEIGHTED INDEX NUMBER SEPARATED INTO CONTROLLED AND UNCONTROLLED 
Prices, 1916-1918 


Base Average Prices, July, 1913, to June, 1914= 100 





Building Materials Group Chemicals Group 
Con- | Uncon- Con- Uncon- 
trolled trolled All trolled trolled All 
(42) (107) (149) (75) (167) (242) 
1916—Months— 
PANUBTY (245644, o ea ona Aas Oe 113 108 109 196 177 189 
MODIUBLY 6-66 ch 65 ahha ees 114 lil 111 216 181 200 
BOD oss Sone Wee A A a 115 112 112 218 181 201 
ADTI rees a Gear ade eles Ges 113 117 113 216 176 198 
VL ose Ni a hag ty cate Altea ai 114 118 113 200 171 188 
DUNES oie a dete ee enas 114 118 113 197 170 185 
NU sai cag ea aida bao oie a8 Pe 111 117 112 177 163 175 
ALT UIS bry ek oie 'n Soe gist eran Ak KAN 111 117 112 164 156 166 
September. ...........2000088 111 117 112 160 153 162 
OOtODER sos ekara ridia iee 119 118 116 163 152 162 
November. ...ranasesssssss. 120 119 118 163 152 163 
December. ...ssssesasresnses 121 122 119 167 149 162 
Quarters— 

APB AAO EA E E 114 110 110 210 179 196 
DOCONG 66 i enka TEESI an 114 118 113 205 172 190 
Third ee renon eE E ais 111 117 112 167 158 168 
Fourth ra sack e naaa es 119 120 118 164 151 162 

CATs cua veneer e eta wennaumens 115 116 114 187 165 179 
1917—Months— 
January euna none yor soars ices 129 132 129 166 145 159 
February..... ccc erceceee 130 133 130 167 142 157 
Maroh sasaina te riaa 181 135 132 172 141 159 
POT Sia aioe ore Site a aa a aE 157 141 146 179 142 163 
Mat wisi y, erate Sich ec ease aaa ee 158 144 148 190 152 172 
DUNC Bic atekcdidhen awteesues 159 148 151 192 157 174 
DULY ck a oe Re a oa eae 164 151 155 196 162 180 
PUGUSUG ote e a Soin we 164 152 155 203 161 183 
September. ...........0e00ee- 164 153 156 217 163 190 
October.. ..asnenonnossessres 165 153 157 217 167 193 
INGVOEMIDES » is. 6d dees seb ee ees £167 155 159 8213 167 191 
December........2.0-ccccere 167 155 159 221 167 193 
-~ Quarters—, 
Firb. oa eana E a A 130 134 130 169 143 158 
Second. ........ cence ence cere 158 144 148 188 150 170 
cl obec Carries Gee SRT UE Ee Uns SEN Tere 164 152 155 206 162 — 184 
Fourth. aerario roete wees 166 154 158 217 167 192 
DT: E E E E E E 155 146 148 195 156 176 
1918—Months— 

Janúary erresen bb hase wees 174 161 165 207 166 186 
February.. .....esssssnenssso 175 160 165 223 165 192 
ATOA ee raa eae a aT 177 167 169 224 166 192 
Apisai anrs saws esos eae ess 184 175 176 224 167 192 
MAV ne ps ane aoc Gye sig mines wR EA 186 178 179 212 170 190 
DUNG wip ences ek see a be Se ee wales 187 180 181 207 171 189 
DUIS oo tak erates een es 187 184 182 192 172 184 
August. 6605 00 Kew es eae ky 188 186 184 193 173 186 
September........-...00e00e- 189 190 186 196 174 188 
Octobr siede iiaa ESA 186 190 185 193 178 190 
November.........cecce cence 187 190 186 192 179 193 
December. sii ccc cees canes 186 188 185 174 178 183 

Quarters— 
First. ....sssas E A RA 176 162 167 218 166 190 
BHQONG ii vivo de cet A ene 186 178 179 215 169 190 
. sg E TA A 188 187 184 194 173 186 
Fourthi s ceremee eanais 186 189 185 186 178 189 
D A: h A E EA EEE 184 179 > 179 203 172 189 
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index is a comparison of prices still 
uncontrolled by the end of each month 
with identical series for the month 
preceding. 

The weighted chain index of “all 
commodities,” taking into account 
1,366 individual series which represent 
the general price level, moved per- 


WEIGHTED CHAIN INDEX FOR PRICES OF 


FOOD GROUP 


260 SERIES 
CONTROLLED & UNCONTROLLED 
-~ - DURING THE WAR 







SHOWING CHANGES AS CONTROL. 15 EXTENDED 


CONTROLLED QO 214 SERIES 
m~~=UNCONTROLLES 260% 54 SERIES 
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Weighted Chain Index for Prices——Food 
group (268 series) controlled and uncontrolled 
during the war, showing changes as control is 
extended. (Controlled, 0-214 series; uncon- 
trolled, 268-54 series.) 


sistently upward each month from our 
entrance into the war until August, 
1917. Regulation began in September 
and the “all commodities” chain index 
from that point is separated into con- 
trolled and uncontrolled. The uncon- 
trolled lot throughout the remainder 
of the ‘war, with a most curious aban- 
don of the other index, moved steadily 


. armistice, held relatively stable. 


upward. Each month, however, some 
of these uncontrolled commodities 
were brought under control and the 
behavior of the controlled chain index 
is markedly different. The govern- 
ment had begun to control prices in 
earnest by September, and the Sep- 
tember controlled prices fell 8.05 per 
cent below their own August level, 
while those under control in October 
fell 14.78 per cent below their own 
September level. The controlled chain 
index thus, contrary to the movement 
of its companion index, made an enor- 
mous drop at the beginning of control 
and from November, 1917, until the 
The 
movement of the food group index, 
significantly, is very like that of “all 
commodities” in which it has a large 
weighting. The clothing group chain 
index: shows that the controlled series 
went somewhat higher in their monthly 
rises between May and September, 
1918, than those not under control, 
and then fell below. The outstanding 
features of the chain index for the 
metals group are the extent to which 
prices were scaled from previous heights 
and the strength with which they were 
held afterward. Metal prices, in 
September, 1917, were brought 9.32 
per cent below their August level; in 
October they were brought 24.82 per 
cent below their September level; and 
in November they were brought 9.68 
per cent below their October level. 
Metal prices, once reduced to this 
lower level, show scarcely the variation 
of 1 per cent up to the signing of the 
armistice. The fuels group chain index 
shows a fairly stable price movement 
except for the enormous increase of 
20.9 per cent in April, 1918,. the be- 
ginning of the new “coal year” when 
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CHAIN INDEX OF CONTROLLED AND UNCONTROLLED PRICES 
Showing Weighted Rise or Fall, by Per Cents, f, Conirolled and g nconirolled Prices for Each Month 


a 


aw 








of the War 
All Commodities Food Group 
` 
Con- = , Con Ta Con- o Con- oo 
trolled trolled Comparison trolled trolled trolled trolled Comparison trolled | trolled 
Series | Serjes Prices | Prices || Seri Series Prices | Prices 
1917 , 917 
1,866 jApril with on ae -+9.73 Sie 268 ae with March . +13 .21 
1,366 (May with April.... +A 4d n,a 268 with April. .... + 7.38 
1,366 June with May... +413 5 268 June with May ..... — #9 
1,366 {July with June .... +4,23 ia 268 |July with June ..... -+ 4.20 
` 1,366 |August with July . we 1.61 a 268 |August with July . — 1.35 
50 | 1,816 September with 12 256 |September with 
gust... ....0, — 8.05) +1.94 August... 0.2.40. ~-7.19| + 4.75 
66 | 1,800 October with Sep- 21 247 October with Sep- 
ember......... —14.78) +1.11 ember.......... —1.95 4+ 1.92 
266 1,100 November with 185 83 November with 
October......... — .12| +3.64 October... n... +1.83) +16. 24 
294 | 1,072 [December with 185 83 December with 
November ...... — 4.60) +1.75 November ........ —5.77| + 3.35 
- 1918 1918 
818 | 1,048 |January with De- 185 83 |January with De- 
cember, 1917 . + 1.25) +1.72 cember, 1917..... +1.46] 4+ (45 
852 1 1,014 ch reed with Jan- 214 54 February with Jan- ; 
Pes ge wet Sok dae + 1.66) + .98 eeeecsceecece, 1-9914 .36 
362 | 1,004 March with Feb- 214 54 Marah with Feb- 
Eee aee Cae — .90] +1.66 enneren] “L.AU7|+ .40 
387 979 April With ALATON — 1.53) +3.30 214 54 April with March . —2.83}-+- 2.33 
469 897 |May with April....)-- 2.22] + .74 214 54 |May with April..... —3.24/-+ 1.53 
481 885 [June with May....]— 1.45) -+1.42 214 54 jJune with May..... —1.85/+ 4.36 
545 821 July with June ....}/-+ 2.83; -+1.42 214 54 jJuly with June ..... +4.05|-- .15 
570 796 [August with July . «it 2.25) + .50 214 54 jAugust with July . +3.038i—~- .04 
572 794 September with 214 54 oe with 
August ......... + 2.43] +2.08 August........0, +3.80}-+ .52 
573 793 October with Sep- 214 54 October with Sep- ` 
tember ......... — 1.63) + .B1|| 7 tember .......0.. —2.48|/+ .66 
573 793 |November with 214 54 |November with 
ro ee ea — 27] — 49 october... eae. — .53)-+ 3.59 
573 793 | December with 214 54 {December with ; 
November ...... + 2.06) —1.04 November ...... “| 4$4.00/+ .42 
Clothing Group Rubber, Paper, and Fiber Group 
Con- aa Con- bee Con- ies Con- ba 
trolled | trolled Comparison trolled trolled trolled trolled Comparison trolled trolled 
Series | Series Prices | Prices || Series | Series Prices | Prices 
917 1917 
sä 409 April with rie a 5 +-3.36 119 April with March .-. -+2,59 
409 May with April. . i 2.07 119 (May with April..... +1.65 
409 |June with May.. 4.15 119 |June with May ..... om 23 
409 |July with June ... +6.41 119 |July with June ..... ~~ 1.76 
409 |August with July . +-1.58 119 |August with July wm 18 
409 |September with 119 a hed with 
August ......... -| .03 4) |: | aa -+4.16 
ks 409 October with Sep- A 119 October with Sep- 
tember ......... -+ .85 tember s.a.a.s. eee | mm 86 
sa 409 November with . : 119 ;November with 
October.......4. -+4.01 October... sheasann. = AQ 
409 (December with 119 December with 
November .,,.... -1.51 November-....... - (45 
‘ 1918 i 18 
acs 409 January with De- 119 {January with De- 
cember, 1917 .... $ -3,20 cember, 1917 ..... ee | +2.16 
nee 409 bested with Jan- : 119 February with Jan- 
rh fanaa ah eset he -+1.11 arch ene re ; 0.00 
R 409 Mare with Feb- 8 j11 MA with Feb- 
EE E .... | -+2.01 aaneen | —O.26] + .92 
pares 409 April with March , wees | +3.95 9 110 April vith March , + .70| 44.23 
87 342 {May with April.. +4.89] — .39 19 100 iMay with April..... +4.93] +4,54 
69 240 |June with May.... + .38] + .92 19 100 {June with May ..... il} +1.70 
122 287 July with June ....) + .87! +-2.78 19 100 (July with June ..... + .60) — .61 
138 271 |August with July ..t -+ .69) + .13 20 99 |August with July . —1.54| + .92 
140 269 ee with 20 99 |September with 
- | August .......6. —3.16| +3.81 August ........5. + .05| ~ .02 
140 269 October with Sep- 21 98 October: with Sep- 
ecw whee + .45 + .54 tember ..........| 4.41] + .23 
140 269 November with Oc- 21 98 [November with Oc- 
ony mikes aie ters — .23| --1.78 tober. ..........-| —2.42{ — .03 
140 269 December Pur Aa 21 98 [December with No- 
vember.. —1.26| 1.78 „vember. ..... nasl 2.63f — .73 
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of the War 
Metals Group Fuels Group 
z ~ 
Con- a , Con- Con- , Con- | co 
trolled | trolled Comparison trolled trolled trolled trolled Comparison trolled trolled 
Series | Serieg Prices | Prices || Series | Seri. Prices | Prices 
917 1917 
pose 116 April with pes wees Pe G.22H naa 63 April with March...) .... |-+17.88 
See 116 y with April. ote |? 6.538... 63 with April. .... ...> J+ 3.96 
sba 116 Jana with May . „e... [H14.15] 2... 63 Tune with pay ea sse. [H -72 
T 116 July with June .... ea.. TH 5.59 Ow. 63 |July with June... c... |[— 1.67 
‘a 116 [August with July ..[ .... f~ 6.14 sonk 63 |August with Taly. wees (H 24 
il 105 a hema with 27 36 [September with 
August ......... - 0.32] ~— 9.46 August .......06- — 6.07) + 5.05 
18 98 Getober with Sep- 27 36 Octoba with Sep- 
tember ......... m24, 82| — 4,83 tember .......... — 20+ .17 
26 90 Noa with Oc- 27 36 [November with Oc- 
LODGE sais faeces ~~ 9,68) -— 3.00)) | tober..... ere re + 2,68}-+ .68 
39 77 December with No- 27 36 [December with No- 
vember es ~~ ,39/— 1.25 vember ....-eu. «A+ .70/+ 1.96 
39 77 \January with De- i 27 36 January with 
cember, 1917 pa + .16)— = .95]] , cember, 1917 ..... + .88)+ 3.52 
40 76 ee with Jan- 27 36 bends with Jan- 
ee era ee 39| -= 1.14 ssannesseroaet t «LO 1.17 
42 74 March with Febru- 27 36 March with Febru- 
err rer Cree ~ 15) -+- 1.99 SON Ee eg I 6)+ 1.37 
46 70 Ap il with et ee 40) -= 1.07 27 36 Apel ae Marck . | +20. 90; + 3.47 
49 67 ay with A ae dit 07| -+- 4.09 27 36 tae ree + 1.18)/+ 3.46 
49 67 |June with d+ 2244 .98 27 36 A wie M .ae[— 2.39}4- .87 
49 67 |July with Sane wick 6i -+ 3.35 27 36 {July with Tiss. eee — ,16;-— .48 
49 67 |August with July . w+ .47/4- 5.18 32 31 jAugust with July ...J-+ 84+ .15 
49 67 ees with 32 31 |September with 
USt 5-4 ceawto + OI m .40 August........+. + 1.17/+ .45 
49 67 October with Sep- 32 31 October with Sep- 
tember.......... + 1.10)— .60 tember .......... 0.00; 0.00 
49 67 |November with Oc- 32 31 November with Oc- 
C080) 2450 6ete) Al} 1.81]] | |. tober............ + 2,53|— 1.56 
49 67 |December with No- 32 31 Dacem bet with No- 
vember. ......., we 2,61- 51 vember, .......5.. 0.09 — .08 
Building Materials Group Chemicals Group 
Con- Une Con- bhi Con La ; Con- ans 
trolled | trolled Comparison trolled trolled trolled trolled Comparison trolled | trolled 
Series | Series Prices | Prices || Series | Series Prices | Prices 
1917 191 
Eka 149 jApril with Man: r +10.401 . 242 jApril with March ... 42.47 
bie 149 |May with A aN -+ 1.58 : 242 ay with April...,. +6.46 
ea 149 |June with May. å + 1.65 . 242 |June with May ..... 2. 
iare 149 July with June . is +- 2.724 242 |July with June ..... +2.65 
ween 149 jAugust with J wy . , - 24. 242 jAugust with July +1.67 
rere 149 Eee with i 242 |Beptember with 
ne an slais + 33 August .......68; +4.00 
TE 149 Gotaber. with Sep- 242 October with Sep- 
tember ......... aeee HF .45 tember ......-... . | +1.08 
6 143 November with Oc- 22 220 ¡November with Oc- 
Gia Aroa Eaa ua +0.57) + 1.15 tober.. ans... e| +2.88] —1.13 
16 133 December with No- 27 215 |December with No- 
vember......... ~~ .19}-+- 51 enba A Sank ~-| +2.54) —1.71 
16 133 \January with De- 51 191 jJanuary with De- 
cember, 1917. -+3.91)+ 3.71 cember, 1917 ..... + .74| —4.83 
16 133 February with Jan- 55 187 (February with Jan- 
EEEE -+ .7il—- .12 ceeeveasevess| 1.23) 44.43 
16 133 March’ with Feb- 55 187 March with Feb- ; 
EE ature 2 1.86) + 3.12 TUATY....-.0.00+-] edd} + .83 
31 118 April wi with eos ae 4.26) +- 4.73 60 182 |April with March....| — .45) + .45 
31 118 [May with April....| -+ .96/+- 1.73 62 180 [May with April. ....| —1.21| ~—2.41 
31 118 \June with May ....| + .09 +- 1.57 72 170 [June with May ..... —1.99| + .47 
42 107 jJuly with June ....) + .32| 4- 1.68 72 170 jJuly with June .....) —7.62) + .09 
42 107 |August with July . -+ .93| -+ 1.11 75 167 |August with July ...| —2.33} — .50 
42 107 ie oa with are re 75 167 ae with 44.19] + 63 
42 107 October with Sep- 75 167 October with Sep- 
tember oun enmenar wom i AG 0.00 tember an anes =] .46 +2.39 
42 107 November with Oc- 4 sal. 3 75 167 November with Oc-| 36 + .86 
ODER... bc esecoee : $ PODER. vow es rosar —. . 
42 107 Dacca ber with No- 75 167 (December with No- 
vember......... -35] — 1.03 vember..........| —9.44) — .95 
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WEIGHTED CHAIN INDEX FOR PRICES OF 


CLOTHING GROUP 


409 SERIES 
CONTROLLED & UNCONTROLLED 
DURING THE WAR 
‘SHOWING CHANGES AS CONTROL IS EXTENDED 


CONTROLLED 


O T040 SERIES 


—-— -UNCONTROLLED 409.70269 SERIES 





Weighted Chain Index for Prices.—Clothing group (409 series) controlled and uncontrolled 


during the war, showing changes as control is extended 


409-269 series.) 


the annual contracts, under which a 
very large proportion of all coal mined 
is sold, were reversed. 


RewativE Pornts Betow warc 50 
Basic Commopirres WERE PEGGED 


One of the primary motives behind 
price control during the war was 
the desire to stimulate a maximum 
production. ‘The various committees, 
though always desirous of holding 
prices within reasonable bounds, were 
anxious primarily to assure a full out- 


and cotton yarns. 


(Controlled, 0-140 series; uncontrolled, 


put and did so frequently by means of 
liberal price allowances. They under- 
took to meet these ends by a rather 
extensive regulation over the prices 
of important basic raw materials. 
The government early regulated wheat, 
and then as occasion demanded it ex- 
tended control to various other raw 
materials such as copper, iron ore, pig 
iron, lumber, wool, hides and skins, 
A study of the 
schedules of these fixed prices gives a 
very poor notion of the relative market 
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WEIGHTED CHAIN INDEX FOR PRICES OF 


METALS GROUP 
“U6 SERIES: 
CONTROLLED § UNCONTROLLED 
DURING THE WAR -~ 


SHOWING CHANGES AS’CONTROL IS EXTENDED 


. 


CONTROLLED 


—--—-— UNCONTROLLED 
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O0TO49 SERIES 
ilé T067 SERIES 


:- Weighted Chain Index for Prices.—Metals group (116 series) controlled and uncontrolled 
during the war, showing changes as control is extended. (Controlled, 0-49 series; uncontrolled, 


116-67 series.) 


heights at which each regulation began, 
both with respect to its own pre-war 
level and with respect to that of other 
controlled prices. It is of significance 
to note whether government interfer- 
ence with prices began generally at 
the same relative height, or whether 
other factors dictated the time and 
character of the government control. 
An equally significant inguiry is the 
relation which the fixed prices bore 
to the market prices prevailing at the 
time regulation set in. 


` 


There have been here chosen from 
the controlled commodities 50 repre- - 
sentative series, which typify the com- 
mon practices of government regula- 
tion. The actual market prices at 
wholesale by months from January, 
1913, through December, 1918, for 
each of these controlled basic com- 
modities were turned into relative 
prices by making the average pre-war 
price ‘July 1, 1913, to June 30, 1914) 
equal 100. Each relative price thus 
is strictly comparable with any other. 


r 
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WEIGHTED CHAIN INDEX FOR PRICES OF 


FUELS GROUP 


65 SERIES, 


CONTROLLED & UNCONTROLLED 
DURING THE WAR 


SHOWING CHANGES AS CONTROL IS EXTENDED 


—— CONTROLLED 
_ ==> UNCONTROLLED 
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OTO 32 SERIES 
63 To 31 SERIES 


Ona u n n a a A a A y a a A a A g n a A ay 


Weighted Chain Index for Prices—Fuel group (63 series) controlled and uncontrolled 


during the war, :showing changes as control is extended. (Controlled, 


trolled, 63-31 series.) 


Relative prices of this character, for 
those who seek simply the relation of 
any market price when government 
. control began to its corresponding pre- 
war price, are more accurate than the 
index numbers or chain indexes of 
groups and classes. The relative prices 
of individual raw materials controlled, 
for the point in mind, have the decided 
advantage of standing as separate 
series precisely at the height they had 
attained when taken hold of by the 
government. They, moreover, are 


N 


0-32 series; uncon- 


free from weights and permit of a 
study of price rises pure and simple. 

The market price for ćalfskins, No. 1, 
country, 8 to 15 pounds, at Chicago, 
for example, was $0.1984 per pound 
(made equal to 100) before the war in 
Europe. It had reached $0.4040 per 
pound (found equal to 204 when com- 
pared with the pre-war price) in May, 
1918, when the government deter- 
mined upon control of calfskin prices. 
The government set the price at $0.34 
per pound (similarly found equal to 
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WEIGHTED: CHAIN INDEX FOR PRICESOF. 


BUILDING MATERIAL GROUP 


149 ‘ SERIES: 
CONTROLLED, & | & UNCONTROLLED 


E WAR: 


SHOWING CHANGES rey aeia AS EXT a 


- CONTROLLED 


OT°AZ SERIE 


—---~ UNCONTROLLED 4970107 SERIES 
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Weighted Chain Index for Prices—Building materials group (149 series) controlled and 
uncontrolled during the war, showing changes as contro] is extended. (Controlled, 0-42 series; 


uncontrolled, 149-107 series.) 


171). Itis clear that while the market 
had sent calfskin prices from 100 in 
1913-14 to 204 by May, 1918, the 
government then fixed them at a maxi- 
mum of 171, by which one may make 
for himself a similar analysis for each 
of the 50 following commodities. It 
should be remembered, of course, that 
the method of control for all com- 
modities was not identical. Wheat, for 
example, was given a minimum rather 
than a maximum price. A summary 
of the relative price of 50 selected 


commodities before the European war 
—the relative market price which pre- 
vailed when the government deter- 
mined upon regulation and the relative 
price at which the government fixed its 
initial price—follows: 


Tae LIFTING or GOVERNMENT 
CONTROL OVER PRICES 


The government began lifting its 
war-time control over prices immedi- 
ately after the signing of the armistice, 
and had, in fact, virtually restored 
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A Summary or ACTUAL AND Retatrve Prices Berow Waren Basre COMMODITIES were Frxep 





Pre-war Price (July, Market Price When Government Initial 





; 1913 to June, 1914) Control Began Fixed Price 
Commodity EEEE E PEROT EEE EE i 
Actual Relative Actual Relative Actual Relative 
i Foops , 
1. Bateau i os bee DESETE RAE 30.1298 100 PERRE TE ee pata 
2 OOO oie Rede o Oana Matas Meee? ei .1297 100 K Eita ag ved 
3., Cattle iis ee EA Siew eee ees 9.1022 109 eee ee week Dia 
4, Corn....... Were E er . 6859 109 eon oe re ere 
5. Cottonseed aa E E T .0607 100 $0 .1750 288 80.1750 288 
6. Hoga, livs rean cena an n e eraa 8.3094 100 16.9500 204 15.5000 187 
i OBB a8 ata hse Pewee aaa .4005 100 sara N, ares 
B: HIGGS aay ae eamuting nuke head .0526 100 0938 178 0913 174 
9, Sugar, TOW wicks ee adaee Sane e eek .0340 100 0690 203 06005 176 
10. Wheat. ......onsIasssssrenasss»e> .8901 100 2.7875 313 2.1700 244 
ae CLOTHING 
AT CARA ia aie a eva oe tree ces 1984 100 4040 204 3400 171 
12. Cattle hides. ¢ ii e460 iver ed dees 1861 100 3110 167 3300 177 
13. Cotton duck............ ok eee .1550 100 3425 221 3350 216 
14. Cotton linters...... rere esa aces -0205 100 0487 238 0467 228 
15. Cotton weaving yarn.......,......- . 2438 100 7120 292. 6650 273 
16. Leather, harness............. islet 4121 100 6800 165 6800 165 
17. Leather, belting..............--.6- . 5042 100 9700 192 9600 180 
18. Print cloths... cca c cece seer eeees .0335 100 1360 388 1125 336 
19. Rags, woolen....... CERTE ET TETEE . 1250 100 5650 452 6200 496 
20. Sheeting. ..psueuesgerrseurassers: .0606 100 2300 380 1750 289 
21. Wool, domestic... ......0.eseeeeee .2317 100 7500 324 7500 324 
22, Wool, Buenos Aires. .....0.00000es . 3083 100 7400 240 7400 240 
ROBBER, PAPER, AND FIBER 
28. Manila fiber.......ccerevercvcrncs .0780 100 7731 350 2600 |r 333 
94, Paper, newsprint.....0.ssssssesee- 1.9046 | 100 3.2450 170 { es ae 
25. Rubber, CIO a4 bee een h ke Ga owe .6123 100 6000 98 .6300 103 
METALS 
26. Copper, electrolytic............... 1492 100 2545 171 2350 158 
2i. iron, OP «.6 oo ise eo eR eens 3.3083 199 5.0500 153 3.0500 153 
28 EE os ee ae Wie E WA a ee -0418 106 .0625 156 0805 193 
29. Pig iron, basic. 2.0.0... cere ee ees 13.3183 100 42,7500 321 33 .0000 248 
30. Qhulekslyernc oscar sos eeawewe es 38.8558 100 121.7500 313 105.0000 270 
31, Steel DAB ihe ses ardad nde satawsen 1.2600 100 3.8800 308 2.9000 230 
82. Steel billets... 0... ccc eeee 21.7917 100 55.2500 254 47.5000 218 
33. Bteel plates. 5 fee we Sea eas ee ee Res 1.2600 100 7.0500 560 8.2500 258 
34. Steel structural shapes....7........ 1.4600 100 5.1900 355 3.0000 205 
35. Tinplate. ns 65 soso haa, bee Kanes 3.4375 100 12.0000 349 7.7500 225 
36, Zinc sheets. .....nunssunnrruaaneno .0735 100 1800 245 . 1500 204 
FUELS 
37. Coal, anthracite... .. 0... .. eee eee 3.7800 100 4.9000 130 4.8000 127 
38. Coal, bituminous EE EAE A 1.09006 100 2.5400 233 j 2.0000 183 
39. Coke, Connelisville................ 2.0625 100 11.7500 570 6.0000 291 
40. Petroleum, crude..............--- .9725 100 2.2500 231 saes 
. Burmnpna MATERIALS 
41. Cement, Portland. .............05. 1.5800 100 2.5600 162 1.8500 117 
43, Douglas fit. cccicuas ea cacweedeeens 3 7.9167 100 18.5000 234 18,5000 234 
48. Pennsylvania hemlock,.,.......... 24.8300 100 32.6200 131 32.0000 129 
44. Southern or yellow pine............ 13.8750 100 27 . 5000 198 24.0000 173 
45. New England spruce.............. 24.2600 100 46.3700 191 45.0000 185 
CHEMICALS 
46. Alcohol, wood... ... scence ee eevee .4558 100 1.3500 296° .7900 173 
A7. ATRN C 65:64 4:4b es BN Ae bw NAAA ,0310 100 .1600 516 -0900 290 
48, Caustic soda... .. ccc cee ee eee ,0181 100 .0490 271 .0350 193 
49. Nitrate of soda..... SE ee rte or oe 2.3183 100 4.4938 194 4.2250 182 
50. Sulphuric acid. ...........-.-200-- .0085 100 ,0125 147 .0090 -106 





prices to free competition by the end 
of 1918. Some controls were con- 
tinued a short while beyond November 
11, 1918, at requests from the industries 
to allow for gradual readjustment, or 
where it was required that particular 


transactions already underway be 
completed. 

The War Industries Board told its 
commodity chiefs after the armistice 
was signed that the war was over, and 
repeatedly refused to enter into new 
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regulations. It closed its doors to new 
business officially on December 31, 
1918. The price-fixing committee re- 
fused numerous requests to continue 
price fixing, in the main, and disbanded 
on March 1, 1919. The Fuel Admin- 
istration relinquished its control over 


fuels and closed officially all price- 
control on January 31, 1919. The- 
Food Administration, though obliged 


to continue certain controls, such as 
wheat and sugar, ‘lifted most of its 
regulations soon after the armistice. 
The War Trade Board continued its 
license control over exports and im- 
ports somewhat longer than other 
boards continued price control, but 
closed its official work on June 30, 
1919, and went into the State Depart- 
ment for liquidation. l 


' The Trend in Wholesale Prices for the Products of 
‘American Farms During the War Period ~ 


By CLYDE L. Kine, Px.D. 


Wharton School of Finance and Commerce, University of Pennsylvania 


d huss chart on the next page pic- R? either of those groups of commodities 
tures the relative increase in A; äia prices increase as rapidly as did 
the wholesale price of farm products § *the general price level. 
through 1913 up to 1920 by months as ` oeyChart No. 4 on page 47 com- 
compared with the increase in the | pares the increase in the price received 
wholesale price of all other commodi- by the milk producer in the Philadel- 
ties. The index numbers used for phia and Pittsburg districts from 1913 
both curves are those prepared by the to 1919 inclusive with the relative 
Bureau of Labor Statistics. The increase in the price of all other com- 
prices for the year 1913 are taken as modities. As shown by the years 
equal to one-hundred in both curves. 1918 and 1914 the normal seasonal 
The price on all farm products has variation in price to milk producers is 
increased more rapidly than has the above and below the current price 
price for all commodities including level. In 1916 the price to producers 
farm products. As a basis for com- in the season of greatest production 
parison, this chart also includes the fell as low as the price for milk in pre- 
relative increases in the values (dol- vious seasons, while the prices of all 
lars) of (1) all crops, (2) animals and other commodities tended upward. 
animal products and (3) all farm In the years 1915, 1916 and 1917 the 
products. price of milk to these producers did 
_ While this chart shows that the not increase as rapidly as did the 
prices of all farm products have kept general price level. In 1918 and 1919, 
pace with and exceeded the increase however, the milk producer in these 
in the price of all commodities, an districts received a seasonal increase 
examination of prices by products above as well as below the price level 
shows that the wholesale prices for of other commodities and an annual 
meats and for poultry and dairy prod- average price equal to the price level 
ucts did not rise as rapidly as did the of other commodities. During 1918 
prices for all commodities nor for all and 1919 the milk producer in these 
farm products. districts was getting a price for his 
Charts Nos. 2 and 3 on page 45 product fully equal to. the price 
from the bulletins of the War Indus- increase in all other commodities. 
tries Board show the relative whole- In these territories, therefore, while 
sale prices of (a) poultry and dairy the prices to milk ‘producers lagged 
products and (b) livestock, meats in 1915, 1916 and 1917, they fairly 
and fats 'as compared with the prices caught up with the current price level 
of all commodities from January, 1913, in 1918 and 1919. 
to December, 1918, inclusive. In I have used as a basis for this com- 
44 
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TpenpD IN WHOLESALE Prices Durie tae War PERIOD 
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parison the average wholesale price 
- from July, 1918, to June, 1914, as 
equal to one hundred both for all 
` commodities and for the price to pro- 
ducers of milk. This average base 
price for this period was $1.49 per 
ewt. to the producer at the country 
receiving station in the Pittsburg ter- 
ritory as compared with $1.64 at the 
country receiving station in the Phila- 
delphia district. For many a month 
during the war period the producers 
in both of these districts received 
identical prices. The Philadelphia 
curve showing price to producers has 
not the extremes of the producers’ 
curve in Pittsburg just because the 
base or divisor was fifteen cents per 
ewt. higher in the Philadelphia district. 
To this method of finding out 
whether the dollar of the milk pro- 
ducer now purchases as much as it did 
before the war, producers can urge 
three objections: One is that their 
' price from July, 1913, to June, 1914, 
was not a fair price. Prices for farm 
products depend as much upon what 
else a farmer can do with his farm and 
his labor as upon the cost of produc- 
ing some one product, such as milk. 
On the basis of this comparison it 
would be difficult now for the producer 
to prove that this base price was not 
fair. But even if reasonable correc- 
tions were made by increasing it, the 
dollar of the milk producer will still 
buy now by this test just about what 
it bought in 1913 and in 1914. 
Another. objection that may be 
urged is that other groups in the cities 
are getting relatively much more than 
' they were getting in 1913 and 1914. 
On this point, however, the probabili- 
ties are that all groups on the average 
are in about the same position as to 


real purchasing power, that they were 
before the war. Statistical averages 
indicate that the only exception to this 
rule is the larger profit of manufac- 
turers and a higher increase to a few 
classes of wage earners, though most 
wage earners are no better off and some, 
such as teachers, much worse off than 
they were in 1913 and 1914. The milk 
producer may also claim that prices of 
feeds going into milk have increased 
more rapidly than has the price re- 
ceived for milk. This is no doubt 
true for some months, but is certainly 
not true for all months since 1913. 
Pittsburg milk producers last year, 
however, received a price above the 
prices prevailing in other primary 
markets especially. for the latter months 
of that year. 

Producers of meats and of milk in 
general have not received price ad- 
vances proportional to their costs nor 
proportional to the price advances. for 
all farm products nor for all commod- 
ities. Sheep producers are the only 
exceptions to this rule. 

These facts are emphasized’ by 
Chart No. 5 on page 47 which com- 
pare the increase in wholesale prices 
for (a) beef cattle, (b) milk cows, (c) 
sheep, (d) hogs, (e) mules, (f) horses 
and (g) corn. All of these price curves 
use 1918 as a basis for comparison. 
As compared with 1913 the production 
of sheep decreased while that of 
hogs, mules, horses, milk cows and. 
beef cattle slightly increased. ) 


WAGES ror AGRICULTURAL LABORERS 


The story of wages for agricultural 
labor during the war period is quickly 
read in Chart No. 6 on page 47. 
In this chart the wages paid for farm. 
labor without board by years as‘re- 
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ported in the Monthly Labor Review 
is compared with (a) the increase in 
' prices for all commodities and (b) the 


increase in the wholesale prices of all. 


-farm products. The wage taken for 
farm labor is the average reported for 
day labor for harvest and day labor 
not at harvest. The wages quoted 
are as follows:! 





Day Labor | Day Labor 
By the Month} at Harvest Not at 
1 Harvest 
(2) 
+2 api 
z| 8| B| 85E] E| 83 
sa| 48| a8 58| agl 38 
BA) FA) RM = BA) eR 
1913..... 21,38] 30.31! 1.57] 1.94) 1.16) 1.50 
1914..... 21.05] 29.88} 1,55, 1.91] 1.13; 1.45 
1915..... 21.26; 30.15} 1.56] 1.92} 1.13} 1.47 
1916..... 23.25; 32.83; 1.69) 2.08; 1.25) 1.62 
1917..... 28.87} 40.43; 2.08) 2.54) 1.56] 2.02 
1918..... 34.92) 47.07| 2.65) 3.22) 2.07; 2.63 
1919..... 89.82; 56.29; 3.15; 3.83} 2.45] 3.12 


It is difficult to get an exact state- 
ment as to Increases in the wages in 
the different industries. ‘In the iron 
and steel industry wages have just 
kept pace with the general price level. 
In the clothing industry, in which 
workers were underpaid before the 
war, wages have increased morerapidly 
than did the general price level. In 
most industries however wages did 
not keep pace with living costs. 
Chart No. 7 from the New York 
State Industrial Commission Labor 
Market Bulletin can probably be taken 
as typical for wage increases generally. 
This chart compares the increase in 


1Average for the United States, Monthly 
Crop Reporter, December, 1919. 


weekly earnings for employes in. both 
office and shop in’ New York State 
with the increase ‘in retail food prices. 
A comparison of these two charts will 
show that wages for agricultural labor- 
ers not only have failed to keep pace 
with living costs but have also failed 
to keep pace with the increases in wages 
in American industries. - 


PRODUCTION OF AMERICAN FARMS 
During tHe War Perrop 


Production of the leading products 
of American farms increased during 
the war period. Assuming 1913 as 
equal to one hundred Chart No. 8 on 
the next page shows for each year as 
of January first from 1918 to 1919 
inclusive the total number of hogs, 
beef cattle, milk cows, sheep, horses 
and mules on the farms of this country. 
Chart No. 9 shows the production 
relatively for each of these years for 
corn, wheat, oats and cotton. In 
Chart No. 10 the relative increase and 
decrease in the exports of each of these 
commodities are given separately ex- 
cept that exports of “cattle” include 
both milk cows and beef cattle. 

These charts show that production 


has increased for corn, wheat, oats, ` 


hogs, beef cattle, milk cows, horses 
and mules and decreased only for sheep 
and cotton. These. also show that 
exports increased for wheat and oats, 
hogs, cattle and mules and decreased 
for corn, cotton, sheep and horses. 
The export trade has played an impor- 
tant part in price forces, 
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CHART No. 7 
COMPARISON OF Course or Average WErĽEkLY EARNINGS IN New York STATE FACTORIES WiTH 
Cours or Reramw Foop Prices IN THE UNITED STATES. 
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CHART No.8 CHART No. 6 
Torax Numser or Hogs, Beer Carrie, Mur . P ae 
s , RODUCTION OF CoRN, Wueat, OATS AND 
Cows, Suesr, Horses anp MULES ON THE Corton, 1913-1919. PRODUCTION IN 
Farms in tHe Unrren Srares, 1913-1919. 1918=100. 
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The After-War Fall in Meat Prices 


By L. D. H. WELD 
Swift & Company, Chicago, Il. 


\UN’S index number of wholesale 
prices shows that in January, 
1920, the average wholesale price of 
meat was only 58 per cent higher than 
the average price for the year 1913, 
whereas the average wholesale price 
of all commodities was 105 per cent 
higher. Furthermore, since July, 1919, 
Dun’s index shows that the wholesale 
price of meat had fallen 22 per cent (to 
January, 1920), whereas the average 
wholesale price of all commodities had 
risen 6 per cent during the same interval. 
These facts are of peculiar signifi- 
cance at-a time when the nation is 
complaining of constantly rising prices. 
It is not generally realized that dur- 
ing the past few months meat has been 
positively cheap as compared with other 
commodities, when pre-war prices, or 
prices of a year ago are considered. 
The year 1919 was a decidedly 
abnormal one in the live-stock and 
meat trades. Prices reached unpre- 
cedentedly high levels during the first 
part of the year, only to be followed by 
spectacular declines which meant losses 
to many livestock producers, and 
also to the packers. What are the 
principal reasons for the remarkable 
price changes that have taken place? 
It is necessary to review conditions 
before and during the war before this 
question can be answered. 


How rum, War Arrecrep MEAT 
. PRICES 


Before the European war began, 
exports of beef from the United States 


§1 


had practically ceased. Europe was 
getting her beef principally from South 
America, for the simple reason that 
cattle can be raised more cheaply in 
that part of the world than in the 
United States. Between the time 
that the import duty on meat had been 
removed in 1913 and the outbreak of 
the war, a little Argentine beef was 
actually imported into the United 
States. Europe was still depending 


‘on us for pork products (including fats) 


in considerable quantity, because the 
United States is the only country 
which has a large exportable surplus. 
South America and Australia do 
not raise hogs to any considerable 
extent. 

During the war, the allied nations 
found it necessary to purchase their 
beef from the United States, because 
they could not afford to let their ves- 
sels make the long journey to and 
from South American ports. Foreign 
demand for our pork products also 
increased, and our exports increased 
tremendously. Coincident with this 
increase in export demand, there 
occurred a great increase in domestic 
production of cattle and hogs. The 
receipts of cattle in seven principal 
markets increased 82 per cent from 
1914 to 1918; the receipts of hogs in 
eleven principal markets increased 
36 per cent. This did not mean a 
decrease in the nation’s stock: of live 
animals, because the estimates of the 
Department of Agriculture revealed a 
continuing increase in the number of 


` 
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animals on farms, at least up to and 
including January, 1919. 

During the war, the domestic con- 
sumption of meat increased . rather 
than decreased, in spite of the efforts 
of the Food Administration to cur- 
tail consumption. The campaign for 
saving undoubtedly kept the domestic 
consumption lower than it otherwise 
would have been, but it was largely 
counterbalanced by greater purchases 
on the part of millions of workmen 
who had received extraordinary ad- 
vances in wages. 

The net results of these factors was 
that during the war the prices of 
meats increased in about the same ratio 
as the prices of other commodities. 
- Pork products went up more than the 
average; beef went up a little less 
than the average. This was the 
situation, in- general terms, up to the 
time the armistice was signed in 
November, 1918. 


Toe Brer-Price SITUATION 


To explain the events since hostili- 
ties ceased it is necessary to consider 
beef and pork separately. As for 
beef, it was only natural that the 
disappearance of an unnatural foreign 
demand would bring down prices, and 
everybody expected this to happen. 
Export shipments continued for two 
or three months after the armistice, 
but as vessels became available for 
the lung trip to South America and 
to Australia, beef exports practically 
ceased. The effect of this situation 
was felt in April, 1919, when cattle 
and beef prices began a considerable 
decline. 

A bulletin issued by the United 
States Department of Agriculture on 
July 1, 1919, showed that wholesale 


prices of beef decreased more rapidly, 
relatively, than the prices of live cattle. 
In other words, the differential between 
cattle prices and beef prices narrowed 
perceptibly. This was due partly to 
the fact that the prices that packers 
were able to realize on hides were 
advancing at the same time that cattle 
and beef prices were falling. 


Cause of Advance in Hide Prices 


Many people cannot understand 
why such a thing should happen, and 
say that the advance in hide prices 
must have been due to artificial man- 
ipulation. Such was not the case, 
however, because anyone who studies 
the situation will easily find out that 
the advance in hide prices was not 
peculiar to the United States. It was 
a world phenomenon, caused by large 
after-war demand for hides and leather 
by European nations, whose supply of 
leather had been used up, or worn out, 
during the war and in carrying on war 
operations. Except for about three 
weeks in May, Swift & Company lost 
money on cattle operations almost 
continually for about five months, 
including the sale not only of beef, but 
also of cured hides, refined oils and 
fats, and other cattle by-products. 
The same was true of the other large 
packers. Swift & Company’s losses 
were so large during that period that 
the beef business for the whole year, 
1919, showed a loss of about 70 cents 
per head of cattle. 

. Average prices of all grades of cattle 
and beef continued to decline through 
the rest of the year, and the Depart- 
ment of Agriculture’s estimate for 
January 1, 1920, shows a decline in the 
number of cattle on farms. This 
indicates that the cattlemen, many of 


al 
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whom have lost money during the 
past year, are adjusting their herds to 
peace conditions. The war demand 
stimulated production to such an 
extent that it resulted in such a large 
supply that it could not be marketed 
at a profitable price, after the export 
market disappeared. Cattle produc- 
tion is becoming adjusted to domestic 
demand, and will sooner or later bear 
its nominal relation to other agricul- 
tural crops so far as profitableness is 
concerned. 


Tae Pork Price SITUATION 


The ending of the war did not have 
the same effect on hog and pork prices. 
It was expected that the central 
European nations, which had been in 
the habit of obtaining pork and fats 
from the United States before the 
war, would renew their purchases after 
the war ceased. ‘There were extremely 
heavy marketings of hogs during the 
first two months of 1919, due partly 
to the guaranteed price of 17% cents 
brought about by agreement between 
the Food Administration and the 
packers, and this kept the price from 
rising abruptly. After the first of 
March, however, European demand 
began to show itself, hog receipts fell 
off, the packers anticipated still fur- 
ther foreign demand, and the price 
became higher. - 

The price of hogs and pork products 
continued to climb until July, when 
live hogs were sold in Chicago for 
over 23 cents a pound—an abnor- 
mally high price. Then came thecrash. 
This was due, not to the fact that 
Europe did not want our pork, but to 
the fact that Europe could not pay for 
it. Hog marketings became relatively 
light, but the packers had large supplies 


of pork products in process of cure. 
Early in August the British govern- 
ment appointed a commission to make 
purchases for England in the United 
States. This commission—in reality 
a single buyer for a large part of our 
exportable surplus—found that there 
was a considerable supply on hand in 
England and afloat, and announced 
that it would not buy much pork for 
two or three months. The bad finan- 
cial situation in other European coun- 
tries was reflected in the exchange 
situation, and exports suddenly fell 
off. The result was a precipitous 
decline in hog and pork prices during 
August, September and October. 
The decline in hog and pork prices 
last summer and fall was perhaps the 
most spectacular that ever occurred— 
from over 23 cents to around 14 cents. 
It was a serious matter. Farmers 
lost money heavily. The packers lost 
heavily because of the decline in value 
of pork products. Swift & Company 
suffered a loss of over $10,000,000 in 
six weeks on its stocks of pork products. 


The Price of Pork Loins 


One interesting feature of the decline 
in hog and pork prices was that the 
price of pork loins (from which are 
obtained pork chops and pork roasts) 
continued at its high level until 
November. This fact has been spread 


-broadcast by the Federal Trade Com- 


mission as an indication that the 
packers were arbitrarily holding up 
the price of pork loins, even though 
the prices of hogs had tumbled. 

The truth is that, when properly 
understood, the course of pork-loin 
prices furnishes as good a proof as any 
one could want that prices of meats 
are determined by conditions of supply 
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-and demand, working out through 
competition. Pork loins are practi- 
cally the only part of the hog that is 
sold as fresh meat, and constitute only 
about 12 per cent of all the meat from 
an animal. It has to be sold within 
a few days after the animal is killed 
(except for a small amount that is 
frozen) and therefore there is never any 
very great reserve stock. With light 
current supplies of hogs, and with heavy 
domestic demand, there was a relative 
shortage of this particular cut, and the 
price naturally remained high. 

The prices of cured hog meats, 
which form the bulk of the total, were 
falling during this period, so that the 
average price of all pork cuts fell 
approximately as the price of hogs. 
All this time the packers were suffering 
‘the héaviest losses on their pork 
operations that they had ever experi- 
enced. ‘The price of pork loins finally 
dropped substantially in November, 
‘when the marketing of hogs increased 
(as it always does at that time of the 
year), although a member of -the 
Federal Trade Commission publicly 
announced that the drop in price was 
due to the publicity that he had given 
‘the matter! 


EUROPEAN DEMAND AND MEAT 
PRICES 


The future course of hog and pork 
prices is, of course, problematical, 


because it depends largely on -the 
European demand for our products. 
As already explained, this is a factor 
that does not have to be considered 
in the beef situation. Undoubtedly, 
Europe will begin to get straightened 
out somewhat, and if she gets in a 
position to spend money-for our pork 
products, this will be a factor in keep- 
ing the price higher than it otherwise 
would be. Europe’s unsatisfactory 
financial and industrial condition is 
reflected in the foreign exchange situa- 
tion, which has caused loss to exporters, 
and which has automatically reduced 
exports. 


RETAIL AND WHOLESALE MEAT 
PRICES 


In conclusion, a word should be said 
about retail prices. It is undoubtedly 
true that they have not fallen as much 
as wholesale prices. That is generally 
the case on a declining market; retail 
prices lag. But they have come down 
substantially, as shown by the latest 
reports of the Bureau of Labor Statis- 
tics. It is perhaps unfortunate that 
retail prices do not fluctuate with 
wholesale prices. The day-to-day 
changes in wholesale meat prices are 
not reflected in retail prices; but 
when there are any decided swings 
upward or downward, retail prices 
sooner or later become adjusted to 
wholesale prices. 


Price Fluctuations in the Woolen Industry 


By KATHARINE Snopgrass * 
Federal Reserve Board, New York City 


HE two questions which are 
probably of most interest in 
connection with wool prices at present 
are (1) whether present high prices 
are justifiable and (2) whether a 
reduction in them is likely.» The first 
question cannot be answered positively 
without statistics of cost which we 
do not possess. The factors which 
have caused present prices, however, 
can be traced in a general way and 
the reader may judge for himself 
whether or not, in view of these facts, 
present prices appear justifiable. In 
the same way, only a tentative answer 
can be given to the second question 
noted above, namely, the likelihood of 
a reduction in prices. Involved in 
this question is the broader one of 
the future movement of prices in 
general and the relationship of wool 
prices to the general price level. 


Woot Prices 


The course of prices in the wool 
industry in the last ten years has 
followed the course of prices in gen- 
eral except that the fluctuations, par- 
ticularly during the war, have been 
considerably more extreme. This ten 
year period may be divided according 
to the trend of prices as follows: 

1. Summer of 1911 through spring 
of 1914—rising and falling prices. 

2. Summer of 1914 through the 


* Miss Snodgrass was formerly with the War 
Trade Board, Section on Woolen Goods; also ex- 
pert on Prices of Wool and Wool Products for 
the Price Section of War Industries Board. 
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summer of 1916—continuous rise in 
prices. 

3. Fall of 1916 until the armistice 
—very steep rise in prices, 

4, November, 1918, through March, 
1919—recession in prices. 

5. Spring of 1919 until spring of 
1920—tise in prices. 

In order to account for the present 
level of prices it would be necessary 
to trace fluctuations from the spring 
of 1914 to the present time. Because 
of its bearing on the tariff question, 
which is again being discussed with 
regard to wool, the two periods (one 
of rising prices and the other of falling 
prices) prior to the war will be briefly 
discussed also. 


Summer of 1911 through Autumn of 
1914 


The wool schedule of the Payne- 
Aldrich law, which was effective until 
December, 1913, provided considerable 
protection to the woolen industry. 
The fear that less favorable legisla- 
tion might be enacted was given as 
the cause for the low prices in 1911. 
Again in 1913 uncertainty as to the 
provisions of the Underwood bill was 
given as the cause for declining prices. 
As a matter of fact, no change was 
made in the schedule until 1913 when, 
according to the Underwood law, raw 
wool was allowed importation free of 
duty and manufacturers of wool were 
taxed at a rate considerably below 
that provided by the Payne-Aldrich 
law. Uncertainty regarding the tariff 
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Prices or Woon versus ALL Commopritizs, 1913-18 


- 


(Prices July, 1918-June, 1914=100) 























1913 1914 1915 1916 1917 1918 

Quarter | an All All All All All 
Com-}| Wool | Com- | Wool | Com- | Woo! | Com- | Wool | Com- | Wool | Com- | Wool 

mod. mod. mod. mod. mod. mod. 
8b 4 sais 102 108 100 98 100 108 118 129 152 | 173 187 257 
Q@nd..... 100 106 97 98 100 lil 123 135 177 194 190 272 
3rd... 101 104 100 100 102 114 125 141 187 229 197 283 
Ath... 192 101 98 102 107 118 139 152 182 242 202 286 


was undoubtedly one factor in the 
price situation of this period. How- 
ever, in view of the fact that wool 
prices moved in such harmony with 
general prices, it seems very probable 
that the interaction of different parts 
of the price system was at least as 
important a factor in the situation as 
the tariff. The period from December, 
1913, until the war began is too short 
to make possible any conclusions as 
to the effect of the removal of protec- 
tion on prices. ‘The period was one 
of declining prices not only in the 
woolen industry but also in general. 


Summer of 1914 through Summer 
of 1916 


As to the course of wool prices 
during the war, we have somewhat 
more systematic information than for 
the periods before or since the war. 
According to an index number con- 
structed from the prices of sixty-five 
commodities including raw wool, yarns 
and cloth, the fluctuations in wool 
prices bore the following relationship 
to the fluctuations of prices in general: 

The period dating from the outbreak 
of war until the summer.of 1916 was 
one of steadily increasing activity in 


1Tndex for all commodities is that prepared 
_ by Price ‘Section of the War Industries Board. 


the woolen industry. Several factors 
were influential in this connection: 
(1) orders of foreign governments for 
uniform cloth, (2) increasing domestic 
civilian demand as a result of increas- 
ing prosperity, (3) removal of foreign 
competition, and (4) importation of 
raw wool duty free. Foreign orders 
were not of large dimensions, as they 
were for ammunition and chemicals, 
but were sufficient to stimulate busi- 
ness and cause prices to rise. Esti- 
mated raw wool consumption in manu- 
facture in 1915 was 56 per cent greater 
than in 1913, the entire surplus of raw 
material having been imported. 

Meanwhile, prices in general did not 
begin to feel the influence of revival 
until the early fall of 1915. ‘The year 
immediately following the outbreak 
of war was one of business uncertainty 
and prices in general remained almost 
on a level throughout the period. By 
the end of 1915, however, the effect 
of foreign demand for certain groups 
of commodities had stimulated general 
business, and prices as a whole began 
to rise. 

The woolen industry was among the 
first to feel the effects of the genera! 
business revival in 1916. Prices. of 
metals and chemicals had risen more 
rapidly due to the special foreign 
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demand for these commodities; but 
the increased prosperity resulting from 
this foreign business was very soon 
felt in the clothing industries. As a 
result, prices of clothing commod- 
ities were advanced considerably more 
rapidly than those of commodities 
in general. Whereas estimated wool 
consumption had increased 56 per 
cent above 1913 consumption in 1915, 
it increased 64 per cent in 1916 over 
1918 and by the end of the year the 
industry was working practically up 
to capacity. Meanwhile the heavy 
demand for finished woolens caused 
very great competition for wools in 
the raw materials markets at home 
and abroad. Especially in the South 
American and South African markets, 
American buyers competed with for- 
eign governments as well as with 
other American buyers for wools. At 
the same time the demand for labor 
from other industries and the in- 
creased cost of living necessitated wage 
increases. Fortunately there were no 
tariff duties further to enhance costs. 


Autumn of 1916 until the Armistice 


During the two years from Sep- 
tember, 1916, to October, 1918, the 
price index number for the woolen 
industry doubled. During the same 
period all commodities advanced in 
price approximately 40 per cent. The 
main reasons for the increase in prices 
in the woolen industry during this 
period were: (1) demand of the United 
States government for very large 
quantities of woolen materials; (2) 
speculation on the part of wool dealers 
in 1917; and (8) continued civilian 
demand. A shortage of supplies was 
not felt until the spring of 1918 and did 
not influence prices even at that time 


because the government then bought 
the country’s entire supply of wool at 
prices of the preceding July. The 
movement of prices during this period 
differed as regards the raw material 
and the finished products. Raw wool 
prices made their spectacular rise 
between the fall of 1916 and the 
summer of 1917 and then settled at 
the high level. Wool products, on 
the other hand, rose more slowly 
but advanced consistently until the 
signing of the armistice. The cause 
of the rise in raw wool prices is to be 
found in the fact that the government 
suddenly placed orders for enormous 
quantities of materials; during 1917, 
for 25,000,000 yards of suiting, 23,000,- 
000 yards of overcoating, 37,000,000 
yards of shirting flannel, 60,000,000 
pairs of socks, as well as proportion- 
ately large quantities of underclothing 
and blankets. Manufacturers taking 
government contracts bid against one 
another for raw materials and forced 
the price higher. At the same time 
dealers, in their efforts to control sup- 
plies, began to buy far into the future. 
The result would have been higher 
prices than prevailed if stocks had not 
been abnormally large. It is thus 
apparent that practically the entire 
rise in raw wool prices (amounting 
to 270 per cent of prices in the pre-war 
year) occurred before the government 
had begun its policy of price control. 
Raw wool prices stopped this spec- 
tacular advance in July, 1917, due to 
agreements among dealers. The gov- 
ernment was not: authorized to con- 
trol prices until August of that year. 


Government Control of Wool Prices 


Government control of wool did not 
occur in earnest until the spring of 
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1918 although license control of both 
imports and exports had been insti- 
tuted somewhat earlier. “Control” 
consisted of outright government pur- 
chase of the 1918 domestic wool clip, 
the requisitioning of imports which 
were suitable for military - clothing, 
„and the purchase of stocks held by 
dealers. In other words, for the 
remainder of that year the government 
owned the entire wool supply save 
that in the possession of manufacturers 
at the time control began. Control 
was ‘instituted at that time because 
of the shortage of stocks prior to the 
bringing of the domestic clip to 
market. In making these purchases 
the government paid the price of the 
preceding July, which was only very 
slightly below the current market 
price and an exceedingly high price 
both as compared with pre-war prices 
and prices abroad. 

Purpose of Government Control of 
Wool Prices——It should be noted that 
control was not undertaken for the 
purpose of regulating prices of woolen 
clothing to civilians but in order to 
keep prices to the government for 
military supplies as reasonable as pos- 
sible, and above all to insure to the 
government a sufficient quantity for 
military purposes. In so far as the 
latter point is concerned, control was 
undoubtedly successful. As regards 
the former point, there is little doubt 
that the War Department could have 
arbitrarily taken possession of the 
wool at a lower price than was actu- 
ally paid. This policy, however, would 
have aroused the antagonism of a 
large section of the community, not 
only of wool dealers and. growers but 
alsoof business menin general. Aswas 
pointed out above, unless some such 


confiscatory policy had been pur- 
sued, prices could not have been less, 
as the greatest price advance had oc- 
curred before government control was 
authorized. z 

Monopoly buying in necessary com- 
modities like food and clothing on the 
part of the government caused great 
hardships for the civilian public, as 
scarcity and high prices show. In 
the case of wool, although export and 
civilian demand had caused prices 
to rise originally, it was the United 
States government demand which was 
responsible for the greatest increases. 
Add to this the fact that, from April, 
1918, until the armistice, there were 
no free supplies of wool for civilian 
use and the cause for high prices is 
apparent. : 

Price fixing in the case of yarns and 
cloth would probably have relieved 
the situation comparatively little 
as advances in these lines appear 
to have been (with the exception of 
yarns for a few months in 1918) merely 
proportionate to those in the raw 
materials. The speculation which oc- 
curred in the leading civilian cloth 
markets in the summer of 1918 was a 
natural outcome of the shortage of 
supplies. 


November, 1918, to March, 1919 


With the signing of the armistice 
the government was forced to decide 
whether to continue control or to 
relinquish it at once. Although the 
latter policy was followed in general, 
in the case of wool every effort was 
made to protect the industry so far as 
possible during the transition period. 
The government “cut” its prices 
radically in order to encourage the. 
mills to buy; it promised the wool 
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growers that it would not sell wool 
during the summer when the domestic 
clip would be coming to market and, 
in spite of its huge holdings, allowed 
dealers to import raw wool freely from 
abroad. 

In spite of these concessions, the 
industry was about 40 per cent idle 
through March, and normal conditions 
were not obtained until the summer 
months. During this period prices 
declined in all sections of the industry. 
The followmg table shows the course 
of prices of two leading grades of raw 
wool (one coarse and one fine) and 
of one grade of yarn, from October, 
1918, to December, 1919, compared 
with the wholesale price index of the 
Bureau of Labor Statistics: 

From, a study of the’ table, it be- 
comes apparent that the slight down- 
ward movement of prices in the 
woolen industry in the months follow- 
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ing the armistice was similar to the 
movement of prices in general. The 
period was one of business uncer- 
tainty marked more by industrial 
inactivity than by radical price cutting. 
This seems quite in accordance with 
good business judgment. There ex- 
isted at that time very great buying 
capacity in the hands of the public. 
At the same time, stocks of civilian 
fabrics and clothing were low. ‘There 
was every reason to believe that once 
the nervousness of business men could 
be dissipated, buying would commence 
on a large scale. 

In the woolen industry the period 
was marked by very serious labor - 
troubles. As prices were a factor in 
the situation, it seems pertinent to 
explain the‘ connection. The unor- 
ganized workers in Lawrence, early in 
February, struck for a 48-hour week 
with 54 hours’ pay. The strike came 


Woo. Prices AND THE GENERAL Price LEVEL 


Raw Wool Worsted Yarn Index Number 
Ohio fine Ohio 1/4 1/40’s Bureau of 

unwashed delaine!} blood unwashed 1/2 blood Labor Statistics 

Dollars per pound 19138 prices = 100 
Oct., 1918............ 74a £75 3.0241 205 
OV anena a a aes TA „751 3.0231 206 
W662 Sot ct noe eden .68 .791 3.0241 207 
Jan., 19197. .......... .66 78 2.60 203 
HeDscaccea cea Rae 69 .63 2.60 197 
March............... 69 .58 2.70 201 
April.............00. 70 54 2.85 203 
Mateso en ere rere 70 54 3.05 207 
VUNG ip hon Ph Ra 73 .58 3.25 207 
July... cc cecccce cease 78 70 3.60 219 
r O is ce ~ 88 .68 3.75 226 
Sept.. aa a 83 68 3.90 221 
OGG se be Sinn Gere 83 64 3.90 ` 223 
NOVa anarad aY 85 .65 4.10 230 
Det: cereo ee Se ee 88 67 4.10 238 


1 Interpolated—no prices quoted. 


2 1919 raw wool prices collected by Mr. Richard May. 


™~ 
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apparently almost accidentally, fol- 
lowing a demand on the part of the 
organized workers for a 48-hour week 
with 48 hours’ pay, in which the unor- 
ganized workers were not willing to 
join. The strike lasted until May 
when the demands of the workers 
were granted. The main reason 
given by the manufacturers for refus- 
ing to grant the demands of the 
workers early in the strike was that 
the business situation—in other words, 
prices—was not such as to warrant 
wage increases. As business revived 
and prospects were favorable for con- 
tinued advances in prices (and, inci- 
dentally, the work of more hands was 
needed), the demands of the workers 
were granted. 


Spring of 1919 until Spring of 1920 


. ‘The last year has been marked by 
advancing prices in all kinds of wool 
excepting coarse grades of raw wool. 
. For these the demand has been light 
and as a result the government still 
holds millions of pounds bought during 
the war. The reason for the advance 
in prices is very much the same as 
for the advance in prices in general. 
During the war the purchasing power 
of large sections of the community has 
increased. This has led to a more 


than proportionate demand for such 
a commodity as wool which combines - 
the qualities of necessity and luxury. 
The reason that wool is abnormally 
high at present as compared with the 
general price level is in part due to 
this fact and in part due to the price 
increases of 1916 and 1917 which 
placed wool prices on a level much 
higher than the average. 


PROSPECTS FOR A REDUCTION IN 
PRICES 


Considering the supply side statis- 
tically, we see no reason to expect a 
radical reduction in wool prices. At 
the same time, due to the fact that 
1919 domestic production was slightly 
more than that of 1918 and imports 
only slightly less, there is no doubt a 
large stock of the raw material in the 
country. What the effect of this will be 
on prices depends largely upon how it 
grades as to quality. Present demand 
is largely for the finer grades of the 
material. On the demand side, so long 
as there is no considerable shift in busi- 
ness activity, there seems good reason 
to believe active buying will continue. 
However, as general prices recede, wool 
prices will decline also, but will prob- 
ably remain on a higher level than aver- 
age prices for some time to come. 


~~ 
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Price Factors in Men’s Ready-to- Wear Clothing 


By Srecmunp B. SonNEBORN 
President, Henry Sonneborn & Co., Ine., Clothing Manufacturers, Baltimore, Md. 


HE prices of men’s ready-to-wear 

clothing of today are, in the 

main, determined by the following 
factors: Í 


1—Cloth 

_ —Tnmmings 
3—Labor 
4—T axes 
5—Amortization 


6—Transportation charges 
7—Overhead and profit 


The changes which have taken place 
in the cost of these various items since 
pre-war times are as follows: 


CLOTH PRICES 


Pre-War Period.—Prior to the war 
the bulk of men’s ready-to-wear cloth- 
ing sold in America was retailed -at 
from $15 to $25. An investigation 
made in 1911 disclosed that about 624 
per cent of men’s ready-to-wear cloth- 
ing was sold at $15 to $20 retail; about 
25 per cent of men’s ready-to-wear 
clothing was sold at $25 to $35; about 
10 per cent was sold below $15; and 
about 23 per cent was sold above $35. 
This investigation excluded such men’s 
clothing as is made by custom tailors 
or sold by agencies representing made- 
to-measure houses., The investigation 
covered only ready-to-wéar clothing 
sold by retailers throughout the coun- 
‘try, and represented probably 85 per 
cent of all the men’s clothing con- 
sumed in the United States. The de- 


mand being so diversified, running the 
gamut of so large a range of prices, per- 
mitted the utilization of all raw mate- 
rials usable for the production of cloth. 
The finest grades of wool down to the 
lowest grade of wool, as well as cotton 
and shoddies, were freely used in the 
manufacture of the large variety of 
cloth called for. 

Present Time.—At the present time 
all this is changed. In pre-war times, a 
suit of clothes retailing from $25 up- 
ward contained all the earmarks of bet- 
ter class tailoring. Just as soon as the 
price of clothing reached beyond this 
figure, the popular demand insisted 
upon the same earmarks of fine tailor- 
ing. By the end of 1918, cloth and 
trimmings had reached such a price as 
to practically elimmate cheap tailoring 
from the field of ready-to-wear cloth- 


ing.. It is axiomatic in the clothing in- 
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dustry that it does not pay to put 
cheap tailoring into high priced mate- 
rials, and, vice versa, it does not pay to 
put high-priced tailoring into low- 
grade materials. In consequence, the 
entire popular demand has been con- 
centrated upon the finer grades of 
cloth, ignoring to a very large extent 
clothing made out of cheaper grades of 
wools, such as quarterblood wools, or 
out of a combination of cotton and 


-wool. The result of this tendency has 


been to inordinately advance the price 
of fine wool, as is evidenced by the fol- 
lowing comparison of prices: 
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X 1915 1920 
Per Per 
Pound Pound 
Fine Australian wool......... $0.60 $2.00 
One-half Territory wool....... 0.70 1.75, 
Ohio Fine Delaine (Boston).... 0.66 2.30 
Three-eighths South American. 0.40 1.35 
Ohio quarterblood (Boston).... 0.52 1.07 
South American quarterblood.. 0.30 0.90 


It will be seen from this that quar- 
terblood wool in Boston which cost 52 
cents in January, 1915, has just little 
more than doubled in price in January, 
1920; while Ohio fine delaine wool, 
which sold at 66 cents in January, 1915, 
brought $2.30, or 34 times the price, in 
January, 1920. This will also explain 
why certain fine worsted yarns, which 
in 1915 could be bought at $1.15 per 
pound, are bringing $5 per pound in 
1920. l . 

_The rise of the finished cloth can be 
best: exemplified by quoting the rise of 
price of a standard 11 oz. blue serge 
(D 3192, American Woolen Company), 
which cost in 


1914....... $1.12 1918..... $2.92 
1915....... 1.20 1919..... 2 .624* 
1916....... 1.82 1920. 4.50 
1017 sake x's 1.673 


—and a 16 oz. worsted (Metcalf Broth- 
ers, Range 19), which cost in 


Ls Cee $1.67} IIc $2.87 
1915. ...... 1.85 1919..... 3.97 
ALG oes 2.20 1920..... 7.40 


These two fabrics can well be used as 
standards for worsted fabrics. 

As far as cassimeres are concerned, a 
standard 11 oz. cassimere costing $1 in 
1917 made out of the same material, 
cost. $3.55 in 1920 (LaPorte) and a 
standard 11 oz. cassimere costing $1.25 
in 1914 costs $4 in 1920. 

A standard kersey costing $1 net in 


* Temporary slump after the armistice, 


1915 costs $3.87 in 1920 (American 
Woolen Company. IJ-1826). 

It is difficult to compare fancy over- 
coatings, but taking the same on an 
average, they show an increase of 34 to 
4% times the price of 1914. 


Prices or TRIMMINGS 


The trimmings of a suit or overcoat 
consist of: linings, made out of either 
mohair, silk or cotton; of cotton or 
linen canvas; of haireloth; of- sleeve 
linings, made out of cotton: or silk; - 
buttons; tape (for staying the edges); 
and sewings made out of cotton, linen 
or silk. 

The following price changes have 
taken place in the raw materials: 


1915 1920 

Cotton, per Ib............ $0.072 $0.40 
Raw silk, per lb.......... 8.15 18.00 
Spun silk, per Ib......... 2.50 14.00 
22” cotton-back satin sleeve 

lining, per yd....... 625 3.25 
30” cotton-back satin, per 

nr E eee ies 1.00 4.20 _ 
30” all-silk serge, peryd.... 1.15 5.00 
30” all-silk overcoat satin, 

Yi. soiie tiise 1.80 7.50 
30” all-silk Merveilleux, per 

haa EEE EEEE, 1.40 6.25 
40” all-silk sleeve lining, per 

Ydes eve cee ceeeeees 1.25 6.00 
40” cotton twill sleeve lining 

DOr Veo tekst 073 35 
40” sateen sleeve lining, per 

WO a ow Ge E E eas 103 ABR 
40” cambric sleeve lining, 

/  peryd....... eeu 15 80 
30” silesia, per yd......-. 074 35 
40” wiggin, per yd....... 042 25 
No 60 3-cord sewing cotton 183 3.124 
No. 25 Star tape...... see 1,96 7.50 
$%-line buttons........... 625, 2.50 
50-line buttons’.......... 2.50.-" 14.00 
“A” sewing silk, per Ib... 6.50  » 22.00 
Linen canvas, per yd..... Ag -70 
Cotton canvas........... 072, . 324 


This covers fairly the component 
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items entering into the trimming 
schedule of men’s ready-to-wear cloth- 
ing. 

The schedules of two prominent 
manufacturers, one a manufacturer of 
medium price and the other a manufac- 
turer of finer goods, rose as follows: 


Price Increases on TRIMMINGS ror SUITS 


For the Higher For the Medium 

Grade Clothing Grade Clothing 
1915...... $2.03 1915..... $1.25 
lIl. seana 2.03 I916..... 1.25 
py ere 2.08 1917..... 1.624 
1918. ..... 2.55 1918..... 2.68 
O19. Satan 4.09 1919..... 3.55 
1920...... 6.00 1920..... 5.25 


Price INCREASES on Overcoat TRIMMINGS 


For the Higher For the Medium 
Grade Clothing Grade Clothing 
1915...... $2.50 1915..... $1.75 
1920...... 11.90 1920..... 7.75 


LABOR AND WAGES IN THE CLOTHING 
INDUSTRY 


Contract System 


Prior to the war period the out- 
standing feature as far as labor in the 
clothing industry is concerned was 
the recognized underpayment of the 
workers. The whole clothing industry 
was under the dominance of the 
contract system, which kept the man- 
ufacturer from contracting with the 
actual workers—except with a small 
percentage, such as cutters and trim- 
mers—and permitted of the vicious 
system of a middleman, who, being 
given a certain price for his product, 
in order to make a living, stopped at 
no device to exploit his employes. 

This system, known as the contract 
system, and sometimes referred to as 
“the sweatshop system,” flourished 
particularly in such cities. as New 
York, Boston and Philadelphia, sea- 


port cities where the constant flow of 
immigrants made the continuance of 
this system possible. The immigrant, 
unable to speak the language, anxious 
to go to work at any price in order to 
maintain himself, deluded in great 
measure by the fact that American ' 
money and American wages appar- 
ently were so high when translated 
into marks, shillings, francs, rubles or 
whatever his native money might have 
been, was easy prey for the exploita- 
tion of the unscrupulous and some- 
times hard-driven contractor. 

No matter how earnestly inland 
cities, such as Chicago or Rochester, 
or such markets as Baltimore, might 
strive to establish a factory system, 
the clothing industry remained, up to 
the war period, under- the dominant 
influence of the contract system and 
wages remained inordinately low. 

It is for this reason that, when immi- 
gration was cut off through the war, 
when demand outstripped the manu- 
facturing facilities and a nation wide 
scarcity of men’s clothing made itself 
felt during the year 1919, the industry 
was compelled to place itself with one 
fell swoop on a level with the other in- 
dustries of the country. 

When the Department of Labor of 
the United States showed that it 
would take something over $2,000 a 
year to maintain a family with five 
children ‘in decency and reasonable 
comfort, the clothing workers of the 
country were not slow in grasping the 
significance of this statement and in- 
sisted that some such standard of wage 
should be granted to the men in the 
industry. : 

The workers of the clothing industry 
had been, for a number of years, welded 
together into a very powerful union, 
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The Amalgamated Clothing Workers 
of America, ably built up by a far- 
sighted leader. It was this union 
which, in the beginning of 1919, when 
the managers of industry thought that 
the close of the war would bring about 
` a large amount of unemployment, and 
an opportunity for a liquidation of 
labor and reduction of wages, took the 
lead in demanding a curtailment of the 
working week and insisted upon the 
adoption of a 44-hour week, this being, 
to their mind, the application of a 
standard 8-hour day to a 5-day work- 
ing week, with a half day for Saturday. 

The employers in New York at- 
tempted to fesist this demand and a 
leng-continued strike ended with the 
victory of the workers. A series of 
wage adjustments took place all over 
the United States during the year, end- 
ing up with the general adoption of a 
minimum standard of $40 for a full- 
fiedged tailor, with higher prices for 
various specialized operations. Thus 
the wages of labor in the clothing in- 
dustry have changed from the pre- 
war period as follows: 


WAGES IN THE CLOTHING INDUSTRY 


1915 1920 
Per Week Per Week 

Cutters. ......... $18 to $25 $41 to $60.00 
"Trimmers........ 15to 21 387 to 60.00 
Cloth examiners... Ito 18 35to 42.00 
Cloth spongers.... 12to 15 25to 32.50 
Pressers.......--. l5to 20 45to 75.00 
Full mechanics.... 15to 21 40to 70.00 
Needleworkers. ... 6to 12 25to 40.00 
Clothing examiners 

and bushelmen.. 12to 15 35to 40.00 


It will thus be seen that, since the 
pre-war period, wages in the clothing 
industry rose from 250. per cent to 
350 per cent and that this rise has 
brought the level of wages paid in the 
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industry well up to the wage level 
of the best-paid industries of the 
country. The report of the United 
states Steel Company shows that the 
average wage of all wage earners in 
their plants for the year 1919 was 


$6.12 per day. At the present’ time 


the wages paid m one of the leading 
clothing houses of the country indicate 
a rate of $6.56 per day. , 

In the New York clothing market, 
the average price for tailoring a fine 
sack coat in 1915 was $3.50. The same 
factories report an average cost of 


$12.50 per sack coat for the same 


quality of work in 1920. 

The advance of wages in Western 
cities was not quite as radical as in 
Eastern cities, owing to the fact that 
in pre-war times the wages paid in 
Western cities were considerably higher 
than those in Eastern cities. » 

While in pre-war times the average 
price of tailoring a coat ranged from 
$1.25 to $3.50, today the Merace price 
of tailoring a coat ranges from $6.50 to 
$12.50. The average price of tailoring 
a pair of pants ranged in pre-war times 
from 87% cents to 75 cents; the average 
price today ranges from $1.25 to $2.50. 
While the average price of tailoring a 
vest before the war ranged from 25 
cents to 75 cents, the same ranges to- 
day from $1 to $2.50. The average 
price of making an overcoat ranged 
from $2 to $5; today it ranges from 
$7.50 to $15. | | 

Broadly speaking, the price of labor 
has increased from $ to 4 times over 


pre-war costs, putting the industry on | 


an economically sound basis, permit- 
ting a standard of wage which provides 
the workers ‘with 'a good livinig dnd en- 
ables them-to be more content and to 
be better citizen. =: 

4 
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The charge made against a large 
portion of workers in the industry for 
their radicalism ignores entirely the 
fact that glaring underpayment of this 
industry of necessity made for discon- 
tent and called for a most radical 
change. _ ý 


Errect or Increaseo TAXES ON 
PRICE or CLOTHING 


The question of increased taxes and 
its bearing upon the price of clothing is 
one that affects the clothing industry 
in the same manner that it affects all 
other industries. Heretofore, taxes 
were negligible; today the taxes of na- 
tion, state and city are so largely in- 
creased as to become a very. important 

A çónşideration. In addition to this, the 
"a tietie who sells the clothing is taxed 
-dir his business, so that i in his calcula- 
“ae ‘tion*he must take his- taxes into ac- 
count- Thus *taxes’ provide a con- 
stáantly Sntheasiftg factor in the final 

| price determination of clothing, hereto- 


a fonevacsotit age: 
o * a E's 4 je 


E 
aes 4 


. 
i als he? resent; ‘period has wrought a 
r ala i e ii the clothing indus- 
try. The, é nged - ‘popular demand 
for, finer “grades of clothing and finer 
f * tailbring, above referred to, has forced 
- upon fully 75 per-cent of the clothing 
oandustry Sweprofound change in their 
oe PA kode of, thanifacture and their struc- 
ture of ¢ org njzaljon.’ pe Ag: ‘pointed out 
ef above anleinvestization ‘made in 1911 
<14 showed that iae per ceht of the men’s 
_jelothing* sold at‘rétail cost below $20. 


Epean Costs, 


Ss 


oo et “cheap” or. “mediumpriced”’, clothing, 

an which ‘machine 3ork-predominated 

‘almost’ to the. exclusion of. hand work. 

With the rising “price ‘of materials, 
6 ` 


x 


"AH this. clothing ` may be described as 


the rising price of labor, the basic 
truth that it did not pay to put 
cheap tailoring into high-priced ma- 
terials, about two-thirds of the manu- 


-facturers in the United States were 


forced to make improvements in meth- 
ods of tailoring. Their staffs, accus- 
tomed to cheaper grades, had either to 
be changed or had to apply them- 
selves to the production. of more highly 
tailored garments. This necessitated 
the establishment of a great many “in- 
side shops,” because contractors were 
unwilling to undergo the hardships and 
losses incident to such change. 

As one old and tried manufacturer 
stated, “In industry, change, in order 
to be effected without tremendous cost 
of money and nervous energy, must 
come over a working force like old age 
—gradually.” Popular demand forced 
the clothing industry to go upon a 
higher basis of manufacture after the 
close of the war so suddenly as. to cause 
violent adjustment in every phase of 
the business. 

During the year of 1919, the cloth- 
ing industry was kept busy investing 
in plant and machinery. Curtailed 
hours, curtailed production on account 
of quality, curtailed production on ac- 
count of new methods of tailoring, 
forced upon the industry a tremendous 
investment in plant and machinery. 

Heretofore, 50 per cent to 60 per 
cent (if not more) of the clothing was 
made under the contract system, the 
price agreed upon between the manu- 
facturer and the contractor providing - 
a very small pittance for amortization 
or management. Today, with the 
large investment of the clothiers in 
plants and machinery, amortization 
costs must be considered as never 
heretofore. 
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But from this change a-very impor- 


_ OVERHEAD AND Prorit 


tant indirect benefit has resulted. The” . That overhead and profit are fig- 


very necessities of the situation have 
forced the employers in an industry 
heretofore seasonal to arrange their 
operations not only for intense but for 
steady production. Machinery and 
plant must be used continuously to be 
profitable investments and organiza- 
tions once built up cannot be enlarged 
or contracted at will as under the con- 
tract system. An important economic 
step has been taken forward—the 
burden of steady employment in the 
industry has been emphasized and im- 
pressed upon the employer and the 
manager. 


Errect or TRANSPORTATION CHARGES 
on Prick or CLOTHING 


Transportation Charges—The un- 
certainty of delivery has brought it 
about that a large amount of cloth as 
well as clothing today has to be shipped 
by express, both from mill to clothier 
and from clothier to retailer. Hereto- 
fore, the item of transportation hardly 
figured in the cost of clothing, but it 
may be fairly stated that where for- 
merly probably 90 per cent of cloth 
and clothing was shipped by freight at 
a minimum of cost, today a very large 
percentage of both cloth from mill to 
clothier and clothing from clothier to 
retailer is shipped by express. 

In addition to this, the greatly in- 
creased rates for both freight and 
express are piling a new and ever 
increasing item of expense upon the 
garment. 


ured on a smaller basis in the clothing 


industry today than before the war is 


borne out by the fact that, while cloth 
has advanced about 400 per cent, trim- 
mings from 400 per cent to 500 per cent, 
Jabor from 250 per cent to 350 per cent, 
men’s ready-to-wear clothing, both 
wholesale and retail, has only advanced 
250 per cent to 300 per cent. This is 
exemplified by the fact that a well 
known brand of advertised clothing, 
that with tailoring corresponding to its 
present day standard of workmanship 
would have brought in pre-war period 
$25 per suit, is now retailing at $45 
to $70. 
Prices REASONABLE E 
Suits retailing in the pre-war period 
from $35 to $50 are now retailed freely 
at $75 to $100. Considering the fact 
that all men’s clothing thröughdut the 
United States is improved in quality, 
in workmanship, in appearance, in du- 
rability, considering the fact that the 
new development in the industry does 
away with the old sweatshop system 
and makes for steady employment of 
the workers, eliminating the extremes 
of unemployment, which have been 
such a serious menace to our national 
prosperity in the past, considering fur- 
ther the advantage accruing to the 
nation from a body of workers com-` 
prising a quarter of a million men and 
women, now upon a wage basis of de- 
cency and fair comfort, the present 
cost of men’s ready-to-wear clothing 
may well be. considered as entirely 
reasonable. a 
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The Housing Shortage 
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‘and the Supply of Building 
aterials 


By Homer Hort 


Delaware College, Newark, Delaware 


HE United States is over a year be- 
hind schedule in her building 
operations! It would be necessary to 
double the output of building materials 
and new homes in a single year in order 


to make good this building deficit. 


The physical supply of basic raw 
materials is amply sufficient for the 
most ambitious housing program, but 
the high cost of construction in pro- 
portion to the returns is checking a 
building boom that would otherwise 
quickly fillthe vacuum! These are the 
main head lines of the building situation 
in the United States in the year 1920. 


Tue Hovustne SHORTAGE 
Decline in Building 

The housing shortage is the natural 
result of the decline in building that 
began with our entry into the war in 
1917 and that continued until the 
latter part of 1919. The government 
war-building program of $1,500,000,000 
did partially offset the decline in pri- 
vate building, but the construction of 
cantonments and other structures for 
military purposes contributed little to 
the maintenance of the peace estab- 
lishment, and hence may be ignored in 
this discussion. We are confronted 
today with a housing shortage that is 
reflected in daily appeals for more 
homes, high rents, over-crowding, plans 
to build portable houses, and official 
conferences to stimulate building. AJ- 
though the lack of dwellings is becom- 
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ing an acute want, this building deficit 
cannot be measured in exact terms. 
The number of new houses needed. can- 
not be computed by taking a census of 
the homeless, because the “shortage” 
has not been great enough to force 
many American householders to sleep 
in the parks; it has merely crowded 
the nation into closer quarters—into 
fewer rooms and into dark tenements 
that were normally vacant. 

The best light on the extent of the 
building vacuum can be obtained by 
computing to what extent the building 
in the last three years has fallen short 
of the building in three normal building - 
years. Assuming that our population 
and building needs have increased 
during the last three years at a normal 
rate, the housing shortage will then be 
shown by the amount by which the 
actual building operations of 1917, 
1918 and 1919 have failed to keep pace 
with this normal demand. Even this 
method of computing the housing 
shortage will bring us to only approxi- 
mate conclusions. 

The final estimate of the housing 
shortage must be compounded from 
two other estimates, in each of which 
lurk the chance of error. First, in the 
absence of any official census of the 
total number of buildings in the United 
States and the total amount of annual 
building in the nation, we must rely 
upon the official statistics of the United 
States Geological Survey which cover 
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building operations iw the leading 
cities only. These statistics, while 
excellent for a comparative study of 
building in cities, might not show the 
trend of new construction in the coun- 
try districts. The writer believes, 
however, that the statistics of the 
United States Geological Survey may be 
taken as representative of building in 
the entire nation—city as well as 
country-—because the main variations 
in the amount of building during the 
war were caused by congestion of war 
work in certain sections of the coun- 
try and not to any difference between 
urban and rural districts. Thus the 
building shortage was acute along the 
Atlantic seaboard in both city and 
country districts while building activ- 
ities were almost normal in some of the 
city and country districts of the south 
and west. Since the building statistics 
of the United States Geological Survey 
includé cities in all sections of the 
nation, it is believed that they repre- 
sent a fair average of building opera- 
tions. These statistics do not include 
construction for military purposes, for 
which no permit was required, but such 
building should properly be excluded 
‘from a discussion of normal building. 
Secondly, since the building statis- 
tics of the United States Geological 
Survey do not show the actual number 
of houses, but only the value of the 
building permits, allowance must be 
made for the increased value of permits 
that was due entirely to the change in 
the price level since 1914. In other 
words, comparative statistics for the 
last four or five years in terms of dol- 
Jars are misleading, because it takes 
more dollars in 1919 than it did in 1913 
to represent the same physical volume 
of building. Yet physical volume of 


building is what we must determine in 


` dealing with a housing shortage, for a 


house that costs $5,000 today will not 
shelter as many as two houses built of 
the same materials four years ago at a 
cost of $2,500 each. 


Increasep Buroine Costs 


How shall we weight the value of 
permits to allow for increased building 
costs? The average prices of twenty- 
nine leading building materials, com- 
puted by the Price Section of the War 
Industries Board,' had advanced 37 
per cent over their pre-war average 
(fiscal year ending June 30, 1914) by 
the end of 1916, 69 per cent by the end 
of 1917, and 92 per cent by the end of 
1918. The prices of building mate- 
rials of the Bureau of Labor show that 
the advance had reached 136 per cent 
by .November, 1919. 

The cost of building probably has 
not advanced as much as the prices of 
building materials, however, because 
the wages of building labor did not 
respond, as quickly as other wages to 
the upward price movement. The 
Division of Public Works of the United 
States Department of Labor has made 
an estimate of the increased cost of 
building since 1914, which includes the 
average costs of all types of buildings. 
These figures will be used to discount 
the value figures of the United States 
Geological Survey. 

Taking the value of building permits 
for the year 1913 as equal to normal 
for the country or par of 100 and also 
putting the building costs of that year 
as equal to 160, we can thus compute 
the decline in building that has oc- 
curred since 1917: 

1 Prices of. Building Materials, 1919. Bulletin 
No. 6. 
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Deficit 

Estimated fin Build- 

i Building |ing for 
Value of Permits? | Weight | Operations | the 
(in 143 to 151 | for Cost | for the en- | entire 





Cities) of tire United | United 
Buildings} States | States 

Per Cent |PerCent 
Normal | Normal 

1918) $859,657,250 1008 100 0 

1914| 785,525,746 100 

1915} 799,735,860 100 

1916) 1,024,211,675 117 ia 

1917| 687,415,605 139 60 40 

1918} 430,014,365 159 31 69 

1919} 1,281,000,0004 | 2005 75 25 

Accumulated deficit | 134 


2 United States Geological Survey. 

3 United States Department of Labor, Division 
of Public Works: Economics of Construction 
Industry, p. 87. 

4 United States Chamber of Commerce. 

5 Estimated. 


Thus the housing shortage is equal 
to one and a third years of normal 
building. While this estimate is only 
an approximation, it is a minimum esti- 
mate of the building shortage. If 
prices of building materials, as com- 
puted by the Price Section of the War 
Industries Board, were used to indicate 
the rise in the cost of building, the 
accumulated deficit would be 167 per 
cent or one and two-thirds years of 
normal building. The average short- 
age of buildings for the country as a 
whole is probably equivalent to slightly 
more than the amount erected in a 
normal year, because, as we shall see 
later, the production of leading build- 
ing materials is also about a year in 
arrears. 

Other estimates of the housing 
shortage have been made in terms of 
the number of houses. The Forest 
Service estimates that we lack 450,000 
houses. Other authorities place it as 


high as 800,000 or 1,000,000. In 
view of the wide variation between the 
size and cost of small frame cottages, 
rooms in family hotels, apartments, 
tenements, etc., it is hard to define any 
standard “house” as a unit of measure. 
We shall therefore content ourselves 
with the estimate of the housing short- 
age in the terms already given, namely, 
that we lack slightly more than the 
number of buildings that were finished 
in a normal year. 


Suppiy or Burrone MATERIALS 


What is the supply of building mate- 
rials that is available to meet the 
deficit caused by the lack of over a 
year’s building? If it were necessary 
to take an exhaustive inventory of all 
the hundreds of kinds of raw and partly 
finished building materials, such as 
cement blocks, door knobs, metal lath, 
in-a-door beds, plasterboard, flooring, 
finished doors, window sashes, etc., 
we would have tables of statistics 
sufficient to fill this entire volume. 
But such an elaborate stock-taking is 
not required because it would prove 
little even if prepared. Building mate- 
rials are produced as they are needed; 
the supply is forthcoming when there 
is evidence of a demand. Building 
materials are not grown like annual 
crops and stacked up in warehouses to 
be sold to the highest bidder. Con- 
sequently, the quantity of finished 
building materials, now on the shelves 
of dealers, has little bearing on the 
quantity that could be produced if a 
building boom stimulated production. 

We need only look to the amount 
of standing timber, the quantity of 
cement rock, the volume of common 
clay, the deposits of limestone and iron 
ore. Mother Earth is the primary 
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source of our building materials. If 
her cupboard is well-stocked, it will 
take only time, labor, and plant capac- 
ity to bring forth all the buildings we 
need. It can safely be said that the 
supply of these basic materials is suf- 
ficient for all housing requirements that 
will arise now and for many years to 
come. ‘There is an almost unlimited 
supply of clay for the making of com- 
mon brick, cement rock is almost 
equally abundant, the coal for burning 
clay into brick and cement rock into 
cement will last a century at least, the 
iron ore for structural steel, metal lath, 
hardware, ete., will not be exhausted 
within the lifetime of the unborn 
children of our unborn children; lum- 
ber is beginning to show signs of ex- 
haustion, but we need not worry about 
the lack of lumber for any building 
needs that will come within the next 
ten years. The supply of basic raw 
materials is thus sufficient to double, 
if not to triple, the output of buildings 
in a single year. 

What labor and plant capacity is 
available to work up this added sup- 
ply of raw materials? It has been 
estimated that there is an excess 
plant capacity of 50 per cent in the 
lumber industry; there is a like 
excess capacity in the case of cement, 
brick and stone, while the steel mills 
could easily produce more structural 
steel by the curtailment of other steel 
. products. If the building demand is 
important enough to attract labor 
from other industries, labor can be 
supplied in sufficient amounts for all 
the unskilled work. Even ‘enough 
skilled bricklayers, carpenters, etc., 
could probably be found if the abnor- 
mally large building operations were 
distributed evenly over the year and 


not piled up in one peak load. Thus 
demand for building would start the 
ball a-rolling that would pile up suf- 
ficient building materials by the end 
of this year to enable us to do two 
years’ building in the one year of 1921. 


Cost of Building Materials 


But demand for building—aye, 
there’s therub. What contractors will 
put up buildings at double the 1914 
costs, when rents are not allowed 
to advance to cover this increased cost 
of building? Who will erect a house 
which is only a little newer and a little 
better than one costing just half as 
much? The majority of people still 
have hopes that prices will come down 
and as long as they feel that way they 
are loathe to invest in permanent 
structures at high cost that may later 
be matched by equally good structures 
at much lower costs when prices come 
down. Thus the high cost of building 
materials is the cause of the contrac- 
tion of building activities. Since that 
high cost is primarily due to the high 
wages paid to labor in the building 
industries, such high cost will not fall 
much with increased production. The 
raw materials exist in abundance, but 
it takes labor to fabricate them into 
buildings, and this labor is very ex- 
pensive. Herein lies the kernel of the 
problem. 


Propuction or Lxeapine BUILDING 
MATERIALS 


The extent to which the production 
of building materials and likewise the 
demand for “building materials has 
fallen off during the last three years 
may be observed by a study of three 
leading building materials: lumber, 
cement, and common brick. By taking 
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the physical production of each of these 
basic materials during the last three 
years and comparing the production 
during these years with that of a normal 
year, we can ascertain the amount of 
the deficit in the case of each one. 


Lumber 


The normal annual lumber produc- 
tion of the United States is about 40 
billion board feet. Allowances must 
be made, however, for the fact that the 
lumber consumption in this country 
is declining and also for the excess of 
exports over imports which amounted 
tò two billion feet a year before the 
war. The normal consumption of 
lumber in this country would therefore 
not exceed 88 billion feet. Since there 
has been práctically no surplus of 
lumber exports over imports during the 
last three years, the entire production 
was consumed in this country during 
those years. Taking 88 billion board 
feet as the normal production of lum- 
ber, the lumber deficit is shown by the 
following table: 


Lumber Production Deficit 
Year M Board Ft.® M Board Ft. 
1913 $8,387,000 
1914 37,346,023 
1915 37,001,656 
1916 39,807,251 
1917 35,831,239 2,200,000 
1918 $2,700,000 5,800,906 
1919 33,500,0007 4,500,000 
Accumulated deficit 12,000,000 


To this deficit of 12 billion board feet 
must be added the six billion board 
feet that were used for cantonments, 
airplane stock, etc., whioh contributed 
practically nothing to normal building. 
This would make a total lumber 


§ United States Forest Service. 
7 Estimated. 


deficit of 18 billion feet or about one- 
half of the annual lumber cut. Since 
it is estimated that only about one- 
half of the lumber cut is used directly 
for houses and building, this lumber 
deficit is equal to the amount of lumber 
that goes into building in a single year. 
Of course it cannot be assumed that 
the lumber deficit is building lumber 
exclusively, for during the war there 
was a falling off in the consumption of 
lumber for making furniture, box cars, 
and many other articles besides houses. 
Nevertheless, a lumber production, of 
60 billion feet in a single year would be 
required to make good the deficit of 
wooden houses and other wooden 
articles. The supply of standing tim- 
ber and plant capacity in the lumber 
industry is easily adequate for this 
task, but high lumber prices will pre- 
vent such a heavy demand from 
accruing in one year. 


Cement 


In 1913 cement production exceeded — 
all previous records with over 92,000,- 
000 barrels, but this mark was again 
surpassed in 1917 when the figures 
reached almost 93,000,000 barrels. 
Since cement production has been con- 
tinually increasing in normal years, it 
is fair to take 92,000,000 as a basis for 
computing the deficit. The cement 
shortage is then shown by the following 
table: 


Year Production Deficit 
(Barrels) (Barrels) 
1913 92,097,131 
1914 $8,230,170 
1915 85,914,907 
1916 91,521,198 
1917 92,814,202 
1918 71,081,663 21,000,000 
1919 80,287,000 12,000,000 
33,000,000 


Accumulated deficit 
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To this deficit of 33,000,000 barrels 
must be added the 11,000,000 barrels 
used for military purposes, making a 
total cement deficit of 44,000,000 bar- 
rels. . To wipe out this accumulated 
shortage in a single year would require 
a-cement production of 135,000,000 
barrels. While the raw materials and 
plant capacity are capable of furnishing 
this amount, the demand for that 
amount of cement is not likely to 
develop in a single year. An increase 
in cement production at a rate more 
rapid than other building materials is 
to be expected, however, in view of the 
relative cheapness of cement. 


Common Brick 


Common brick production and con- 
sumption has been declining so that 
although production reached eight bil- 
lion brick in 1913, the normal average 
is probably not over seven billion brick: 
Allowing seven billion. brick as the 
normal production, we find the follow- 
ing common brick deficit: 


Production® Deficit 
Year M Brick M Brick 
1913 8,088,790 
1914 7,146,571 
1915 8,851,099 
1916 7,394,202 
1917 5,864,909 1,100,000 
1918 3,556,519 3,400,000 
1919 4,500,000° 2,500,000 
Accumulated deficit 7,000,000 


Since very little common brick was 
used for military purposes, the net 
deficit remains at about seven billion 
brick or an amount equivalent to one 
year’s production. To catch up with 
present and deferred building needs a 
common brick production of 14 bil- 


lion brick, would be required but such | 


8 United States Geological Survey. 
9 Estimated. 


a production is not likely to be de- 
manded in a single year. 

Thus, the shortage in the production 
of three leading building materials is 
about equal to the amount. of each of 
these materials consumed in building in 
a normal year. Only part of the 
cement and lumber production being 
used for building, a 50 per cent in- 
crease in the annual production of 
these materials would fill the building 
vacuum. Since all of the common 
brick 1s consumed in building, the 
deficit is equal to 100 per cent of one 
year’s production. The curtailment 
of brick buildings during the war was 
also more marked than in the case of 
lumber and cement structures; so 
there is a greater real deficit in the case 
of common brick. 


CONCLUSION 


The so-called building deficit might 
conceivably never be entirely met. 
With the cost of building materials to- 
day 135 per cent higher than the pre- 
war level, space will be economized to 
a greater extent than when buildings 
were cheaper. In the pre-war days 


‘there were always the unoccupied 


“marginal” houses, the dark apart- 
ments that were seldom if ever rented, 
the extra bed-room for guests, the 
inside hotel rooms for which people 
seldom registered, the cheap lodging 
houses that were never filled to capac- 
ity. The scarcity of buildings has 
forced families to accept the dark ` 
apartments they formerly passed by 
with disdain; lack of hotel accommoda- 
tions compels ‘the late-comer to sleep 
in the parlor or in a boiler room; some 
families give up their “extra” rooms 
to roomers, while other families dis- 
pose of their homes and confine them- 


Ci 
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selves in small furnished apartments. 
The higher cost of space will cause the 
nation to crowd into closer quarters, 
because it cannot afford to spread out 
and maintain as many vacant rooms 
as formerly. We will neither have as 
much space or as many new buildings if 
the costs of building continue to rise. 
Old buildings that would be torn down 
when new buildings were cheap will 
be patched and preserved for further 
service when a new building is a luxury. 

Factory building will proceed regard- 
less of construction costs. The ex- 
pense of the factory building is only a 
small fraction of the cost of the finished 
product and, when expanding sales 
require a larger factory, buildings 
must be erected or the profit on the 
increased sales will be lost. The 
opportunity to crowd factories into 
smaller buildings and to economize 
space 1s not as great as in the case of 
private dwellings, for factory space has 
already been economized as much. as 
possible to save heat, light, insurance, 
ground rent and interest. Neverthe- 


less, the higher cost of building may 
put a further premium on night shifts. 

In the course of time, however, build- 
ing will probably resume normal pro- 


- portions whether prices remain where 


they are or whether prices fall. A finan- 
cial depression and a fall in the prices 
of building materials will, of course, 
stimulate a rush of new building. On 
the other hand, if prices remain where 
they are, the depreciation of the dollar 
will gradually become a commonly 
accepted fact. People will cease to 
object to paying twice as much rent 
when new buildings are erected at 
twice the cost of old buildings, and 
when they receive twice as large an 
income. When the prices of every- 
thing have advanced to a new level 
and the adjustment is complete, a 
dollar ‘spent for building will go as far 
as a dollar spent for anything else. 
Then the nation will expand into its 
more commodious quarters again. 
Under any view of the situation, a 
great number of new buildings looms 


_ on the horizon. 


Housing and Building Conditions 


By Ernest T. Trica 
Vice-President, John Lucas Co., Inc., Philadelphia, Pa. 


T has been estimated that in the 
United States we are short, ap- 
proximately, a milion dwellings. I 
use the term “dwellings” to designate 
places of residence for families, includ- 
ing, thereby, apartments and other 
group-housing as well as houses. It is 
difficult to determine to a nicety what 
our national shortage is at the present 
time. An accurate survey would prob- 
ably show it to be materially greater 
than the above approximation. ‘There 
are several reasons for the shortage. 
During 1917-18 while we were en- 
gaged in the World War all of the 
available man power at home was 
required for ship building, munitions 
making, food production and other 
war necessities. During this period, 
there was practically no civilian con- 
struction, buildings could only be 
erected upon permits issued by the 
government and no permits were issued 
except for necessary construction con- 
tributing directly to the war. Another 
reason for the shortage, or to put it 
another way, for the demand for dwell- 
ings which now exists is the fact that 
due to high wages workmen are de- 
manding better types of homes, which 
demand is equivalent to providing for 
that much addition to our population. 
Then, too, we have lost a full year of 
opportunity since the signing of the 
armistice, for during 1919 housing con- 
struction was woefully behind even 
normal requirements. 
The first six months of 1919 saw 
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practically no progress in this direction, 
due to uncertainty as to price levels 
and the rather strong feeling on the 
part of many that prices would imme- 
diately decline. In the summer of 
1919 the public, generally, came to 
realize that high prices were going to 
last for some time at least and in the 
fall some construction work went for- 
ward, much of it at higher prices 
than existed in the spring. Here are 
some figures to show the condition: 
The average number of dwellings con- 
structed annually for the twenty-seven 
years from 1890 to 1917 was 352,000. 
During the last seven years of that 
period, 1910 to 1917, the annual 
average was 430,000. In 1918 the 
total was 20,000; in 1919, 71,000. It 
has been stated on reliable authority 
that there are, at the present time, 121 
families for every 100 homes in the 
country. If the average annual re- 
quirement for the next five years 
remained only the same as the average 
production from 1910 to 1917, that is, 
430,000, homes, and figuring on taking 
up only the shortage of 1918-19, we 
must construct practically three mil- 
lion new homes during that period only 
to find ourselves at the end of five 
years in the same condition we were in 
at the end of 1917, when there were 115 
families to 100 homes. I do not hesi- 
tate to say that under present condi- 
tions and in view of the large amount 
of construction work of other kinds, 
such as factories, warehouses, public 
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buildings, institutions, roads, etc., re- 
quired we cannot possibly produce 
anything like such an amount and 
unless something substantial is done 
promptly to help the situation we shall 
find a very bad condition made much 
worse. There are three important 
problems which should be met and 
solved without delay: - 


‘INCREASED ‘Hovusinac CONSTRUCTION 


Important Problems Involved 


First, Financing—The amount of 
home building with finances entirely 
provided by the owner is relatively 
unimportant. Money must be pro- 
vided for home building which can be 
retired gradually over a term of years. 
Before the war, funds could ordinarily 
be obtained from the usual financial 
sources for building purposes where the 
ground was clear and sometimes, where 
the risk warranted, practically all of 
the funds, including the ground value, 
could be borrowed. ‘Today, projectors 
of building operations must have, the 
ground clear and in many cases they 
must provide 25 per cent to 333 per 
cent of the cost of construction before 
they can borrow the balance needed, 
while in other cases the financing is 
limited to 50-60% of the 1914 valuation. 
This condition is due to the present 
_ high cost and the feeling on the part 
of financial interests accustomed to 
providing funds for such purposes, that 
before the debt is liquidated values will 
recede to a point where there will not 
‘be sufficient equity in the property to 
protect the loan. As one means of 
relieving this situation it has been 
suggested that Congress might well 
make the income on real estate mort- 
‘gages up to a total of $45,000 (mortgage 
value) exempt from federal taxes. 


This would make such mortgages pe- 
culiarly attractive to small mvestors 
and would undoubtedly release large 
sums of money in the aggregate, now 
being carried in savings banks or in 
other relatively inactive ways. It has 
been argued that such legislation would 
deprive the government of a substan- 
tial amount in annual taxes. The 
answer is that it is quite likely that it 
would not cost the government any- 
thing but would, on the contrary, 
materially increase its revenue in time, 
because the money released by such 
an act would immediately go into per- 
manent improvements which would, in 
the long run, provide their full share of 
taxation. But over and above, the 
question of revenueis theimportance of 
providing means whereby our people 
may be housed. Bills have been intro- 
duced in both houses of Congress to 
accomplish the tax exemption on real 
estate mortgages in a limited amount. - 
It is to be hoped that they will be en- 
acted into law. 

Second, Standardization —Already, 
much has been accomplished in the 
construction industry in this direction. 
The progress so far, however, has been 
more along engineering lines in big 
construction than in home building. 
The building of homes can be speeded 
up materially by the standardization 
of various factory products made to 
definite pre-determined sizes ready to 
be fitted into place on the job. Too 
much of the workman’s time is em- 
ployed in fitting parts which might and 
should come to the work already for 
assembling. There is no thought of 
standardizing architecture. It would 
be “penny wise and pound foolish” to 
advocate similarity in construction 
style. This would remove the artistic 
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and pleasing from our communities 
and eliminate individuality. But the 
general design need not be influenced 
by the many construction materials 
which could be of sizes known to the 
architect when plans are being drawn. 
Through the National Federation of 
Construction Industries which is now 
at work on this task, it is hoped that 
definite progress may soon be made in 
this direction. 

Third, Labor.—This is ‘by far the 
most important factor involved, in its 
relation to production. I shall refer to 
it but briefly. It is an all important 
subject in industry today. ‘There is a 
shortage in our basic industries at the 
present time of approximately four mil- 
lion men. In normal times immigra- 
tion adds annually 400,000 to 500,000 
workers to our payrolls; durmg the 
war this was all cut off. In 1919 the 
emigration exceeded immigration. It 
is hoped that Congress, realizing the 
depletion in labor’s ranks, will soon 
enact that kind of intelligent legisla- 
tion which will encourage the right 
kind of law-abiding workers to come 
to- our shores. Notwithstanding the 
shortage of actual workers, industry is 
confronted with a reduction of from 
30 per cent to 40 per cent in the daily 
production of the workers we have as 
compared to pre-war, man-hour pro- 
duction. This is due to a general 
letting-down on the part of labor that 
is retarding the output of supplies of 
all kinds. As an illustration, brick- 
layers who formerly laid from 1,500 to 
1,600 bricks per day, now lay only 
700 to 800. In addition to the reduc- 
tion in daily production, demands by 
workers are now being made for five- 
day weeks as well as for less hours per 
‘day. The great shortage in housing 


can only become more serious from 
year to year in the face of reduced pro- 
duction. I do not believe that more 
than a meager percentage of our work- 
ers are influenced in their attitude by 
radical or revolutionary ideas. I do 
believe that the right sort of education 
to that big majority, who are today 
thoughtlessly retarding production, 
will cause them to realize their respons- 
ibility in the situation and have the 
effect of getting from them all of the 
production and the work possible up 
to the point where it is not injurious 
to their well-being. The workmen of 
this country owe it to themselves and 
to the nation to produce to the greatest 
extent reasonably possible. .The pres- 
ent high prices are a result of a demand 
far in excess of the supply. The only 
way this condition can be changed is to 
increase the supply; that means more 
production. Attempts made under 
federal administration direction to 
standardize prices failed. Any’ effort 
to regulate or standardize prices in a 
national way in peace times will cre- 
ate an artificial condition and must 
fail. Regulating prices by industrial 
groups is illegal and cannot be done. 
No substitute has so far been found 
for the law of supply and demand 
which will effectively and permanently 
regulate prices for the law of supply 
and demand. It is the natural com- 
mon sense basis on which to operate. 
More production on the part of every 
one will spell a greater supply and make 
it possible for the demand to be more 
adequately met. Summed up, more 
encouragement » to the construction 
industry in a financial. way, elim- 
Ination of unnecessary work on 
the job through standardization, 
and more production by each work- 
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man will go a long way toward 
helping solve our national housing 
problem and enable the construction 
industry to acquit itself creditably in 
this its hour of great responsibility to 
the nation’s welfare. 

The following quotation from Rus- 
kin contains a sentiment peculiarly 
fitting at this time: 


FOREVER 

Therefore when we build, let us think that we 
build forever. Let it not be for present delight, 
nor for present use alone. Let it be such work 
as our descendants will thank us for, and let us 
think, as we lay stone on stone, that a time is to 
come when those stones will be held sacred 
because our hands have touched them, and that 
men will say as they look upon the labor, and 
wrought substance of them, ‘See this our 
Fathers did for us.’ 
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Lumber Prices 


By R. C. Bryant 
Yale University 


Price CYCLES 


HE studies made of lumber prices 

of past decades have not been suf- 
ficiently exhaustive to enable one to 
trace the exact history of the move- 
ment.! However, the studies that 
have been made are very suggestive, 
since they indicate that relative lumber 
prices move in cycles. Two of these 
cycles have been noted in the past, 
namely, between 1860 and 1880, and 


again from 1880 to 1916. Present. 


evidence points to the beginning of a 
third similar cycle. 

These cycles are characterized, dur- 
ing their early years, by an increasing 
divergence in the relative lumber price 
level from that of the “all commodi- 
ties” group, followed during the later 
years of the period by a decline in the 
rate of increase of the lumber price line, 
the latter gradually approaching the 
“all commodities” group level at the 
end of the cycle. 


SHIFTING CENTERS or LUMBER 
PRODUCTION 


The beginning of the divergence in 
the rate of increase between the two 
groups, in each cycle, is nearly coinci- 
dent with the shifting of the center of 
lumber production from one section of 
the country to a more distant one. 

Production in Northeastern States.— 


1Some difficulties present themselves in the 
study of early lumber prices because of the frag- 
mentary character of the price records and be- 
cause of the many changes in grade designations 
which took place previous to the past two 
decades. 
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The relatively rapid increase in lumber 
prices as compared to the “all com- 
modity” group came at a time when 
lumbering was losing its local character 
and becoming a national industry. 
The centers of production of the 
Northeastern States failed to meet the 
new demands made upon them and 
the lumber industry, in the course of 
its expansion, began to move to more 
distant interior points in New England, 
New York, Pennsylvania and the 
pineries of the Lake States. With 
this shift in the producing centers 
there came also a westward movement 
of the center of population. 

Although there was an abundance 
of raw material in the country, the 
supply near the markets was less 
abundant. The length of haul to 
market having increased, transporta- 
tion costs became a more important 
factor in the delivered price of lumber 
and it was early reflected in a rather 
rapid rise in the relative price of 
lumber. This latter tendency was 
not so evident in the “all commodity” 
group since there was not a similar 
shift in the source of raw materials 
required in production. 

Production in the Lake States —From 
1870 to 1880:there was a marked in- 
crease in the lumber producing capac- 
ity of the country, especially in the 
Lake States, and since the center of 
population was-gradually moving west- 
ward there was a reduced haul to 
market for the lumber used by a 
greater per cent of the consuming 
public. On the other hand, the move- 
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ment of the center of population west- 
ward meant a shift away from the 
regions where many commodities, other 
than lumber, were manufactured, hence 
there was an increasing length of haul 
and greater transportation costs. The 
latter condition caused an increase in 
the delivered cost of many commodities 
and near the close of the cycle brought 
the relative values of the groups closer 
to each other than they had been at 
any time since the Civil War. 

Production in the South and West.— 
Lumtker prices about 1880 began to 
manifest the same tendencies that 
were evident during the early part of 
the first cycle. In the meantime the 
Lake States had become the center 
of lumber production and the center 
of population had shifted to Indiana, 
thus bringing about a new readjust- 
ment in the distribution of lumber. 
Although lumber manufacture was 
still at its height in the white pine 
region, there were indications that a 
relative lumber shortage was not far 
distant and operators were beginning 
to make investments in the West and 
also in the Southern pineries. The 
divergence in the relative prices of 
lumber and the “all commodity” 
group appears to have contmued up 
to about 1907, following which time 
the rate of divergence decreased and 
more closely followed the general 
trend during the period from 1873 to 
1880. 

There is some evidence that we are 
entering upon a third cycle in the 
lumber price movement. The Bureau 
of Labor Statistics far the year 1919 
shows that lumber and building ma- 
terials advanced during the year 66.5 
per cent; cloths and clothing 49.5 
per cent; house-furnishing goods 48.5 


ta 
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per cent; food prices as a whole 22 per 
cent; fuel and lighting 8 per cent, and 
metal prices 3 per cent. Whether 
this heavy advance in building mate- 
rials, including lumber, is the fore- 
runner of a new cycle in the lumber 
price movement or merely an incident 
due to the disturbed ‘building condi- 
tions as a result of the war cannot, as 
yet, be stated. 

Recent Changes in Production Cen- 
ters.—We are now passing through a 
change in the lumber industry similar 
to that which occurred shortly after 
the Civil War and after 1880, namely, 
the shifting of the center of maximum 
production from one region, the South- 
ern pineries, to the forests of other 
regions, the Inland Empire and the far 
West. It is reasonable to suppose 
that the transplanting of the center 
of maximum production from the 
South to the West, 2,000 miles distant, 
without a similar transfer of the center 
of population, will again bring about a 
greater relative increase in the value of 
the “lumber” group as compared with 
the “all commodity” group. 


CHARACTERISTICS OF Prick 
MOVEMENT 


Prices Prior to 1918 


The lumber ‘price movement pre- 
vious to 1913 displayed fluctuating 
tendencies, short periods of high prices 
being followed by comparatively long 
periods of low prices during which the 
returns to the industry were either low 
or negligible. The changes were more 
pronounced in general utility woods, 
such as Southern yellow pine and 
Douglas fir, and less apparent in 
specialty woods such as cypress, red- 
wood and Eastern white pine. 

One of the chief causes of the fluctua- 
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tion of lumber prices was the rapid and 
apparently unwarranted expansion of 
the lumber industry, which led to over 


_ ` capitalization and excess mill capacity, 
_.. which in turn resulted in over produc- 
< tion and exceedingly keen competition 


not only between the various produc- 
ing regions but also between manu- 
facturers within a given region. 

Lumber prices began to rise rapidly 
about 1897, the demand for lumber 
being stimulated by the rapid indus- 
trial development of the country. An 
era of marked expansion of the lumber 
industry followed and buying of 
stumpage became so brisk that the 
price of raw material early reached a 
value which absorbed the greater part 
of the profit resulting from the higher 
prices of lumber. 

The era of high- prices for lumber 
culminated during the panic of 1907, 
and the rapid drop in value following 
this period led to many financial 
failures and to general demoralization 
in the industry. The demand for 
stumpage fell off and the chief means 
by which the majority of stumpage 
holders could secure sufficient funds to 
meet current expenses was to manufac- 
ture the stumpage into lumber and to 
sell it in the open market in com- 
petition with the products of other 

-operators equally hard pressed. 

The period following 1907, especially 
from 1908 to 1910, was marked by 
many failures in the lumber industry 
especially in the Northwest. By 1911 
the lumber business had become more 
profitable. In 1912 there was a 
marked improvement in lumber de- 
mand and in lumber prices fostered by 
improved business conditions, an in- 
crease in building, increased railroad 
earnings and favorable crops. 


Prices, 1913-1920 | 


1913.—Although the trade at the 
opening of the year 1913-looked favor- 
able, prices began to decline in April 
and competition among manufactur- 
ers was very keen. During the last 
four months of the year lumber prices 
were unsatisfactory, those for general 
building woods, such as Southern 
yellow pine, approached the price 
level prevailing in 1908 following the 
panic. 

1914.—Values continued to fall dur- 
ing 1914 because of the subnormal 
building activities and the relatively 
meagre purchases made by the rail- 
roads. The opening of the European 
war in August soon reduced lumber ex- 
ports to a minimum and brought about 
a hesitant attitude in buyers in this 
country, who limited their purchases 
to immediate needs only. In spite of 
curtailed production stocks of lumber 
accumulated at the mills throughout 
the year, since curtailment did not 
keep pace with the decreased demand. 
It was not until the middle of the 
following year that the stocks on hand 
began to diminish to an appreciable 
extent. 

1915.—During the first three quar- 
ters of 1915, lumber prices remained 
at approximately the same level as 
those current during the latter part of 
1914. ‘Toward the close of the year 
the price level took an upward turn 
due to the large amount of industrial 
construction, the revival of railroad 
purchases of lumber on a rather large 
scale, purchases of retail yard, planing 
mill and wood-using factories made in 
anticipation of a heavy spring trade, 
and to a car shortage which created 
a lumber scarcity in some sections. 
Production was greatly stimulated by 
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this revival in demand, since operators 
were desirous of recovering their 
losses of the previous two years. 

1916.—Stocks of lumber carried 
over into 1916 were not abnormal but 
there was a tendency on the part of 
- buyers to withhold -purchases in the 
hope of a return to the low quotations 
of 1915. This attitude on the part of 
the buyers led to price concessions, 
especially on general building woods, 
which was reflected in a price decline 
for many grades during the first two 
quarters of the year. This took place 
in spite of an acute car shortage which 
started during February and which later 
in the year proved to be one of the 
greatest transportation handicaps that 
the industry had experienced. Nor- 
mally, a car shortage tends to raise 
prices by bringing about arelative scarc- 
ity of lumber in the large consuming 
regions. However, production so far 
exceeded the amount of lumber moved, 
that stocks rapidly accumulated and, 
in order to finance the operations, sales 
were made at a lower price than would 
ordinarily be justified. An increased 
demand for lumber and a continuance 
of the transportation handicap led to 
a rise in price late in the year. 

1917.—In the second quarter of 
1917 a marked advance came. This 
advance was due chiefly to the heavy 
demands of the United States govern- 
ment for military purposes, to the 
industrial activity in manufacturing 
centers due also to the war, and to the 
great prosperity which had come to 
the agricultural sections through the 
high prices which they received for 
their crops. 


The chief feature of the market 


during the last nine months of the 
year were the government purchases 
7 


since the general building program of 
the country was subordinated to 


military requirements, and labor and _ . 


money for speculative building could 
not be secured easily. 

Prices during the last half of the 
year were held to a comparatively 
uniform advance by a voluntary price 
agreement entered into in June, be- 
tween the Southern pine operators and 
the Council of National Defense, for 
such lumber as the United States 
government required for military can- 
tonment purposes. This agreement 
did much to steady the price of general 
building woods, since Southern pine 
represents such a large per cent of the _ 
lumber output of the country. The 
importance of this wood in the mili- 
tary program during 1917 and 1918 
is shown by the fact that 3,500,000,000 
board feet of Southern pine lumber was 
absorbed for government purposes 
during a period of eighteen months. 

The characteristic features of the 
1917 lumber trade were the abnormal 
government demand, greatly reduced 
commercial business not related to the 
military program, transportation handi- 
caps for the movement of commercial 
sales, and a voluntary price agreement 
between the producers and the various 
governmental purchasing agencies. 

1918.—Commercial prices advanced 
rapidly during the early months of 
1918 for such consignments as could 


‘be moved. This was due chiefly to a 


desire on the part of buyers to stock 
up previous to the 25 per cent advance 
in freight rates which was to go into 
effect on June 25, to the rapidly rising 
costs of production which pointed 
towards higher prices later in the year, 
and to the fear that with reduced 
production and increasing government 
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demands, the commercial buyers, in 
order to make certain even of their 
minimum requirements at a satisfac- 
tory price, must secure their stocks at 
an early date, 


Governmental Price Fixing 


The rapidly widening gap between 
governmental and commercial prices 
for lumber soon forced the conclusion 
that it would be impossible for the 
government to continue to purchase 
lumber in reasonable quantities unless 
some measures were adopted to put 
both governmental and commercial 
quotations on a parity. 

The price fixing committee of the 
War Industries Board therefore fixed 
a maximum price at which certain 
kinds of lumber could be sold both to 
public and commercial agencies. The 
prices were first fixed for Southern yel- 
low pine and Douglas fir in March, 
followed by Eastern spruce in April, 
and Pennsylvania hemlock in August. 
Special agreements were made also 
with regard to some other woods. 
No attempt was made to fix the price 
of hardwoods, although informal agree- 
ments were made with producers 
regarding certain items such as ma- 
hogany lumber and birch logs which 
were in demand for special military 
purposes. All of the price restrictions 
were removed by the end of the year. 

Conservation measures were en- 
forced in many wood-using industries, 
during the latter part of the year be- 
cause of the necessity of diverting 
their labor, supplies and transportation 
to direct or indirect military purposes. 
These measures greatly curtailed the 
use of lumber for all but essential 
purposes. The result was a heavy 
decline in lumber production and a 


consequent decrease in stocks on hand 
at the mills, since the movement of 
lumber was in excess of production. 

During the last quarter of 1918 the 
lumber price index showed a decline of 
3 points.2 Southern yellow pine, how- 
ever, rose 1 point and Eastern hem- 
lock and Eastern spruce remained 
stationary. 

This check in the rise of prices was 
due, in the case of hardwoods, to the 
abrupt cessation of lumber purchases 
by the government and to the inability 
of the commercial market to immedi- 
ately absorb its normal amount of 
material. The industries using hard- 
woods, in many cases, specialized on 
war requirements and had large quan- 
tities of material on hand which had to 
be utilized before making new pur- 
chases. The uncertainty as to the 
trend of business during the next few 
months also caused a reduced demand. 

The stock of general purpose lumber 
in the hands of dealers in this country 
was at a very low point, however, and 
the immediate requirements for lumber 
for repairs was sufficient to hold the 
market rather firm for construction 
woods. The Douglas fir decline may 
be attributed to the great uncertainty 
which existed in the minds of western 
operators as to the course future events 
would take. The movement of their 
product was hampered also by trans- 
portation conditions. 


Prices in 1919 


The first six months of 1919 was a 
period of more or less uncertainty in 
the lumber market. The lumber trade 
was unduly disturbed over what dis- 


2 Based upon the lumber price index in Prices 
of Lumber, by R. C. Bryant, War Industries 
Board Price Bulletin No. 48, Washington, 1919. 
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position was to be made of the several 
hundred million feet of lumber which 
the government had on hand at thesign- 
ing of the armistice. Producers also 
were greatly concerned over the possi- 
ble trend of business in this country 
and abroad. Many diverse opinions 
existed as to the volume of lumber 
that would be absorbed, the prices 
which it would bring and the probable 
trend of costs. Labor conditions in 
the industry were unsettled, a marked 
labor shortage existing, with constant 
pressure being applied for a wage 
increase. 

Southern Yellow Pine—TIn spite of 
these handicaps and the general busi- 
ness uncertainty of the country the 
index number of Southern yellow pine 
rose from 185 in the fourth quarter of 
1918 to 200 during the first quarter of 
1919. This increase was due to the 
very low stocks held at the mills, the 
small production of the mills and the 
relatively active demand for Southern 
yellow pine for general industrial 
purposes. 

Most hardwoods suffered a decline 
during the first quarter of 1919 because 
wood-using industries had not yet re- 
turned to a normal basis and the 
export trade had not developed to any 
marked extent. 

The start, about mid-year, of the 
building program to meet the housing 
shortage led to a brisk demand for 
general building lumber and prices for 
all items of stock began to advance 
very rapidly. This was reflected in 
prices of Southern yellow pine, whose 
index number during the*second quar- 
ter was 216, during the third quarter 
285, and during the fourth quarter 329, 
the total advance during the year 
being 144 points. The advance during 


the year was greater than any which 
has occurred during a like period in the 
history of Southern pine and represents 
21 per cent of the entire price advance 
made during the years 1913 to 1919 
inclusive. Similar, but less pro- 
nounced advances also took place in 
other general building woods. 

Eastern White Pine-—In 1919, the 
Eastern white pine index number was 
163 during the first quarter, 167 during 
the second, 201 during the third, and 
203 during the fourth. Of the total 
advance of 38 in the relative price of 
the above wood, 92 per cent came 
during the third quarter. Eastern 
white pine dropped 2 points from the 
last quarter of 1918 to the first quarter 
of 1919, a slight reduction occurring 
in all grades. This was due to the 
slackening of the box trade and other 
special uses for which white pine is 
used. 

Eastern Spruce and Hemlock.—Kast- 
ern hemlock showed an advance of 
85 points during the year. Eastern 
spruce dropped from 184 in the last 
quarter of 1918 to 173 during the first 
quarter of 1919, following which it 
rose to 204 during the third quarter, 
falling to 202 in the fourth quarter. 
Of the four softwoods considered in 
this study, spruce is the only one which 
showed a decline during the fourth 
quarter. This was due to the light 
demand for certain items, especially 
in “random” and “boards,” which led 
to a drop in price in these items dur- 
ing October and November. The loss 
in value was largely regained during 
December. The chief reason for the 
decline in demand appears to have 
been that builders exhibited a tend- 
ency to hold back on building opera- 
tions because of the increasing costs of 
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labor and materials. Producers facing 
a dull market began to make price 
concessions to move stock. By De- 
cember a new attitude towards build- 


ing was assumed by contractors, Tag 
This ac- ` 


again entered the market. 
tion of the contractors combined with 
a shortage of lumber due to inadequate 
transportation, again caused a stiffen- 
ing of prices. There was but little 
weakening of the market in “Frames” 
during the last quarter. 

Hardwoods.—Hardwoods showed a 
marked increase during 1919. The 
price level of plain oak, hard maple, 
gum, birch, ash, and hickory, however, 
dropped during the first quarter of 
1919 as compared to the last quarter 
of 1918, because of the uncertainty 
which existed in the wood-using indus- 
tries regarding probable demand for 
their products during the year. By 
the second quarter the trend of busi- 
ness was more clearly foreseen and 
prices for all species began to rise. 

A very rapid increase in values 
occurred during the last two quarters, 
because unfavorable operating condi- 
tions had kept production at a point 
below demand, stocks at mills were 
rapidly becoming depleted, and the 
demand for hardwoods by wood-using 
industries, which were again on a 
favorable operating basis, was becom- 
ing very strong. The prices offered 
by hardwood buyers were in excess of 
any. previously paid for the same class 
of material. The most rapid advance 
in many hardwoods came during the 
last quarter of the year, when competi- 
tive buying by furniture, vehicle, 
automobile and similar industries raised 
prices to an unheard of level. 


Gum.—Among those species the 


prices of which were studied, gum 


showed the greatest relative advance | 
during the year, the mdex number 
rising from 185 during the last quarter 
of 1918 to 355 during the last quarter 
of 1919. Of this advance of 170 
points, 56.5 per cent took place during 
the third quarter of the year, in con- 
trast to most other hardwoods, and 
27 per cent during the last quarter. 
Gum, up to a few years ago, was 
regarded as one of our “cheap” 
woods, but the value of the lower 
grades for box material and the upper 
grades for furniture and other decora- 
tive purposes has raised its price level 
to a high point. 

Ash—The index number for ash 
advanced from 172 to 285 during the 
year, 58 per cent of this increase 
occurring during the last quarter, and 
22 per cent during the third quarter. 
The chief factor in the advance in the 
price of this species has been the 
abnormal demand for this wood by 
the vehicle and other allied industries. 

Birch.—Birch advanced from 158 to 
221 from the fourth quarter of 1918 
through the fourth quarter of 1919, 
but due to a decline in the first quarter 
of 1919, the actual increase for the 
last three quarters of 1919 was 82 
points, 80 per cent of which occurred 
during the last quarter. 

Poplar.—Yellow poplar was one of 
the two hardwoods included in this 
study which did not show a decline 
during the first quarter of the year. 
The maximum rise came during the 
last quarter of the year which repre- 
sented 44 per cent of the 1919 price 
advance. The rise during the third 
quarter was 36.5 per cent of that for 
the year. 

Chestnut.—Chestnut showed a slight 
advance during the early months of 
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the year, but during the third quarter 
it rose 34 points above the second 
quarter, and during the fourth quarter 
28 points above the preceding one. 

Hickory.—Prices of hickory declined 
slightly during the first. quarter but 
rose rapidly during the second and 
third quarters. In the latter period 
they were 30 per cent above the last 
quarter of 1918. The decline during 
the fourth quarter of 1919 may be 
attributed to the fact that only two 
grades of common lumber were avail- 
able for study and that the demand for 
the low grades fell off during the latter 
part of the year. Had prices of the 
best grades been available the index 
number for hickory would not have 
showed this marked decline. 

The maximum 1919 lumber price 
advances, as indicated by the data 
used, came in the third quarter for all 
species except yellow poplar and birch, 
which showed a higher increase during 
the fourth quarter. Among softwoods 
the only decline noted at the end of the 
year was in spruce, and among hard- 
woods, in hickory. 

During the year 1919 the twelve 
woods forming the basis for this study 
showed the following per cents increase 
in relative price: Hard maple 114; 
gum 92; oak, plam, 87; Southern 
yellow pine 77; ash 65; hickory 60; 
yellow poplar 58; chestnut 53; Eastern 
hemlock 50; birch 40; Eastern white 
pine 23; and spruce 10. It is, there- 
fore, evident that the maximum rela- 
tive rise in price was in specialty hard- 
woods, while the rise in the price of 
softwoods came in general building 
woods, with the exception-of spruce, 
which showed the lowest per cent rise 
during the year. This was due to the 
average base price of spruce being 60 


nt 
aa 


per cent higher than that for Southern 
yellow pine and also to the fact that 
actual advances in the price of spruce 
were much less because the better 
grades of Southern yellow pine are 
adapted for more highly specialized . 
uses in building construction than any 
of the grades of spruce. 

The index numbers for the species 
mentioned for the years 1918 and 1919 
inclusive are shown in Table I, and 
also graphically for the years 1913 to 
1919, inclusive, by Figures 1, 2 and 3. 


Lumber Prices Compared with “All 
Commodities” 


The Bureau of Labor Statistics 
monthly index for “all commodities” 
and for “lumber and building materi- 
als” shows that from December, 1918, 
to January, 1920, the increase in relative 
prices was 20.4 per cent for the first 
group and 63.5 per cent for the second. 
In only one of the species of lumber 
mentioned, namely spruce, was the 
increase below that for the “all com- 
modities” group. Five species showed 
a greater advance in relative price 
than the “lumber and building ma- 
terials groups.” Time has not per- 
mitted the calculation of the 1918 
index number for the species discussed 
in this article so that the actual in- 
crease in the “lumber” group cannot 
be given. The 1919 index number for 
the twelve species, discussed in this 
article, shows an increase of 30 
per cent over the 1918 mdex num- 
ber for the same twelve species 
and for Douglas fir. Were it pos- 
sible to include Douglas fir in the 
1919 index, the per cent of increase 
would undoubtedly besomewhat higher. 
It is evident, however, that the “lum- 
ber” group values have risen at a rate 


88 


RELATIVE PRICES oF 
—— CHESTNUT 


Tue Annats or THE American AcaDEMY 


(OOL=FI6L ung 0} ‘GIGIL ‘Ame ‘sard pajonb afvzea y) 


‘GIGI pend yymoz 0} ‘gIET ‘openb puodss ‘ssoqaenb Aq ‘ysy pue mejdog APA Ig ‘ynuyseyQ—'sadiig Jo SIOQUINN xəpur paqe M—'g “DL 
"g 


© 
© 
* 


BY QUARTERS 


YELLOW POPLAR 


BIRCH 
ASH 





x 


i = a 





SECOND QUARTER,ISIZ TO FOURTH QUARTER, !I919 
AVERAGE QUOTED PRICES JULY 1913 T° JUNE [9147100 


RK 


& 
By 





LUMBER PRICES 


`% 


at least 50 per cent higher than those 
for the “all commodity” group. It 
is not anticipated that this rate of 
increase will continue long, because 
further marked advances in lumber 
prices are doubtful. Tt is not a matter 
of surprise, however, that such a rise 


l 89 


From the standpoint of national 
welfare the raising of the lumber price 
level to a plane more nearly equal to 
the “all commodities” group may be 
regarded with favor, since prices in 
former years have been too low to 
encourage timber land owners to en- 


should have occurred, since for many gage in the production of timber for 
years lumber was sold on a narrow our future needs. With the present 
margin of profit and did not share to price level, it now becomes practicable 
the same degree in the advances made to urge the growing of timber crops 
by some other groups. For example, since the returns promise to be such as 
the. Bureau of Labor Statistics show to insure a reasonable profit on the 


that from January, 1913, to January, 


1919, the “all commodity” group 
values rose 103 per cent, while that for 
lumber rose only 67 per cent, and for 
“lumber and other building materials” 
61 per cent. 


Investment. 


Dangers of Rapid Price Increases 


That the rapid price increase during - 
the last year carried with it an element 
of danger to lumber producers cannot 


TABLE I.—Inpex NUMBERS or LUMBER Prices ror THE YEARS AND Quarters, 1918-1919 * 
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Year 1918...... 186 | 162 | 159 | 177 | 138 | 146 | -184 | 136 | 145 | 154 | 162 | 162 
1919...... 223 | 258 | 182 | 205 | 190 | 196 | 200 | 263 | 170 | 165 | 203 | 215 | 211 
Quarters 1918 
EMS waver sue 182 | 154 | 147 | 161 | 129 | 135 | 175 | 183 | 189 | 143 | 150 | 182 
Second....... 194 | 163 | 156 | 180 | 137 | 158 | 188 | 1385 | 140 | 154 | 160 | 144 
Third........ 184 | 167 | 166 | 184 | 187 | 146 | 188 | 187 | 145 | 156 | 165 | 192 
Fourth....... 185 | 165 | 166 | 184 | 138 | 145 | 185 | 138 | 158 | 161 | 172 | 179 
Quarters 1919 
Fitte serenti 175 | 200 | 163 | 167 | 173 | 185 | 187 | 175 | 189 | 189 | 167 | 162 | 174 
Seeond....... 193 | 216 | 167 | 178 | 176 | 170 | 161 | 218 | 149 | 142 | 179 | 194 | 215 
Phra ocres Z244 | 285 | 201 | 223 | 204 | 222 | 208 | 309 | 183 | 157 213 | 219 | 283 
Fourth. ...... 282 | 329 | 203 | 251 | 202 | 258 | 310 | 355 | 211 | 221 | 254 | 285 | 282 


* The Index numbers for the year 1918 are taken from Prices of Lumber by R. C. Bryant, War 
Didusta ies Price Bulletin No. 43, Washington, 1919, It was not practicable to secure data on Douglas 
fir prices, which appear in the ‘above mentioned bulletin; hence a series of index numbers for this 
species are not included. The prices of all species, except those for spruce, are taken from quar- 
terly f. o. b. wholesale mill prices collected by the U. S. Forest Service, while those for spruce have 
been compiled from weekly quotations in the Boston wholesale market and published in the Com- 
mercial Bulletin of Boston. ‘The quotations for Southern yellow pine are from mills in Alabama, 
Arkansas, Louisiana, Mississippi and Texas; Eastern white pine from mills in Michigan and Wis- 
consin; Eastern hemlock from mills in Michigan and Wisconsin; oak, plain, from mills in Arkansas, 
Kentucky, Louisiana, Mississippi, Tennessee, and West Virginia; gum from mills in Alabama, Arkan- 
sas, Louisiana, Mississippi, Missouri and Tennessee; chestnut from mills in Kentucky, North Caro- 
lina, Tennessee and West Virginia; yellow poplar from mills in Kentucky, North Carolina, Tennessee 
and West Virginia; hickory from mills in Tennessee; hard maple from mills in Michigan; ash from 
a in Arkansas, Kentucky, Mississippi, Missouri, Tennessee and West Virginia; birch from mills 
in Wisconsin. 
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be doubted. Instability of prices 
leads to demoralization of the market, 
to a reduction in the volume of busi- 
ness and to the stimulation of the 
growing use of wood substitutes. 
With this in mind several sales organi- 
zations representing large lumber pro- 
ducers in the United States recently 
announced that their wholesale prices 
during the first six months of 1920 
would be fixed at a point not exceeding 
the prices quoted on January 15, 1920. 
This, it is believed, will restore confi- 
dence in the buying public and will 
enable them to outline their buying 
policy on a definite maximum price. 

The reasons for the phenomenal 
advance in prices in 1919 are not 
difficult to find, and may be attribu- 
ted largely to depleted stocks at the 
mills, low production, serious transpor- 
tation troubles and increased costs. 
Of these factors, the first three have 
. been the most important, since the 
relative increase in price during the 
last few months has been greater than 
the increased cost of placing the pro- 
duct on the market. 


Srocks on Hanp, 1916-1919 


The situation~with reference to 
stocks on hand in the Southern pine 


region is shown in Fig. 4, which is , 


based upon the lumber held by the 
average Southern pine mill for the 
years from 1916 to 1919 inclusive. 
From this itcan beseen that, with minor 
exceptions, the stocks rapidly de- 
creased from June, 1917, to September, 
1919, since which time a slight accumu- 
lation has taken place, due chiefly to 
the inability of mills to move their 
. product to market because of the 
lack of cars. ae 

The continued demand for lumber 


was such that on January 27, 1920, the © 
secretary-manager of the Southern 
Pine Association reported that 146 
mills had unfilled orders on hand for 
more than one-half of a billion board 
feet of lumber—about three and one- 
half million board feet per mill. 

In the Douglas fir region the stocks 
at the mills steadily declined from 
January, 1919, when they were 83 per 
cent of normal, to August, when they 
were 56 per cent of normal. Since 
that time theré has been a rapid 


‘accumulation of lumber, the December 


stock sheets showing the stocks to be 
90 per cent of normal. This accumu- 
lation is due largely to a serious car 
shortage which has greatly reduced 
the volume of lumber which has moved 
eastward. The Douglas fir price level 
through the latter part of the year rose 
rapidly. One grade of Douglas fir 
(4/4 vertical grain car siding) reached 
$100, the first time in the history of 
this species that such a high price has 
been obtained for any part of the 
general mill output.‘ 

Stocks at hardwood mills showed a 
decline of 39 per cent from January 1, 
1919, to November 1, 1919, the latest 
date for which records were available.’ 
There is every indication that the stocks 
at the end of the year were at a still 
lower level, with no immediate pros- 
pect of bringing them up to a point 
which would meet even the emergency 
requirements of the country. 

A summary of the reports of eight 
regional lumber manufacturers associa- 
tions which was compiled by the 


See Fig. 5. 

4A Douglas fir price index is not included in 
Table I because of the lack of data. 

5 Based on a report of the American Hardwood 
Manufacturers’ Association. See Fig. 6. 
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National Lumber Manufacturers Asso- 
ciation, shows that during the year the 
reported cut was 10,417 millions of 
board feet, the shipments, 10,081 
millions of -board feet and the orders, 
10,231 millions of board feet. The 
shipments were therefore 96.7 per 
cent and the orders 98.2 per cent of 
‘production. ‘The industry as a whole, 
therefore has had but little opportu- 
nity to replenish the depleted stocks 
at the mill, and the country entered 


the present year with a relatively low 
stock of lumber from which to draw. 
Since production for the last six 
months for the mills reporting to the 
National Association was approxi- 
mately only 80 per cent of normal, the 
possibility of a price reduction for lum- 
ber is not encouraging. 

This is especially true, since in 
many oi the large consuming regions 
the available stocks of lumber at retail 
yards are at a minimum and badly 


COMPARATIVE STOCK ON HANO OF THE*AVERAGE 
ILL SOUTHERN PINE ASsOctlATION FEB I, [315 TO 


DEC.31, 1919 
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Fig. 4.—-Stocks on hand at the average mill, as reported to the Southern Pine Association, 


February 1, 1915, to December 31, 1919. 
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~ broken, and if the prices hold to a 
reasonable level an unprecedented 
demand for lumber may be reported 
during the coming year. 


Production in 1919 


The reasons for low production in 
1919 may be attributed chiefly to the 
scarcity and inefficiency of labor and 
the very unfavorable climatic condi- 
tions which prevailed during the latter 
part of the year. 

Labor Shortage.—The labor situation 
in the Southern pine region well illus- 
trates the conditions which the opera- 
tors faced in practically every section 
of the country during the last year. 
Southern pine operators were con- 
fronted with an average labor shortage 
of 20 per cent due to the exodus of 
many workmen to urban centers. In 
July, 1914, it required 23.3 man hours 
to produce one thousand board feet of 
lumber, while in July, 1919, it required 
87.5 man hours to accomplish the same 
result. The labor cost increased from 
$6.01 per thousand board feet to 
$13.50, or 125 per cent. Again in 
July, 1914, it required 134 men on the 
pay roll to maintain a full crew of 100 
men per day, while in July, 1919, 153 
men were carried on the pay roll to 
maintain a crew of the same size’ If 
the producers met with no other 
obstacle, they could not have kept 
production at a level approaching 
normal. 

Climatic Conditions.—Coupled with 
an unsatisfactory labor situation there 
were climatic conditions, especially 
in the South, which greatly hampered 


¢ From a letter written by J. E. Rhodes, Secre- 
tary-Manager, Southern Pine Association, pub- 
lished in the American Lumberman, Chicago, 
February 28, 1920, p. 51. 


logging operations during the latter 
part of the year. The logging condi- 
tions during the early part of 1919 
were favorable, but during the fall and 
early winter, especially in October and 
November, the precipitation was several 
per cent above the average reported 
for many years, which so reduced the 
log mput that a log shortage occurred 
which compelled many mills to run on 
a part-time schedule. 

During the first eleven months of 
the year, 135 subscriber mills reporting 
to the Southern Pine Association 
showed a total loss of 80,213 hours, or 
approximately 60 working days each, 
41,878 hours or 31 working days being 
due to a shortage of logs. On the 
basis of normal production, the loss of 
the above mentioned time represented 
a decrease in production for the 135 
mills of nearly 600 million board feet. 

The situation in the hardwood 
region was particularly trying since 
the winter production in 1918-19 was 
much below normal because the rela- 
tively light demand for hardwood 
lumber during the latter part of 1918 
caused manufacturers to carry small 
stocks of logs. The revival of the 
hardwood trade during the early part 
of 1919 found the mills with a shortage 
of logs which greatly limited produc- 
tion. Summer logging was started on 
the usual scale but was hampered by 
rains in May and June so that the log 
output was not equal to the demand. 
Hardwood manufacturers purchased 
large quantities of logs from small 
operators and the serious car shortage 
which occurred from July to Septem- 
ber curtailed the movement of these 
logs and thereby created an unexpected 


deficit in the supply of raw material 


at the mills. 
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As a consequence of the various 
combinations of circumstances, hard- 
wood operators went into the winter of 
1919-20 with the smallest log supply 
in recent years. This will mean a low 
lumber output, relatively speaking, 
since logging cannot reach normal 
before the late spring or early summer 
of 1920. 


In the Northwest the chief factor 


which has influenced production has 
been the labor situation, while a car 
shortage has chiefly affected shipments. 
In this region production has not been 
hampered to the same extent as m the 
South, which is shown by the return 
of the mill stocks to approximately 
normal at the close of the year. 

Since a large part of the lumber for 
the domestic trade moves from the 





producer to the consumer by rail, the 
transportation situation has a marked 
influence on the price at which lumber 
is sold. In times when the demand for 
lumber is spirited, the failure of rail 
transportation to function normally 
may, and often does, create a marked 
scarcity of lumber in the larger mar- 
kets of the country. This was the 
case during the past year. 

From July to September Southern | 
pine operators did not receive more 
than 60 per cent of their car require- 
ments, and only about 75 per cent of 
their requirements during the last 
two-months of the year. The west 
coast situation also was so unfavorable, 
that it was not possible to deliver 
lumber in the volume that the con- 


_ sumers demanded. The result has 
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Fic. 5.—The per cent of normal stocks on hand at fille in the Northwest as reported to the West 
Coast Lumber Manufacturers’ Association. January to December, 1919, inclusive. 
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been an uncontrolled market for such 
lumber as could be delivered. 
Increasing costs of production have 
played only a minor part in the present 
price level, since the values at which 
lumber changes hands are determined 
chiefly by the competitive bidding of 
buyers to fill their most pressing needs. 


Tor FUTURE or tat PRICE 
Movement 


There are certain phases of the 
present lumber situation which furnish 
some basis for a reasonable prediction 
of the probable course which lumber 
prices will take during the course of 
the present year. Attention has been 
directed previously to the low stocks 
now held at the mills and to the sub- 
normal rate of production m the face 
of unprecedented demand. As far as 
we can now see there is no immediate 
prospect of a marked change in condi- 
tions affecting the output of the mills 
since there is little assurance that labor 
conditions will soon approach normal. 

It is improbable that the lumber 
industry during 1920 can produce a 
greater amount of lumber than it did 
in 1918, approximately 33 billion feet, 
a quantity several billion feet below 
the production for a number of years 
previous.’ If this prediction is true, 
the lumber cut of the country will 
again prove inadequate to our immedi- 
ate needs and a relative scarcity of 
lumber will contimue to exist, pro- 
vided our requirements are normal or 
nearly so. 

Whether the demand will continue 


7For a detailed statement of the lumber cut 
of the United States for each calendar year from 
1913 to 1918 inclusive, see Prices of Lumber, by 
R. C. Bryant, War Industries Board Price 
Bulletin No. 43. 


as great as it has been during the last 
few.months will depend, it is believed, 
on whether the prices of lumber can 
be held to a relatively stable basis, 
The demand for building materials 
will not continue unabated if prices 
tend to rise as they have during the 
last few months. The need for lumber 


_is as great as ever but the high prices 


now prevailing already have -had a 
tendency to limit speculative building 
operations to a minimum and any 
further advances will undoubtedly 
cause a cessation of all but the most 
urgent building needs. 

Building Requirements for 1920.— 
The building requirements of the 
country were ably summarized by the 
Brookmire Economic Service a few 
weeks ago.’ In this statement it is 
pointed out that the average building 
program of the country calls for the 
annual expenditure of approximately 
$700,000,000. Since January, 1919, 
23 per cent of the contemplated con- 
struction has been for private building 
opefations, both speculative and non- 
speculative; 15 per cent for the con- 
struction of apartments and lke 
structures; and 62 per cent for struc- 
tures such as theatres, churches, office 
buildings, factories, public buildings 
and similar projects. 

The building statistics for some 105 
cities in the United States for the last 
twelve years show that, with the 
exception of 1916, the building pro- 
gram has been below normal since 
1918, touching the lowest point in 
1918.9 In order to bring the building 


8The Building Outlook for 1920, by John C. 
Howell, Southern Lumberman, Nashville, Decem- 
ber 20, 1919, p. 181. 

Qn January 1, 1919, the American Architect 
estimated that, due to decreased building opera- 
tions; this country was short 700,000 dwellings. 
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program up to normal for this entire 
period the expenditures during 1920 
must approximate $2,500,000,000. 

The restriction in building con- 
struction for housing purposes is well 
illustrated by conditions in three of 
the largest boroughs of Greater New 
York, namely, Manhattan, Brooklyn 
and the Bronx, which in 1916 spent 
$76,000,000 for dwellings, an expendi- 
ture that did not even then fully meet 
the demand. During 1917 and 1918 
the expenditure was approximately 
$29,000,000 of which about $10,000,000 
was spent in 1918. 

Although we have the immediate 
necessity for the greatest building 
program in the history of the country, 
it is exceedingly doubtful if sufficient 
capital can be secured to finance even 
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a reasonable proportion of it, since the 
present high price of building materials 
of all sorts and of labor will not in 
all cases permit the necessary returns 
on investments made in speculative 
building. 

It is therefore probable, that during 
the coming year operations will be 
confined chiefly to necessary building 
operations. It is doubtful if even the 
normal program will be met, unless 
costs become more stable than they 
have been during the last few months. 
A great shortage of housing accommo- 
dations for our normal population, 
however, augurs well for a strong future 
demand for general building woods. 

Prospective Demands——What of 
other wood requirements? The furni- 
ture trade during 1919 reports that 


Miter ad Beard feat. 


_ Fie. 6.—Stocks on hand at hardwood mills in the Southern and Eastern districts of the Amer- 
ican Hardwood Manufacturers’ Association, as reported to the above association. January 1, 


1919, to November 1, 1919. 
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business exceeded expectations, the 
demand being. for the better quality 
of stock. The industry now has on 
its' books enough business to keep the 
plants running to capacity until early 
fall, with prospects of one of the most 
prosperous years in its history. There 
is therefore but a slight chance for a 
diminution in demand for raw material 
by the industry. Since the furniture 
trade normally consumes more than 


900 million board feet of lumber 


annually, largely hardwoods, this 
means a sustained demand for this 
class of material. 

The vehicle and agricultural trade 
which normally consumes more than 
one billion feet of lumber is also active 
and will probably demand a large 
proportion of its normal requirements 
both for softwoods and hardwoods... 

- During the last three years the 
‘purchase of lumber by the railroads 
has been relatively low, with the result 
that a vast amount of material will be 
required not only to meet the ordinary 
maintenance needs, but also to make 
the necessary improvements which 
have been deferred. There now exists 


a great scarcity of box and. other 
types of cars, since the building of new 


cars has not kept pace with the increase 
in business. This is shown by” the 
fact that during the last four years the 
freight business has increased 57 per 
cent, while the freight car increase has 
been only 5 per cent. Since car con- 
struction alone is reported to require 
about one and one-quarter billion feet 
of lumber annually, it is evident that 
the railroads must in the near future 
play a more important part in the 
lumber market than they have during 
the last few years. 

We find in every branch of domestic 


è 
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lumber consumption an indication of a 
large demand during the present year 
which points to an active market for 
the lumber output of the country. 
Imports.—Previous to the war, we 
were importing, largely from’ Canada, 
approximately 1,200,000,000 board feet 
of lumber and logs (chiefly general 


. purpose woods), 900,000,000 shingles 
and 565,000,000 laths. 


These im- 
ports, in so far as lumber was’ con- 
cerned, continued to come into this 
country during the entire war period: 
and long have been recognized as one 
of our definite’ sources of supply.*® 
That any appreciable increase in our 
imports from Canada will take place 
in the future is not anticipated, since 
Canada faces industrial problems simi- 
lar to our own, which hamper produc- 
tion. In addition, Great Britain is 
making:‘vreater demands on Canada’s _ 
surplus lumber supply than she has in 
the past. There appears, therefore, . 
but little chance for an augmented 


- supply from this source. 


In so far as the sources of foreign 
supply for general purpose woods are 
concerned, they may be regarded as 
negligible since such a trade was not 
built up in the past, and present. and 
prospective ecorioniic conditions are 
not indicative of any such development 
for a great many years to come. The 
chief potential source, other than 
Canada, of imports of general purpose 
woods, is Mexico, which, because of 
the disturbed political conditions, 
holds forth no assurance of an early 
reéstablishment of the lumber manu- 
facturing projects which were de- 
stroyed during recent years. 

10 Qur imports for 1919 of lumber and logs was 


1,241,301,000 M. bd. ft.; shingles 1,987,480 M. 
pieces; laths 802,651 M. pieces. 


Loumper Pricks : 97 


The chief forest producing regions of 
Europe, namely, Russia, Finland, 
‘Sweden, Norway, Austria and Poland, 
are of interest to producers in this 
country chiefly because of the com- 
petition which they offer to American 
woods in European markets, although 
it is true that one consignment of 
Polish oak recently reached this coun- 


- try due to the very high price at which ` 


the native..oak is now selling in our 
“domestic markets. That: an active 
trade of any volume in Polish woods 
= will be built up in this country in the 
future, however, is not to be expected. 
- Ezports—In 1913 we were exporting 
- about 3,750,000,000 feet of logs and 
‘lumber to foreign countries, about 
8.4 per cent of our cut for that year. 
Of this amount 79 per cent was 
composed of softwoods. During that 
year, Europe received 37 per cent of 
our forest exports, North America 
_ (chiefly Canada and Mexico) 30 per 
‘scent; and South America 16 per cent. 
`The foreign lumber trade fell off very 
markedly during the war and in 1918 
was only 35 per cent of the export 
lumber trade of 1913. The heaviest 
decrease in the umes trade was with 
Europe. ‘ 

Our European aiae i in forest prod- 
ucts since the close of the war has not 
shown a marked increase because of 
the unprecedented domestic demand 
and the high price level, the unfavor- 
able money -exchange and the high 
shipping rates which have prevailed. il 
That there is an opportunity again to 
enter the European markets, should 
the domestic demand slacken, is un- 
doubted, although excessive compe- 


1 During 1919 our exports of logs and lumber 
reached 1,247,801 M. bd. ft., about one-third 
of the 1613 exports. 

8 A 


tition would be met from lumber / 
originating in Scandinavia and Finland. 
However, this competition can un- 
doubtedly be met by producers in the 
United States because of the increase 
in the cost of production in the Euro- 
pean countries mentioned, due to the 
great wage increase and also to the 
adoption of an eight-hour law in 
Scandinavia.: 

A recent estimate places the annual 
post-war lumber needs of Europe for 
housing facilities, new construction and 
for repairs made necessary by the 
damage done by military operations, 
at seven billion board feet in excess 
of normal pre-war requirements, an 
amount twice as great as our maximum 
peace time exports. 

While there is little chance of Europe 
being able to purchase such a large 
additional quantity of building mate- 
rial, there are indications that her 
purchases in the near future will 
exceed those made in pre-war years. 
In supplying these additional needs, 
the lumber producers in this country 
have open to them a larger field of 
export trade in Europe than they have 
ever had presented to them before, 
because only Russia, Finland and 
Sweden can largely increase their 
pre-war exports of wood products 
without greatly depleting their forest 
capital. 

Russia, during 1920, as a source of 
forest products is regarded by English 
buyers as an almost negligible factor; 
Finland, because of her internal 
troubles and unfavorable rate of money 
exchange, is considered an uncertain 
element, in so far as lumber supply 
is concerned; while both Swedish and 
Norwegian lumber exports during 1919 
were below normal, with but little 
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promise of moving more than normal 
exports during 1920. In fact, Swedish 
reports state that the log input during 
the winter of 1919-20 will be below 
normal, although this has not been 
corroborated. 

To sum up the situation as regards 


lumber prices. Indications point to` 


the maintenance of a high relative 
price level in the future. So far the 
increase in the wholesale price of 
lumber has not been reflected to a 
marked degree in the appreciation of 
the value of the raw material, stump- 
age, because of the lack of labor to 
operate present mills to capacity. 
There is also the difficulty of securing 
machinery and supplies to equip new 
competitive manufacturing plants. It 
has been the history of the industry 
that only during comparatively short 
periods, however, does lumber manu- 
facture yield a large profit, since it 
attracts new capital into the industry 
which creates additional competition 
for raw material, thus raising the 
price of the latter, and reducing the 
profits that are available to the manu- 
facturer. Additional competition also 

tends to lower the price level because 


of the keenly competitive character of 
lumber marketing. While the price 
level will undoubtedly fall during the 
course of the next year, it is doubted 
whether the industry will again ever 
face a period of low profits such as 
have overtaken it in the past. The 
supply of hardwoods is being rapidly 
depleted, while the end of the Southern 
pineries, as a vast producing center, 
is now in sight. Even today about 
50 per cent of the output of the South 
is consumed locally, and this will 


` rapidly increase with a decline in 


production. 

Our lumber values are now ap- 
proaching those of European countries . 
and it is confidently expected that in 
the future we must pay a higher price 
than we have been accustomed to 
accept up to two years ago, unless we 
adopt adequate measures to meet the 
situation. 

The sole remedy for averting a 
period of abnormally high prices for 
forest products, especially lumber, a 
few decades hence, has as its foundation 
stone the maintenance of a sustained 
yield in our forests, in other words, 
the practice of forestry. 


Minerals as Essential Raw Materials 


By Georcs Ors SMITH 
Director, United States Geological Survey 


MERICAN industry must now 
meet world-wide competition 
not only in marketing its product, but 
in procuring its raw material. To the 
manufacturer, the problem of getting 
raw material is one of both supply and 
cost; he must study sources of raw 
material with a regard for adequacy 
and permanence as well as for price. 
He must plan for the future if his 
large plant is to continue to serve its 
complex constituency. 

Though we have come to appreciate 
the size of our mineral industry and to 
recognize its essential relation to other 
industries, this idea is by no means 
new; Washington and Jefferson fore- 
saw the raw-material problem and 
looked westward for new sources of 
minerals with which to strengthen the 
growth of the young nation. It 
happens, too, that the last public 
utterance of Lincoln was a message 
given to Schuyler Colfax on the 
morning of April 14, 1865, to carry 
to the: miners of the west. “I have 
very large ideas of the mineral wealth 
of our nation—its development has 
scarcely commenced. Tell the miners 
for me that I shall promote their inter- 
ests to, the utmost, because their 
prosperity is the prosperity of the 
nation and we shall know in a very 
few years that we are indeed the 
treasury of the world.” 


America’s INDUSTRIAL DEPENDENCE 
UPON Mingrat Raw MATERIALS 


To us, these words of the War- 
President sound prophetic, and indeed 


99 


it required another great war to force 
home to America a full understanding 
of its industrial dependence upon 
mineral raw materials. The U-boat 
threat taught us that certain minerals, 
even the names of which were unfamil- 
iar to most citizens, were in fact “key” 
commodities without which basic. in- 
dustries could not operate. Domestic 
independence in these minerals was 
the necessity that gave birth to sub- 
stitutes or called into being new sources 
of supply- 

With the gradual approach of nor- 
mal conditions of world commerce, 
however, there has been that return 
to old ways of thinking that might 
be expected. There must be some 
economic limit to this possible self-suffi- 
clency even in a country so wealthy 
in raw materials as our own. With 
the question of adequate supply, which 
was uppermost during the war, is now 
joined the question of satisfactory 
price, which regains its old-time prom- 
inence with the return of competi- 
tive conditions; yet the pendulum of 
economic thought cannot swing back 
to its former extreme. The truths 
learned during the war exercise a drag 
that ought to keep our thinking some- 
what nearer the normal. 


- 


Quantity Versus Cost or MINERAL 
Raw MATERIALS 


The first lesson learned in the ex- 
perience of meeting the insistent de- 
mands of a war program, with its 
rapidly expanding industries, was to 
think in terms of quantity of commod- 


` 
kJ 
Aen, 


fe 


100 Tue ANNALS OF THE AMERICAN ACADEMY 


ity rather than its cost. So while we 
can no longer afford to pay any price 


: for immediate delivery we realize 


better that quantity is the truer meas- 
ure of usefulness and that the totals 


` stated in dollars may not express the 


advances in industrial growth they 
seem to show. We have lost some of 
our old-time faith in the dollar as a 
standard measure. 

Connected with this emphasis upon 
tons rather than dollars in considering 
the mineral raw materials is the neces- 
sity of thinking in terms of low costs 
rather than in terms of high prices. 
The day of excess profits that came 
through over-high prices ought soon to 
pass and the day of lower levels of 
both’ cost- and price ought soon to 
dawn. The producer of raw materials, 
whether farmer or miner, surely de- 


. serves his share, but in discussing prof- 


its to owner or wages to worker the 


truth should never be overlooked that 


the market price of the mineral fuel 
or of the ore is but the starting point 
of some other industry, and only dis- 
aster can result from keeping a price 
too high. The rôle of the mineral 
industry is not to exploit markets but 
to supply consumers. 

Industrial expansion on the scale 
imposed upon our country as its part 
in the war also cleared our judgment 
as to value in terms of utility. Gold 


was not one of the “war minerals,” 


the increased output of which then 
engaged the best efforts of geologist, 
metallurgist and mine worker. Gold 
may have had its place in the war 
chests of militaristic nations and 
continues to hold its place as the 
universal measure of value, but gold 
is not a raw material whose general 
utility is at all on the scale of its more 


democratic fellows, like iron or copper. 
Indeed, there is some reason to liken 
this noble metal, gold, which has so 
long held the allegiance of mankind, 
to the idle aristocracy of Europe and 
to suggest that the more abundant 
the world’s supply of gold, the poorer 
off we are in the humble but useful 
things of life. “It is a nation’s output 
of coal and iron, petroleum and copper, 
sulphur and lead, cement and zine, 
brick and aluminum, that gives it 
power, rather than its output of gold 
and diamonds. The war-time effort 
to rescue platinum from its associa- 
tions with luxury and idleness and 
draft 1t into the service of war indus- 
tries was a tardy recognition by the 
public that this precious metal is also 
highly useful. 


UNTED States MINERAL SUPPLY 


The dominance of the United States 
in so many of the essential minerals is 
proof that nature has placed us in the 
favored nation class. A simple com- 
parison of the statistics of production 
and consumption in different countries 
is enough to prove that America is in 
the highest degree self-sufficient... In 
the five important mineral raw mate- 
rials, coal, iron, copper, lead and zine, 
for example, the United States in 1913 
showed an aggregate exportable sur- 
plus of 24 per cent, whereas Germany’s 
deficiencies in these same essential 
minerals totaled 40 per cent. 


LIMITATIONS To Domsstic INDEPEND- 
ENCE IN MINERALS 


Yet our industrial leaders cannot 
disregard the international viewpoint. 


t! Miss Eleanora F. Bliss has presented these 
facts and discussed their significance in the 
international readjustment of mineral supplies, 
Economie Geology, Vol. XIV, pp. 147-171, 1919, 


MiINeRALS AS EssentiaL Raw MATERIALS 


Abundance carries responsibility, and 
domestic independence may be shorter- 
lived than we suspect. Less than a 
year and a half ago Professor Leith, in 
defining the position of the United 
States m regard to the international 
control of minerals, classified petroleum 
with copper as a mineral of which 
our exportable surplus dominates the 
world situation” He regarded his 
own statement as necessarily some- 
what tentative, but having agreed with 
him at that time I feel free to call 
attention to the strong proof now put 
forward by Mr. White that the United 
States is already dependent upon oil 
imports. Looking forward in copper 
may soon become an equally evident 
duty. 

Another reason for opening our eyes 
to the world view of minerals is the 
connection between industry and com- 
merce. No nation, however self-suf- 
ficient, can live profitably unto itself. 
Even with our wealth of raw materials, 
there are some minerals that we can 
buy cheaper than we can produce 
them and to import the cheaper mate- 
rial may be good business. Of course 
the, immediate advantage of a low 
price may be outweighed by the ulti- 
mate advantage of domestic independ- 
ence.“ But in addition to this con- 
_ sideration there is that of international 
trade, for in commerce trade balances 


? Leith, C. K., Mineral Resources of the United 
States, 1917, Part I, pp. Ya-16a, United States 
Geological Survey, 1918. 

° White, David, The Petroleum Resources of the 
World. Seq. pp. 111-134. 

4The weighing of the emergency and other 
factors is discussed by the author in a short 
paper—“Economic Limits to Domestic Inde- 
pendence in Minerals”—Mineral Resources of 
the United States, 1917, Part I, pp. la-6a, United 
States Geological Survey, 1918, 
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as well as economical freight carrying 
require return cargoes. To win foreign 
markets for our manufactured goods, 
our ships must bring to us the food 
products or the mineral raw materials 
from the Orient and South America. 

The hunt for petroleum to meet our 
future needs has fortunately begun and 
should be prosecuted with increasing 
vigor. Whether oil fields thus opened 
upon other continents with American 
capital shall eventually supply crude 
oil to our home refineries or furnish 
fuel oil to American bunker stations 
too far distant to be economically 
served from our home ports, the sup- 
plies needed to develop and operate 
the foreign fields will come from the 
United States. An “International Oil” 
operating in South America means a 
market for the product of a “Na- 
tional Tube” operating in Pennsyl- 
vania. Such investment of American 
capital in the development of foreign 
sources will not only yield the raw 
material needed and afford proper 
returns on the investment but will 
create markets for American products. 
In these respects, it is even better than 
investment in foreign government 
bonds. Fortunately, too, transplant- 
ing the American type of mining in- 
dustry in far-off, undeveloped regions 
is sure to raise the native standards of 
living, and whether or not we care to 
count the profits of enlightenment, 
each step upward calls for kerosene 
and sewing machines and typewriters. 
Fair exchange of products is good 
internationalism. 

The future security of the industrial 
program must be safeguarded, then, 
by insuring adequacy of supply of all 
the essential raw materials. In the 
pioneer stage of our rich country, 


Copper 


By B. S. BUTLER 
United States Geological Surevy 


HE copper industry is, and has 
long been, distinctly a world in- 
dustry rather than a local or national 
one. Copper is produced in but com- 
paratively few regions from which the 


supply is distributed to the peoples 


who are large users of the metal. Sev- 
eral of the highly industrial states are 
almost entirely dependent on outside 
sources, as Great Britain, France, Bel- 
gum and Holland, while others, like 
Germany, can supply but a portion of 
their needs. Other countries, like Chile 
and Peru, Mexico and the Belgian 
Congo, produce large amounts of 
copper and use but little, while others, 
like the United States and Canada, 
both consume and export large 
amounts. Figure 2 shows the relative 
production and consumption of the 
principal countries before the war. 

United States—Before the war the 
exports of copper from the United 
States exceeded 50 per cent of the total 
production and it is apparent that the 
industry in this country must meet the 
competition of a world market. 

It is also apparent that, at present, 
North and South America are the 
greatest sources of supply, while the 
manufacture of copper is carried on 
largely in the United States and 
Europe. ) 


GROWING DEMAND For COPPER 


The industry became important in 
the United States about 1845 with the 
development of the Lake Superior cop- 
per district. The rapid advancement 


in production has been in response 
to the greatly increased need for 
machinery and electrical transmission 
—the two great uses of the metal. 
For these two uses no substitute has 
yet been found that is equal to copper 
in all respects. That there is bound 
to be a great expansion in both these 
uses seems obvious. The production 
of hydroelectric power is increasing 
throughout the world and the burning 
of coal at the mine and transmission of 
power is likely to make steady progress. 
It is perhaps not too much of a dream 
to picture, at no very distant date, an 
interlocking power system that shall 
cover the eastern part of our country, 
for example, utilizing the available 
water power and supplementing: this 
power by coal. This system will 
furnish power for traction, manufac- 
turing, light and heat. As oil begins 


_to fail, as the geologists tell us it soon 


will, the motorist of the future may 
stop at the service station for “juice” 
instead of “gas.” If development lies 
in the direction suggested, within the 
next score of years we may see quite as 
intensive a campaign to develop copper 
mines as we are now witnessing in the 
search for oil. In fact, the large 
exploration companies already foresee 
a great future demand and are acquir- 
ing territory that has promise of yield- 
ing copper wherever it is to be found. 


War Demand for Copper 


In the past the output of copper has 
been controlled by the demand. For 
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COPPER 
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several years before the war the capac- 


ity of copper mines was in.excess of 
the demand for copper and the increase 
in the capacity of metallurgical plants 
had been guided by the probable need 
for the metal. Thus, until they were 
hampered by shortage of labor the 
mines were easily able to meet the 
unusual demands caused by the war. 
But it required some time to bring the 
metallurgical plants up to the same 
capacity. The increased need for 
copper for war purposes was propor- 


tionately greater than for most of the 
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major metals, thus, as compared with 
iron, it shows the following ratio: For 
the period of 1880 to 1885 there was 
produced in the world one ton of 
coppér to 104 tons of iron; for the 
period 1911 to 1915 the ratio was 1 to 
70; in 1913 the ratio was 1 to 79; in 
1914, 1 to 66; in 1915, 1 to 61; in 1916, 
1 to 53; in 1917, 1 to 52; and in 1918, 
1 to 54. This war demand has tended 
to develop an excess of copper-produc- 
ing capacity over that required for 
peace times, a condition which is 
emphasized by the fact that a much 
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‘Ftc. 2—Relative production, consumption, imports, and exports of copper by the principal copper 
producing and consuming countries in 1913. From Mineral Resources of U. S, 1917, U. S, Geological 
Survey, 
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larger proportion of copper than of iron 
that has entered into war uses can 
be converted into peace-time uses. 
Furthermore, so far as the United 
States is concerned the slow recovery 
of European countries from war con- 
ditions and the severe drop in the rate 
of exchange has hampered export busi- 
ness. There was, however, a steady 
increase in the amount of copper used 
for peace-time industry as compared 
with iron before the war and the 
temporary unbalancing of the ratio by 
the war will doubtless soon disappear. 


- WAGES AND COPPER PRICES 


“For several years before the war, 
wages in the copper industry, and in 
fact in the mining industry in general 
in the western United States, were 
controlled by the price of copper. In 
several of the large copper-producing 
camps there were agreements whereby 
wages should automatically rise and 
fall in an agreed ratio, with the rise 
and fall of the selling price of copper. 
This system was also generally followed 
eyen where there was no formal agree- 
ment, and other classes of mining in 
the west found it necessary to meet the 
wage of copper miners in order to hold 
their best class of labor. When the 
price of copper rose to unusual lev- 
els- during war and the producing 
companies were making very large 
profits, there was a demand on the 
part of labor for a larger participation 
in the prosperity. This demand was 
met by giving bonuses above the price 
that was indicated by the earlier 
agreements. When the price was fixed 
at 23.5 cents a pound in September, 
1917, by agreement between the pro- 
ducers and the government, it was 
stipulated that wages should not be 
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reduced and from that time there has 
been no close relation between the 
price of copper and wages in the sense 
of the pre-war agreements. After the 
close of the war, when the price of 
copper fell, it was found that the high 
cost of living made it impractical to 
return to the pre-war schedule, and in 
places where wages were greatly re- 
duced it was found necessary to again 
raise them in order to hold a desirable 
class of labor. 

Before the war the copper mining 
industry had been in a prosperous 
condition. The average cost of pro- 
ducing copper for the years immediately 
preceding the war was probably 9 
to 10 cents per pound and the average 
selling price for the years 1909 to 1913 
was about 14 cents a pound. The 
average profit was therefore 4 to 5 
cents a pound, or 40 to 50 per cent of 
the cost of production. 

Shortly after the opening of the 


‘European war, the price of copper 


advanced rapidly from 13.3 cents a 
pound in 1914, to 17.5 cents in 1915, 
24.6 cents in 1916, and 27.3 cents in 
1917. The cost of production also 
advanced, but not as rapidly. In 1918, 
as determined by the Federal Trade 
Commission, the average cost of pro- 
ducing copper for 85 companies, includ- 
ing foreign production of over 400,000,- 
000 pounds, was 16.167 cents a pound. 
The average cost in 1917 was doubtless 
somewhat less. It would appear, then, 
that in 1917 the profit per pound had 
risen to 12 and 13 cents and that the 
ratio of cost to profit did not differ 
greatly from the pre-war ratio. After 
the fixing of the price there was a 
decrease in the profits and in the ratio 
of costs to profits and a further decrease 
following the close of the war when the 
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Fic. 3—Labor employed and copper produced in different classes of copper mines, 1916 and 1917. 
From Mineral Resources of the U. S. 1917, U. S. Geological Survey. 


selling price fell. There was a decrease 
in costs due to increased efficiency of 
labor and the closing of mines where 
the costs were high, but there was 
undoubtedly a great decrease in prof- 
its, a condition which has continued 
to the present. j 


Erricrency IN Copper MONING. 


The increase in the amount of cop- 
per that has resulted from a day’s 


labor is a notable and gratifying feature 
of the copper industry. Thus, in the 
five-year period from 1912 to 1916 the 
average amount of copper mined per 
man per day increased from 75 to 100 
pounds. This does not include labor 
for transportation and metallurgical 
treatment. An increase of 20 per cent 
in days worked per year produced an 
increase of 62 per cent in copper mined. 
This increase is due largely to improve- 
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ment in machinery and in methods of 
mining and especially to the increased 
proportion of copper derived from 
large deposits that are operated cheaply 
on a large scale. - 

` In this connection, it is of interest to 
note the very great difference of labor 
efficiency in different mines. Figure 
3 and Table I show the proportion of 
copper mined in the United States act 
different rates of labor efficiency, for 
the years 1916 and 1917. 
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of labor in the years 1916 and 191%, i is 
worthy of note. 

_ In the early years of the war, when 
there was no marked shortage of labor, 
an increased price greatly stimulated 
production, but in the later years 
when there was an acute labor short- 
age the high price that permitted the 
operation of inefficient mines and left 
the more efficient mines short of men 
doubtless tended to reduce production, 
which did not increase after our entry 
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Classification of copper mines according to efficiency of labor in mining 
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' „y Percentage of total] Average produc- 
gti o Sa copper produced | tion per man per 
Mine production (pounds per man Ploy by mines day ` 
per day) 
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Table II shows the copper output of 
the country classified by the size of 
output of the mines. 

The most striking feature of this 
table is the large increase in the num- 
ber of small mines from 1913 to 1916 
and 1917 without a correspondingly 
large increase in the copper produced. 
On the other hand, the large mines 
showed but a moderate Increase in 
number, but from 1913 to 1916 a very 
large increase in the production of 
copper. The effect of the high price 
of copper, combined with the shortage 


into the war. It would seem that in a 
crisis like the war, we cannot rely 
explicitly on-an Increase in price of a 
commodity to bring an increased 
production; and that in a'commodity 
like copper, where there was but a 
limited supply of labor that could be 
fairly assigned to that industry, it is 
the part of wisdom to employ it in the 
most efficient ‘mines, rather than to 
encourage prospecting and inefficient 
mining by making the price so high 
that such operations can be carried on 
profitably. 
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TABLE IT 


Copper output of the United States 1918, 1916, and 1917, classified by mines in which copper was the 
most important constituent and by those in which it was a by-product, and the production of the 
copper mines classified according to their contribution to the total output. 





Production from copper mines producing— 





5,000,000 and less 








1,000,000 and less 
Less than 1,000,000 | “than 5,000,000 | than 10,000,000 | 70,000,000 pounds 
Year eee pounds pounds 
Ae rape ioe Quantity AeA omii ley Quantity 
mines (pounds) mines (pounds) mines (pounds) mines (pounds) 
1913..... 492 | 22,960,797 36 | 93,088,952 1i | 78,178,256 QA 1,004,634,383 
1916..... 914 | 50,497,875 55 | 131,708,061. 12 | 92,125,118 30 | 1,703,393,730 
1917.....) 1,006 | 50,641,988 58 | 130,596,600 16 | 106,458,988 32 1,579,590,348 
Total Copper by-product Grand total Average 
price of 
Vear copper 
N Dn Quantity ore Quantity pea Quantity Gay 
mines (pounds) mines (pounds) | mines (pounds) pounds) 
1913..... 563 | 1,198,862,388 | 883 36,707,339 1,446 | 1,235,569,727 15.5 
1916..... 1,011 | 1,977,724,784 837 28,150,528 1,848 | 2,005,875,312 | 24.6 
1917..... 1,112 | 1,867,287,924 813 


Whether or not the price fixed in 
1917 met the ideal of employing all 
available labor without encouraging 
its inedicient use, may be open to 
question. It certainly tended to dis- 


28,146,425 1,925 | 1,895,434,349 | 27.3 


courage operation of very inefficient 
mines. On the other hand, it was 
criticized for not allowing the same pro- 
portionate rise in price to copper that 
was being received by other commodi- 








Tars III 
p ben a Average 
wick para of sop ep | actual price 
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aa E EEE A EA E EEEL EE EE ATA EA E ue G 102 14.38 17.5 
DOUG 5 cok: E do earns oe rsh oe ew ene em E E 125 17.63 24.6 
E e AE AEE E A E E TEE E S 178 25.10 27.3- 
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ties. The amount.of this‘ difference is 
indicated in Table HT. -The general 
index prepared by the United States 
Department of Labor is presented and 
compared with copper. The base is 
the average of the five-year period 


‘1910 to 1914. 


_ It is apparent that during the period 


1915 to 1917 the price of copper was 


_high relative to the general advance 


in commodities. It is also apparent 


that the price agreed upon between the 


copper producers and the government 
was considerably below the figure that 
is indicated by the general advance in 
commodities. 


ce 


The- Petroleum Resources of the World* 


By Davo Warre 
United States Geological Survey 


INTRODUCTION 


ETROLEUM in the United States 
is a wasting asset so far depleted 
asno longer to afford a secure foundation 
for the obligations based upon its as- 
sumed continued adequacy. Barring 
unexpected good fortune in the search 
fornew supplies, or even lessunexpected 
curtailment of consumption, the pe- 
troleum production of the United 
States is likely not only never again 
wholly to meet our requirements but 
even to start soon on the long decline 
of a waning output. 

For the first time in her history the 
United States is witnessing the day 
when one of her greatest stores of 
mineral wealth—her most dazzling and 
spectacular endowment, on which her 
prosperity, industries, and standards of 
living are so largely dependent, and 
which imparts a characteristie and 
essential quality to her civilization—is 
approaching exhaustion and so is no 
longer able to meet her growing neces- 
sities. After sixty years of prodigal 
generosity and profligate waste she 
discovers that her oil heritage is far 
spent and that henceforth she must 
become more and more dependent on 
the stores of other countries. The 
purpose of this article is to review our 
domestic supplies and to consider their 
life and the extent to which they may 
supply our prospective needs; to pre- 
sent a rough attempt at an appraisal of 
the oil resources of other regions of the 


* Published by permission of the Director of 
the United States Geological Survey. 


world based on our present most in- 
sufficient and fragmentary knowledge, 
and to call attention to the necessity 
for assuring the protection of this 
country by securing, even under in- 
creasingly unfavorable competitive 
conditions, sufficient oil reserves abroad 
to provide for our needs as Jong as oil 
is available to meet the requirements 
of other nations. 


Om Freivos or tam UNITED STATES 


Oil Remaining Available in the Ground 
The quantity of oil remaining avail- 
able in the ground in the United States 
in January, 1919, was conservatively 
estimated by the oil and gas geologists 
of the United States Geological Survey 
at 6,740,000,000 barrels. By ‘‘avail- 
able” is meant recoverable by present 
methods of production. About one- 
half of these reserves are heavy oils. 
A word should be offered as to the 
basis of this estimate, its mode of prep- 
aration, and its probable range of error. 
It is based on the results of the personal 
examinations of many of the producing 
and possible oil regions of the United 
States by the different geologists; on 
reviews of the production histories of 
the discovered or developed fields in 
this and other countries; on the geolog- 
ical conditions of occurrence of oil fields 
in all parts of the world and comparison 
1 White, David, “Unmined Supply of Petro- 
leum in the United States,” Jour. Society of Auto- 
motive Engrs., Vol. 12, No. 5, 1919, pp. 361-8653. 


Estimates for the various regions are given on 
p. 362, 


111 


112 


of thèse oil fields with geologically sim-' 


ilar but’ untested. regions in United 
States; on the study of the structuré; 
composition, alteration, sequence, and 
relations of the geologic formations, 
and on the critical review of surface 
- Indications, well records, sections, well 
production curves, sand characters, 
water relations, etc. It represents, for 
` the’ niost part, the weighted best, but 
delibérately conservative judgments 
of these geologists in conferential con- 
sideration of all the data then available. 
It does not differ greatly from the 
results of two previous estimates made 
by geologists of the Survey, and it is 


probably the best founded and most 


reliable estimate yet formulated. Nev- 
ertheless, it is of necessity highly 
speculative, for,.as every geologist 
knows, an.estimate of a commodity so 
intangible and fickle as oilin the ground, 
especially in undeveloped and untested 


- regions, is, at best, one in which many 


_ of the elements are merely scientific- 
_ ally calculated guesses in the formula- 
-tion of which all lines of evidence are 
taken into account and weighed with 
the experience and judgment acquired 
in other regions. However, conceding 
that for many areas in the country the 
information is very fragmentary and 
inadequate; that there are many fac- 
tors ‘controlling the distribution of 
petroleum that are not yet understood 
by geologists, and that consequently 
such an estimate must necessarily be 
wildly ‘speculative and subject to great 
latitude of error, it may nevertheless 
be argued that the progress of geologic 
examinations of the country and of 
exploration by the drill has gone so far, 
the principal factors of oil control are 
sufficiently proven, and the results of 
development are now so voluminous 


we 
ti 
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that it is highly improbable that the 
error is more than 50 per cent. An 
error of 75 per cent seemś sọ improbable 
as not to justify serious consideration 
at present.’ 

On the basis of an estimated 6,'740,- 
000,000 barrels available in the ground 
in January, 1919, there should now 
(February, 1920) remain, in round 
numbers, 6,325,000,000 barrels. How- 
ever, as stated, this estimate was pub- 
lished as distinctly conservative, though 
mention of this fact has not been made 
by those quoting it. At the present 
moment it appears as unlikely that the 
amount of oil that will actually be re- 
covered will fall under 6,000,000 barrels 
as that it will be found to be more than 
8,000,000 barrels, or about 25 per cent 
in excess. Therefore, viewing 6,325,- 
000,000 barrels as distinctly conserva- 
tive, 7,000,000,000 barrels may be. 
regarded as a moderate but not dis- 
tinctly liberal estimate of the oil 
remaining available in the ground in 
the United States February, 1920. 
The estimate is subject to revision as 
exploration, including both the investi- 
gations by the geologists and tests by 
the drill, goes forward, and it will be 
revised from time to time. 


Progress in Exhaustion of Domestic 
Deposits 

Oil is now being taken from the 
ground in the United States at a rate 
very closely approaching 400,000,000 
barrels per annum. This is five times 
the rate in 1901 and twice that of 1909. 
At the close of 1919 approximately 
4,986,300,000 {nearly 5,000,000,000) 

2 A more liberal estimate by my colleague, E. 
W. Shaw, is “8 or 10 bilion barrels.” Proc. 
Nat. Gas Assoc. America, Cleveland, May 20, 
1919. The Income and Expense of Natural Gas 
Production, p. 6. 
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barrels of oil had been produced in this 


country, since the Drake well was.. 


drilled in 1859. This is about 43 per 
cent of the original recoverable con- 
tents as estimated. All this oil that 
has been mined in the United States 
in sixty years would be taken out in 
thirteen years at the present rate of 
production. Impressive as this fact 
may be, it is less alarming than the 
realization that the recoverable oil in 
this country, according to the con- 
servative estimate, would probably be 
practically exhausted in seventeen 
years if the 1919 rate (nearly 380,000- 
000 barrels) of production could be 
maintained for so long, while a reserve 
of 7,000,000,000 barrels, the moderately 
liberal estimate, would disappear in 
eighteen and one-half years. If an 
improbable excess of 2,500,000,000 bar- 
rels over the estimated amount be 
present, this excess would be enough to 
sustain the present draught for six and 
one-half years additional. 

What improvements will in the next 
ten years be made in the process of ex- 
traction of the oil from the ground, and 
what the effects may be in: recovering 
the great amounts of oil not “available” 
or recoverable by present methods re- 
mains to be seen. It is most important 
that studious attention be given to the 
problem of the more complete extrac- 


- tion of the oil than is possible by the 


methods now in general use. The 
estimated available supply should be 
increased in this way to the maximum. 

Fortunately, the oil cannot so soon 
be taken from the ground. Even un- 
heard of prices for crude, and scourg- 
ing of the ground far more severe than 
that now in progress cannot within the 
next generation disclose all the oil pools 
in the strata, and though devices for 
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more rapid extraction may be invented 
and applied, the fields yet to be discov- 
ered cannot.be drained so rapidly. Oil 


pools will be found, finally by accident, 


long after the search has waned and 
even in the next century. ‘These are 
some of the reasons why, as will 
further be explained, the production of 
natural petroleum in the United States 
must pass its peak at an early date— 
probably within five years and possibly 
within three years—though the long 
sagging production curve may be car- 
ried out beyond the century. 

The curve of the domestic produc- 
tion of petroleum, as compiled from 
statistics furnished by G. B. Richard- 
son, geologist in charge of statistics of 
petroleum in the United States -Geo- 
logical Survey, is given in figure 1. It 
shows that for the last eight years the 
annual increase in the petroleum pro- 
duction of the United States has 
averaged around 20,000,000 barrels. 
The greatest increase (nearly 25,000- 
000 barrels) in marketed production 
was In the war year, 1917. The actual 
production increase from 355,927,000 
to nearly 378,000,000,’ or about 22,000,- 
000 barrels in 1919, as indicated by Mr. 
Richardson’s preliminary figures, was 
due mainly to the unprecedented ad- 
vances in oil prices, which have been the 
cause of wildly speculative activity in 
the oil business throughout the coun- 
try, and, in part, to the fortunately 
wide extent and the profuse initial pro- 
ductivity of the north-central Texas 
district. 

In January, 1919, when discussing 
the probable trend of the production of 


3 It is expected by Mr. Richardson that the 
statistics of oil used in the field, and other items 
not yet reported will raise the total production 
for 1919 to about 380,000,000 barrels of 42 
gallons, - 
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petroleum in the United States, I ex- 
pressed the view that the output of oil 
in 1919 could only with great difficulty 
be made to increase abreast of the in- 
crease of consumption in 1919, and 
that possibly within three years, and 
very probably within seven years, the 
production of this country would pass 
its climax, notwithstanding the grow- 
ing deficiency as compared with the 
needs of the country. The increase in 
the output for 1919 seems at first 
largely to controvert this conclusion or 
at least to put farther ahead the begin- 
ning of the decline. However, even 
its significance as indicating postpone- 
ment of the evil day is likely to be over- 
estimated. The trend of the produc- 
tion curve has been maintamed and 
the output forced upward in 1919, 
mainly by a great increase of over 
3,500 (14 per cent) in wells drilled as 
compared with 1918,5 and an enormous 
influx of capital, notwithstanding great 
and inexcusable waste of the latter. 
The energy, funds and equipment ap- 
plied to the winning of oil from the 
ground promise to be even greater in 
1920, though many holders of stock in 
the hordes of misguided or fraudulent 
oil companies are doomed to disap- 
pointment. - In view of the augment- 
ing forces concentrated in the struggle 
and the considerable proven areas of 
very rich territory ready for drilling, it 
seems probable not only that the 1919 
rate of petroleum production will be 
more than maintained in 1920, but that, 
under the favoring influence of high 
prices still advancing and the prospect 


4 Journal, Association of American Automotive 
Engineers, Vol. TV, No. 5, 1919, pp. 361-368. 
Printed in advance of meeting, February 4-6, 
1919. 

$ Ou and Gas Journal, January 23, 1920, p. 50. 
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of a continued increase ih consump- . 
tion, the normal annual increase of 
1919 will be exceeded. Besides re- 
sponding to increased costs of produc- 
tion, the remarkable advances in crude 
oil prices are to be regarded as reflect- 
ing also both the deficiency in our 
domestic output and an apprehended 
difficulty in securing foreign oil in 
amounts sufficient to satisfy our grow- 
ing requirements. 

As north-central Texas (the so-called 
Ranger district) falls off in petroleum 
yield it is probable that the domestic 
output will receive support from the 
formerly withdrawn and other public 
oil lands in Wyoming and California 
which are at this moment being made 
available for leasing; the Gulf Coastal 
Plain will doubtless for a long time 
make contributions, with Louisiana 
giving immediate assistance, and the 
Mid-Continent region—the Osage for 
example—undoubtedly contains im- 
portant undiscovered pools. With the 
decline of the Ranger district, oil com- 
panies will give attention to regions 
hitherto regarded as more or less un- 
favorable, and older oil states will be 
reéxamined. Oil will be found and 
developed in some of the regions of 
Wyoming, Utah, Colorado, Montana 
and Alaska, which are not now viewed 
very hopefully, and, probably, New 
Mexico, Washington, Oregon and some 
other possible states. Oil men are cer- 
tain to return to find new production, 
probably in minor amounts, m Ken- 
tucky and will more thoroughly search 
Ilinois, Indiana, Tennessee and the 
northern Appalachian region. Michi- 
gan will surely be further tested, with 
chances for some success, notwith- 
standing the thick mantle of drift 
which so nearly blankets the underly- 
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ing structure. Not only must regions 
formerly abandoned be subjected to a 
more drastic review with testing, and 
regions damaged by water treated by 
new methods, but also regions rejected 
without testing will be given the most 
scientific -attention. The culls and 
discards must be tried out, so far as 


~ .the prices of'oil and the resultant pro- 


ceeds of wildcatting permit. It is far 
from improbable that the time will 
come when, the oil companies being 
unwilling to assume the risks of drilling 
in portions of the country, the state or 
the federal government will in some 
emergency be asked to test with the 
drill the possibilities of these areas at 
public expense. 

Meanwhile, as the production peaks 
of fields now are passed and the 
yields decline, new fields, either still 
larger or in greater numbers, must be 
discovered and thrown in to fill the 
cumulative void. Not only must the 
1919 rate of production be sustained 
but also greater and still greater in- 
creases are demanded. To thus con- 
tinue increasing the domestic oil pro- 
duction of the United States for any 
appreciable term of years now seems 
impossible, even under the present 
extraordinary price stimulus. Failure 
to secure adequate supplies from for- 
eign fields at competitive prices, and 
consequent further advances of the 
prices for domestic crude oil would, of 
course, drive our output to a maximum 
limited by the reduction of consump- 
tion demands as costs become prohibi- 
tive. In such a case all predictions 
would of necessity be* declared off. 
The development of such a situation 
should not, however, be permitted, and 
steps should be taken to assure the 
needed foreign supplies at all times. 
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The welfare of the country demands it. 

On the whole, therefore, after a 
review of the domestic fields, in which 
it threatens to be more and more 
difficult and costly. to sustain even the 
present production rate after the most 
promising regions now under develop- 
ment have passed’ their peaks, it ap- 
pears highly probable that the United 
States will have passed its production 
peak within five years or very soon 
thereafter, and possibly within three. 
Nothing is more certain than that this 
country must at an early date lose its 
supremacy in the oil world and become 
more and more dependent on the oil 
resources of other lands, except in so 
far as the situation may be saved by 
the successful production of artificial 
petroleum by the distillation of oil 
shales. 


Oil from Oil Shales 


No discussion of the petroleum re- 
sources of this country can overlook 
the great potential importance of our 
extensive oil shale deposits as possible 
sources of oil. The oil shale deposits of 
the United States are a possible source 
of oil in amounts far greater than all 
the available natural petroleum of this 
hemisphere. They form an enduring 
asset, suflicient to sustain an enormous 
ultimate load for an indefinite period. 
However, at present they are assets of 
undetermined cash value and, at best, 
difficult and slow of conversion or 
liquidation, and they cannot yet be 
drawn on to carry the burden of our 
petroleum requirements. 

Oil shales are interbedded, sedimen- 
tary strata, consisting more or less 
largely of fossil organic débris and the 
decomposition. products of plants and 
animals, probably mainly aquatic. 
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When sufficiently free from clay, sand, 


s: or other mineral matter, the oil shale 
layers or beds present both physical 
- and chemical features characteristic of 


- cannel coals, to which they are genetic- 


‘ 


_ densed as oils. 
` - composition and qualities according to 


` ally related and-into which they grade. 
“Like othér .memibers of the cannel 
. group, these fossil organic deposits are 


characteristically high in hydrogen and 


` when ‘decomposed. (distilled) by heat, 


they yield large proportions of volatile 
matter, much of which may be con- 
The latter ‘differ in 


the methods, temperatures, etc., of 
distillation, and, according to the 
process, it is probable that they will be 
made essentially to constitute artificial 
petroleums. Generally, and by ordi- 


“-nary; simple, dry distillation they are 
„asphaltic but most of them will yield 


paraffin; and other waxes in consider- 
able amounts, and all contain nitrogen 
which varies, however, very greatly in 
the shales:from different regions and 
formations. 

Oil shales, in deposits of considerable 
thickness and extent, are found in 
different parts of the United States, 
but generally the thick deposits yield 
but few gallons per ton, while the rich 
deposits, including the low-grade can- 
nel coals, are extremely limited in 
extent. Enormous amounts, in many 
strata of great thickness and relatively 
large area, are found bedded like coal 
in the Green River (Eocene) formation 


-of -northwestern Colorado, northeast- 


ern Utah, and southwestern Wyoming, 
and in a formation probably Miocene 
in age in northern Nevada.’ 


6 Winchester, D. B., “Oil Shale in Northwest- 
ern Colorado and Adjacent. Areas,” United 
‘States Geological Survey Bulletin, 641, pp. 139- 


~ 198, 1917. 
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Experimental tests show that somè 
of the purer beds of oil shale yield over 
70 gallons per ton and certain parts of 
some of the beds are claimed to yield 
over two barrels per ton. D; E. Win- 
chester, who has mapped many of the 
deposits for the United States Geologi- 
cal Survey, reports that in northwest- 
ern Colorado and northeastern Utah 
there is enough of this shale in beds - 
three feet or more in thickness, and 
capable of yielding 22 gallons’ or more 
of oil to the ton by distillation, to -pro- 
vide as much as 40 billion barrels of oil 
from which five billion barrels or more 
of gasoline should beextracted. Larger 
proportions of gasoline should be pro- 
duced by the employment of proper 
methods. If the deposits of south- 
western Wyoming and the small areas 
of rich shale in Nevada be added, the 
roughly estimated production men- 
tioned above may be enormously in- 
creased—possibly doubled. Deposits 
of oil shale of limited extent, and gen- 
erally less rich, are present in a number 
of states, namely, Pennsylvania, In- 
diana, Kentucky, Texas, Wisconsin, 
Michigan and West Virginia. 

What new oil fields may yet be dis- 
covered in other parts of the world, 
particularly the less explored regions, 


Winchester, D. E., “Oil Shale of the Uinta 
Basin, Northeastern Utah, and Results of Dry 
Distillation of Miscellaneous Shale Samples,” 
United States Geological Survey Bulletin, 691, pp. 
27-55, 1919. 

Condit, D. D., “Oil Shale in Western Montana, 
Southeastern Idaho, and Adjacent Parts of 
Wyoming and Utah,” United States Geological 
Survey Bulletin, 711, pp. 15-40, 1919. 

Ashley, G. H., * Oil Resources of Black Shales 
of the Eastern United States,” United States 
Geological Survey Bulletin, 641, pp. 311-324. 

7 The average production of the Scotch oil shale 
distilled in recent years is stated to approximate 
22 gallons per ton. 
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no one can foretell, but it seems prob- 
able not only that oil will be distilled 
from the shales of the Green River 
group long after the principal oil fields 
of the world have been exhausted, but 
also that the total amount that may be 
obtained from this sourcemay approach 
the world’s total production of natural 
petroleum. The fact that some of 
the rich deposits of phosphate in the 
Permian of Idaho and southwest- 
ern Montana are accompanied by 
shales, which on distillation yield 
small amounts of oil,® suggests an inter- 
esting problem for the consideration 
of the chemical engineer. 

„How soon oil may be produced in 
this country by the distillation of oil 
shale on an industrial scale at a com- 
mercial profit, and how rapid the pro- 
duction may grow remains to be demon- 
strated. Over40 companies are said to 
have been honestly organized for the 
production of shale oil in Colorado and 
Utah, and many companies have been 
formed for the sale of stock. The shale 
oil industry of this country is now in 
an experimental stage. A number of 
plants are already constructed or are 
building to try out different processes 
and conditions. Foremost among the 
elements to be determined are the best 
methods of retorting with reference to 
the recovery of the most valuable 
products, refining methods adapted to 
the particular shales in hand, and the 
possible by-products and their relative 
importance. Other questions to be 
considered concern water supplies and 
transportation problems; the estab- 
lishment of great plantst the build- 


8 Condit, D. D., “Oil Shale in Western Mon- 
tana, Southeastern Idaho, and Adjacent Parts of 
Wyoming and Utah,” United States Geological 
Survey Bulletin, 711, pp. 15-40, 1919. 
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ing of towns, and the housing, feeding, 
etc., of a great industrial population 
numbering hundreds of thousands of 
men. The development of a great 
shale oil industry is certain event- 
ually to take place in this country, and, 
so far as concerns mere costs of produc- 
tion, it would seem that the recent 
advances in oil prices must bring it 
near to hand. Nevertheless, in view 
of the technological problems to be 
solved experimentally, it appears rather 
likely that shale oil will be sorely needed 
long before it is produced in amounts 
sufficient to bring appreciable relief, 
and much longer still before it can 
supply a large part of a consumption 
demand even no greater than that of 
the present day. 

In view of this grave probability, the 
passage of the experimental stage, with 
its losses and waste of none too well 
guided capital, should be hastened by 
the establishment of testing plants and 
research laboratories by the govern- 
ment and by wise and foresighted in- 
vestigation and tests on the part of the 
stronger oil companies. It is abso- 
lutely a matter of insurance of the 
public and country. 

Oil shale industries have enjoyed a 
long existence in Scotland, France, and 
Australia, and oil from Scotch shales 
helped the British Navy to victory. 
However, it is an interesting circum- 
stance, reflecting possibly changed 
conditions, that just now, when we are 
driven to greater efforts to establish a 
shale-oil industry in this country, the 
work of the Scotch plants, formerly 
running on shales of low oil yield, but 
of unusually valuable by-products, is 
being transferred to the refining of oils 
brought from British oil fields in the 
east, the labor costs being too high for 
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the profitable utilization of the shale in 
competition with oil more cheaply 
produced in increasing volumes from 
the wells of Egypt, Persia and India. 

' The use of oil shale is a means of re- 
~ lief of qualified adequacy, the benefit 


- æf which can at best be realized but 


slowly and laboriously. Our oil shales 
are an endowment of inestimable value 
on which we are certain, ultimately, to 
depend heavily, though the time and 


rate of that dependence will be largely - 


- controlled by the rate of development 

of foreign oil fields, the growth of the 

- -world demand, and by consequent 
- competitive prices of natural oil. 


Dangerous Growth of Consumption 
l Demands 


The increase, both present and pros- 


„_ pective, in the consumption demands 


for. petroleum in the United States is 
` hardly less alarming than our growing 
dependency on foreign petroleum sup- 
plies, for if in recent years the United 
States has furnished very close to 66 
per cent of the world’s whole output of 
petroleum, our oil industry is reported 
nevertheless to have at the same time 
demanded more than we produce, this 
demand having amounted to over 80 
per cent of the world’s output in 1919. 
To the extent of nearly 47,000,000 
barrels the United States is already 
living beyond her income. 

The gap between the oil production 
and consumption curves, illustrated in 
figure 1, has not been eliminated even 
in the past year of inadequate automo- 
tive production and post-war readjust- 
_ ment; thus, while in 1919 our domestic 
oil production was forced to an increase 
of nearly 25 million barrels (7 per 

_ cent), our net importations of foreign 
- - oil—z.e., the excess of imports over 


Tur ANNALS OF THE ÅMERICAN ACADEMY 


exports of crude—gained 14 million 
barrels (43 per cent). The oil require- 
ments of the petroleum industry in the 
United States during the last year 


(1919) were, according to the prelimi- 


nary returns, compiled by G. B. Rich- 
ardson, of the United States Geolog- 
ical Survey, approximately 418,400,000 
barrels, not including oil used on the 
leases, or probably nearly 421,000,000 
in all. 

It is stated that of about eight mil- 
lion motor cars, in round numbers, in 
the world, over 7,600,000 are in this 
country, which has been estimated to 
contain over 90 percent of all the in- 
ternal combustion engines. It is cal- 
culated also that the number of motor 
cars will ultimately exceed 12 million, 
if it is not restricted by fuel prices. 
Moreover, we are told in this connec- 
tion that the orders in the hands of 
some of the large motor manufacturers 
are a year or more in arrears, and that 
internal combustion engines in vast 
numbers are to be made for trac- 
tors, airplane transportation services, 
launches, pumps, farm machinery and 
small power purposes throughout the 
country. On every hand new uses for 
oil are being devised and old applica- 
tions multiplied. Not even the recent 
increase in prices of gasoline and other 
by-products can be seen to have 
caused a perceptible slackening in the 
rate of increase of consumption or to 
have curtailed plans for the more wide- - 
spread and varied use of petroleum. 

Not the least of the important con- 
sequences of the coal strike of last 
autumn has been the public apprehen- 
sion of still higher coal prices, on ac- 
count of which arrangements have 
been made or are making for the substi- 
tution of fuel oil for coal on railroads, 
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on ships, in shops, power houses, and 
even in heating plants, thus adding 
more millions, the sum of which cannot 
yet be counted, to the drain on our 
available oil resources. Further ad- 
vances in the prices of coal cannot fail 
further to. increase these consumption 
demands unless scarcity of oil from any 
source acts automatically as a check. 
The use of oil under steam boilers at an 
efficiency of 10 to 15 per cent in the 
generation of steam, when its use in 
the Diesel engine would give an eff- 
ciency of 25 to 30 per cent, is a criminal 
waste for even the present generation 
may well be called to account. 
Between 1909 and 1918 the produc- 
tion of crude petroleum in the United 
States increased 95 per cent (see Figure 
1), but the production of gasoline, as 
compiled by the United States Bureau 
of Mines, increased from around 13 
million barrels to 85 million barrels, or 
560 per cent, in the same period, while 
the number of automobiles and trucks 
increased 1700 per cent. The con- 
sumption of fuel oil by vessels engaged 
in foreign trade in 1919 was nearly 
double that of 1918. These examples 
illustrate the rapidity with which our 
industries, our commerce, and our 
standards of living have become de- 
pendent on petroleum, the third in 
value of our great mineral products. 


Dependence of United States on 
Foreign Oil 


As already noted, the production® of 
petroleum from the oil fields in the 
United States during 1919, according 
to the preliminary statement by G. B. 
Richardson, of the United States Geo- 
logical Survey, was 377,719,000 barrels, 


? Exclusive of oil consumed on leases and of 
producers’ stocks except in California. 
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of which 371,579,000 barrels were 
delivered to refineries and other con- 
sumers in this country, leaving about 
6,140,000 barrels which were added to 
stocks held by pipe-line, and other 
marketing companies. The increase of 
production was 6.12 per cent, while the | 
increase in wells drilled? was 14 per 
cent. However, any sense of security 
predicated on the addition of the smal] 
amount mentioned above to the domes- 
tic oil in storage fades away when it is 
recognized that the oil now in storage — 
in the United States is not enough to `“ 
supply this country for four months. 
For several months oil has been drawn 
out from storage, the draught for Jan- 
uary, 1920, being 700,000 barrels. On 
the other hand, the importation of 
crude oil into the United States from 
other countries (predominantly from - 
Mexico) has increased from 37,735,641 
million. barrels in 1918 to 52,746,567 
barrels in 1919, or 40 per cent. De- 
ducting for approximately 5,925,587 
barrels of crude oil exported to. other 
countries, the net excess of our imports 
over our exports of crude oil for the 
year 1919 amounted to 46,820,980 
barrels, as compared to 32,834,950 
barrels in 1918. The significant facts 
are not only the large total amount of 
foreign oil necessary to meet our re- 
quirements, but also the amount (14 
million barrels) of the increase for the 
year. In short, our demand for for- 
eign oil has increased over 42 per cent 
during 1919, notwithstanding the tem- 
porary handicaps of both commerce 
and industry. Reports received for 
January, 1920, show a net importation 
for that month of 5,865,293 barrels, a 
rate of 52 per cent increase over 1919. 


18 Qil and Gas Journal, Tulsa, Oklahoma, Jan-. 
uary 23, 1920. 
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The reports of the Bureau of Foreign 
and Domestic Commerce? show that 
during the fiscal year ending June 30, 
1919, the total oil exports of the United 
States, including both crude and re- 
fined oils, such as fuel, gas, illuminat- 
ing and lubricating oils, gasoline, light 
distillation -products and residuum, al- 
together amounting to approximately 
60,215,831 barrels, were about five 
million barrels, or 8 per cent less than 
during the preceding fiscal year. But 
for this falling off in our exportation of 
refining products due, in part, to post- 
war difficulties of industrial and finan- 
cial readjustment in Europe, the actual 
increase in our importations must have 
been very nearly, if not quite as great 
as, the increase gained at great labor 
and cost, in our domestic production, 
and this in the face of increased prices 
for crude oil and oil products. 

The program of the United States 
Shipping Board is reported to provide 
for an aggregate of 1,734 oil-burning 
merchant ships by 1922. To drive 
this merchant marine the board has 
called for 50 million barrels of fuel oil 
for the year 1920, and 30 million barrels 
for the first half of 1921. At this rate 
it may be anticipated that the fuel oil 
requirements for the last half of 1921 
will be neer or over 40 million barrels, 
and that the fleet, when completed, 
will require an annual supply of be- 
tween 70 and 90 million barrels. ‘This 
merchant marine supply, which is ap- 
proximately equivalent to one-half of 
all the fuel oil now produced in the 
United States, constitutes a new bur- 
den superimposed on an already over- 


Commerce Reports, No. 39, February 16, 
1920, p. 932. 

12 All other figures in this paper are for calendar 
years. 
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loaded demand, and in its entirety or 


its equivalent must be drawn from for- 
eign sources. If the requirements of 
our growing navy be added, the de- 
mands for oil for sea use will probably 
approximate 100 million barrels of fuel 
oil per year. The people of the United 
States will doubtless’ curtail their use 
to assure oil for the navy, but whether 
they will willingly go without oil at 
home’ on account of pride in the mer- 
chant marine, and in order -that the 
ships under our flag may have ample 
supplies of oil as cheap as those ob- 
tained by rival ships in all parts of the 
world, seems extremely doubtful. It 
is interesting to note that our oil com- 
panies, including those operating in 
Mexico and Central America, are at 
present (March, 1920) dilatory in mak- 
ing contracts with the Shipping Board 
for mere than a small part of the oil 
needed by our ships in 1920. 

A British oil economist calculates 
that by 1925 the petroleum require- 
ments of the United States will exceed 
500 million barrels and that at a later 
date America will become more and 
more dependent upon British supplies. 
Another high authority, W. C. Teagle, 
president of the Standard Oil Com- 
pany of New Jersey, estimates that 
in 1925 the requirements of the petro- 
leum industry in this country will ap- 
proximate 650 millién barrels, an in- 
crease of more than 220 million barrels 
over the requirements of 1919. Unless 
conservation of oil through curtailment ° 
of use—for example, as fuel burned 
under steam boilers to generate steam 
—is forced automatically by scarcity 


Oi and Gas Journal, Tulsa, Oklahoma, 
November 20, 1920. 

“Oil Trade and Drug Reporter, New York, 
February 2, 1920, p. 15. 


of oil and consequent prohibitive prices, 
or is sooner and more wisely brought 
about artificially by regulation, it 
seems probable to the writer that the 
demands of our oil industry will con- 
siderably exceed 600 million barrels, or 
possibly 650 million, as estimated by 
Mr. Teagle in 1925, though by that 
time our exportation of refined oils to 
some of the foreign markets will prob- 
ably be reduced by competition of 
foreign oils nearer at hand and more 
cheaply produced. 

A drain of over one-half billion bar- 
rels, even if the annual demand be not 
further increased, would, if taken from 
the oil fields of the United States, 
probably exhaust the oil resources re- 
maining available in the ground in 
fourteen years, or in sixteen years, if 
we assume that our recoverable oil 
possibly amounts to so much as eight 
billion barrels, which to the writer 
seems very improbable. It is fortu- 
nate for the country that the oil cannot 
so rapidly be extracted. On the other 
hand, it also seems to the writer quite 
improbable that an annual production 
of natural petroleum amounting to so 
much as 450 barrels can be won in any 
year from our domestic oil fields, the 
peak of whose production is likely to be 
passed by 1925. 

On the whole, therefore, we must 
expect that, unless our consumption is 
checked, we shall by 1925 be dependent 
on foreign oil fields to the extent of 
150,000,000 barrels and possibly as 
much as 200,000,000 of crude each 
year, except in so far as the situa- 
tion may by that tinfe, perhaps, be 


16 However, the use of petroleum products in 
countries where they are now used to a slight 
extent or not at all is likely, on the whole, to 
greatly expand the market and strengthen it. 
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helped to a slight extent by shale oil. 
Add tothis probability the other greater 
probability that within five years— 
perhaps three years only—our domes- 
tic production will begin to fall off 
with increasing rapidity, due to. the 
exhaustion of our reserves, and it be- 
comes evident that, except for such 
relief as may come from shale oil 
production, América’s future in oi! will 
yearly become more and more com- 
pletely dependent on supplies to be 
brought from foreign fields. This we 
cannot evade and must prepare for. 


Forzicn Or. RESOURCES 


Estimates of Recoverable Oil in Other 
Countries 


No estimate really worthy of the 
name can yet be made of the oil re- 
sources of the world. The best that 
can be offered is a scientific guess 
carefully formulated on the basis of 
the data now available and necessarily 
subject to an enormous coefficient of 
error. Of the important producing oil 
regions in other countries, only Rou- 
mania, Galicia, and the Baku and 
Grosny districts of Russia are so far 
developed as to offer criteria compar- 
able to those of the United States for 
the estimation of their oil reserves. In 
none of the producing or prospective 
oil regions of other countries in which 


‘are located the great oil fields of the 


rest of the world have the geologic 
data been published, and in particular 
have the stratigraphy and structure 
been so far described by specialists in 
the geology of oil fields, as are the pro- 
ducing and prospective fields of the 
United States. 

In many of the other countries, of 
which Mexico is an illustration, the 
detailed geological examinations, pos- 
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sibly accompanied by tests by the drill, 
have been confined to restricted areas, 
with but reconnaissance or even more 
indefinite data as to the remaining 
regions, which, on account of scattered 
surface indications or other criteria are 
believed to be oil bearing to an impor- 
tant degree. In some regions we have 
only the evidence of oil and gas seeps 
and pitch or asphalt deposits scattered 
in greater or less abundance over great 
areas, in which general geologic condi- 
tions, similar in essential characters to 
those of producing districts, are reported 
to prevail. In other regions, of which 
the near East, including Mesopotamia 
and Persia, offers the most striking 
example, a tremendous potential value 
is predicated with reasonable safety on 
the character, relative abundance, and 
wide-spread distribution of well-recog- 
nized surface indications of the pres- 
ence of petroleum, though geological 
details are meager, and actual oil pro- 
duction—the latter in great abundance 
—is essentially restricted to compara- 
tively few areas, the wells being mostly 
confined to a small area of testing in 
the upper part of the Karun River 
basin. 

In countries like the Philippine Is- 
lands, Madagascar and Australia, the 
indications leave no doubt as to the 
presence of potential oil fields of some 
importance, but the geological informa- 
tion and developmental results where 
tests have been made are quite insuffi- 
cient to permit an estimate deserving 
confidence as to the relative conse- 
quence of their oil resources. In 
portions of many of the countries it is 
possible only to base deductions as to 
probable oil contents upon analogies 
drawn after careful study of the data 
_ ag to surface conditions and geologic 
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relations, and a comparison of these 
with those of other regions in which 
exploitation has demonstrated the ex- 
tent of the oil deposits. Hence, while 
the oil resources of Roumania, Galicia 
and the Baku district, and a number of 
the older but relatively insignificant. 
areas of western Europe, such as the — 
Italian and Alsatian fields and the field 
in northwest Germany, can be roughly 
estimated, with a range of probable 
error in some cases as close as in the es- 
timates of the oil in the United States, 
the reliability of the forecasts of the 
oil contents of the remaining regions 
ranges all the way to carefully made 
and conservative guesses, based on 
whatever information is in hand, with 
due consideration of the kind as well 
as the amount of the fundamental data. 
Unfortunately, some of the most impor- 
tant prospective oil regions of the world 
fall into the latter category. On ac- 
count of this fact, any estimates made 
by any geologist of the oil resources of 
the world are likely to differ from those 
made by any other geologist, are sub- 
ject to revision from time to time as 
more adequate information accumu- 
lates, and must not be given a weight of 
authority which they do not deserve. 
The general distribution of the prin- 
cipal petroleum reserves of the world, 
so far as they are demonstrated by 
development supplemented by favor- 
able geological data and reported sur- 
face indications of oil, has been some- 
what diagrammatically represented by 
Mr. Eugene Stebinger, chief of the For- 
eign Mineral Section in the United 
States Geological Survey on a map 
here shown as Plate I. The circles, 
drawn in different sizes to indi- 
cate the relative importance of tlie 
estimated oil reserves of the different 
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regions, are centered near the centers 
of the actually productive or prospec- 
tive oil fields, though the geographic 
' distribution of the oil indications, as in 
Argentina for example, may extend 
through great stretches of country. No 
attempt is made to show all regions in 
which oil indications are reported, but 
concerning which the evidence in hand 
is not sufficient to prove them to be 
important. 

_ To avoid the appearance of unwar- 
ranted exactness and finality, Mr. 
Stebinger tentatively represents his 
somewhat generalized conclusions as to 
the amounts of the oil reserves in each 
area by graphs in which the oil is shown 
in terms of relative importance or 
quantity, rather than in terms of bar- 
rels or metric tons. It will be noted 
that for a number of areas, like Bolivia, 
Northern Argentina and China, where 
little or no boring has been done at 
promising localities, the relative im- 
portance of the oil resources is shown 
by unshaded circles in contrast with 
shaded ones for the fields with settled 
production. 

In the following table are given Mr. 
Stebinger’s estimates for the regions rep- 
resented by the circles on his map as 
grouped according to political bound- 
aries or to natural petroleum prov- 
inces which transgress national bound- 
aries. This table expresses, first, the 
relative values of these groups as com- 
pared with unit value for the United 
States, and, second, the corresponding 
quantities when unit value for the 
United States is seven billion barrels, 
the moderately liberal estimate for the 
petroleum of the United States. Totals 
are also given separately for the eastern 
and western hemispheres and for areas 
north of the equator and south of the 
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equator. In submitting these estimates 
which, through his courtesy, are here 
published for. the first time, Mr. 
Stebinger -calls attention to the fact 
that these totals suggest a surprisingly 
evenly balanced distribution of oil 
between the eastern and western hemis- 
pheres, and,‘as with the distribution of 
the world’s coal reserves, a great 
preponderance of tonnage north of the 
equator. 


Ou Resources or tae Recions REPRESENTED 
By Circes on TRE Worb Mar, PLATE I, 
As ESTIMATED BY EUGENE STEBINGER, OF 
TRE Untrep STATES GEOLOGICAL SURVEY 








A Relative | Millions 

Country or Region Value of Barrels 
United States and Alas- 

Gc Site EREA A 1.00 7,000 
Canada.............. 14 995 
Mexico. ............. 65 4,525 
Northern South Amer- 

ica incl. Peru....... 82 5,730 
Southern South Amer- 

ica, incl. Bolivia.... 51 3,550 
Algeria and Egypt.... 18 925 
pera and Mesopota- 

gps EE E NN 83 5,820 
S. T "Russia, S. W. Si- 

beria and the region 

of the Caucasus. .... .88 5,830 
Roumania, Galicia and 

western Europe..... 16 1,135 
Northern Russia and 

Saghalien.......... 18 925 
Japan and Formosa... 18 1,285 
UG nes dre ec aye ne . 20 1,375 
NVGI0s so Fie kee eos 14 995 
East Indies.......... 43 3,015 

Total. 4-4.40een ks 6.15 43,055 
Total eastern hemis- 

phere. .......0.000> 8.03 21,255 
Total western hemis- 

DEClG cht datueees 3.12 21,800 
Total north of equator..} 5.20 36,400 
Total south of equator. . 95 6,655 


As indicated in the preceding table, 
the natural petroleum resources of 
those regions of the world, for which 
the relative amounts are tentatively 
indicated by circles of different magni- 
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tudes on the map, are estimated at 
approximately 43 billions of barrels. 
.Far as it may be from the exact 
amount, this total is to be regarded as 
conservative not only because it repre- 
sents the cautious judgment of a well- 
trained and experienced oil and gas 
geologist based on the best informa- 
tion available at the present time, but 
also for the reason that the value as- 
signed to the oil fields of the United 
States is conservative. It is to be ex- 
pected, and it is certain that the ap- 
praisals of the different regions roughly 
indicated on the map will undergo 
radical changes as development pro- 
ceeds and geological exploration is 
carried on in greater detail and with 
special reference to oil possibilities, 
and it is, of course, possible that the 
reserves may in some instances have 
been overestimated; but it is highly 
probable, on the other hand, that in 
many of the less civilized and geologic- 
ally less known regions, the actual 
reserves may prove to be much, per- 
haps many times greater, than has been 
tentatively estimated. 

It is to be noted that (1) no value is 
given on the map or in the above table 
for-.the oil resources of the regions 
marked by squares; (2) oil indications 
are known in regions not indicated on 
the map by any symbol, although in 
most such instances the geologic con- 
ditions seem to preclude reserves of 
great importance; and (3) finally, 
there are in other countries many un- 
tested regions in which the geological 
conditions appear to be favorable for 
the occurrence of oil fields, though sur- 
face indications of oil have not yet 
been reported, possibly due in part to 
insufficient exploration. Jn this con- 
nection it will be remembered that in 
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many oil fields in the United States the 
oil deposits are not indicated at the 
surface by such features as oil or gas 
springs, tar or asphalt deposits, etc. . 
It is highly probable that oil in con- 
siderable amounts will eventually be 
discovered in areas of northwest Can- 
ada, where only a limited commercial 
production has so far been obtained. 
Other foreign areas in North America 
which seem likely to make contribu- 
tions, possibly of minor importance, to 
the world’s supply, include Central 
America, Santo Domingo, and Lower 
California. In South America impor- 
tant new centers of production seem 
probable along a very extensive stretch 
of territory bordering the east slopes 
of the Andes, and, in addition, the 
gently flexed Paleozoic and Mesozoic 
areas of northeastern Brazil would 
seem to be possibly oil bearing. ._Mada- 
gascar offers much promise; and condi- 
tions favorable for developing oil fields 
appear to be present not only in Angola 
and other regions of west Africa, but 
possibly in east Africa also, while it is 
more than probable that the northern 
part of this great continent will finally 
reveal stores of oil more widespread and 
far greater in amount than is indicated 
on the map. Australia, Tasmania and 
New Zealand may yet diszlose produc- 
ing areas of value and it seems reason- 
able to expect new discoveries of im- 
portance in parts of India not indicated 
by circles. Arabia, Palestine, Armenia 
and Anatolia all offer thoroughly cir- 
cumstantial indications. Also itseems 
rather probable that oi! will be pro- 
duced in portions of Spain, Austria 
and other countries of western Europe 
16 See Schweer, Walther, Die türkische-persi- 


sehen Evdélvorkommen, Abb. Hamburg. Kolon- 
jeninstituts, Vol. 40, 1919, 
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where, as until recently in Great 
Britain, its presence may have gone un- 
` suspected. The relatively unaltered 
‘Carboniferous and Devonian basins 
of Russia are practically certain not 
merely to disclose new areas of produc- 
~ tion, but also to furnish extensive 
. supplies of oil probably rich in lubri- 
cants, while Siberia, about which geo- 
logical information is so greatly desired, 
and which is said to carry indications 
of oil deposits in Trans-Caspia, Turkes- 
tan, Kamchatka, and notably in north- 
ern Saghalien, may reasonably be ex- 
pected to contain oil bearing areas in 
other regions of its Tertiary, Mesozoic 
and Paleozoic formations. China, in 
which kerosene is reported to be selling 
now at $1.40 per gallon, has oil indica- 
tions in four at least of her provinces. 
It appears probable that oil is present 
in Tertiary and Mesozoic basins, scat- 
tered from Persia and Transcaspia 
eastward as far, at least, as Gobi. 
Finally, the results of slight testing ata 
few points and the evidence of numer- 


ous oil seeps in a number of the Philip- 


pine Islands, as recently summarized 
by Warren D. Smith," make fairly 
certain the presence of commercial oil 
deposits in these islands; which should 
be examined and fully tested by the 
United States, for, on account of their 
geographical positions with reference to 
world commerce, the oil deposits of 
these Islands may be found to be of 
particular value to the navy and mer- 
chant ships of this country. 
The evidence as to the probable 
presence of additional oil reserves in the 
areas just reviewed is in most cases in- 


17 Smith, Warren Du Pré, Petroleum in the 
Philippines, Transactions American Institute of 
Mining and Metallurgical Engineers, Advance 
Publication February, 1920, 
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sufficient to serve as a basis for more 
than the wildest forecast. However, 
these forecasts, or geological guesses; 
formulated conservatively with the 
probability that deficiencies will be 
very much more than compensated by 
excesses, lead me to conclude that there 
are probably 20 billion barrels of oil 
available in the world in addition to 
the 43 billion barrels contained in the 
regions covered by Mr. Stebinger’s 
estimates quoted above, or as much in 
round numbers, as 60 billions of bar- 
rels in all. Mr. Stebinger’s estimate 
of the oil in the regions indicated by 
circles may be roughly distinguished as 
oil in sight; that of 60 billions as total 
recoverable oil. This estimate of the 
world’s total recoverable petroleum 
resources, In which Mr. Stebinger con- 
curs, may differ very widely from esti- 
mates by other geologists, but we re- 
gard it as fairly conservative. It will, 

we believe, fall consider ably within the 
ultimate recovery of natural petroleum 
now remaining in the world’s under- 
ground storage. 

Strongly in contrast with the oil re- 
serves (oil in sight) of the principal 
known regions as indicated on the map, 
Plate I, is the relative rate of afnual 
draft on these fields to supply the 
world’s uses, which in Plate IT is 
shown in blocks definite in scale and 
based on the production records. A 
glance of comparison at these maps 
shows cause for alarm that can only 
increase when the situation is consid- 
ered more in detail. 

The production of oil in the United 
States during 1919 approximated 378 
million barrels, while our consumption 
requirements called for the addition of 
47 million barrels of foreign oil in ex- 
cess of the amount of crude petroleum 
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exported by us to other countries, the 
total net requirements of the American 
. oil industry for the year being over 418 
million barrels. It has been noted also 
that, barring financial disaster or fur- 
ther oil shortage and consequent prices 
markedly restrictive of consumption, 
the annual petroleum requirements of 
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at the present rate, to the last barrel. ° 

Contrast this situation and its dis- 
heartening prospect with the situation 
of the rest of the world. A review of 
the accompanying table of world 
petroleum production, compiled by 
G. B. Richardson of the United 
States Geological Survey, shows that 


WORLD'S PRODUCTION or CRUDE PETROLEUM IN 1918 AnD Siyom 1857, BY COUNTRIES 
Compiled by G. B. Richardson, United States Geological Survey 


Production, 1918 


Country ` 
l f Barrels of Metric 
42 Gallons Tons 

United States....... 355,927,716] 47,457,029 

OXICO... eae 63,828,327! 9,506,289 
Russia............. 40,456,182 5,520,066 
Dutch East Indies*..j 15,984,936) 1,836,914 
Roumania.......... 8,730,235| 1,214,219 
] fo ST: eee b§.000,000| 1,066,667 
Persia. .......0.0. 7,200,000} 1,000,000 
Galicia. ........0.. 5,591,620 777,640 
Peru... .....05. ...{  °2,636,102| $88,147 
Japan and Formosa..| 2,449,069 326,643 
Trinidad........... 2,082,068 289,578 
Egypt...........-. 2,079,750| 277,300 
Argentina.......... 1,821,315 192,612 
Germany.......... 711,260, 5100,000 
Canada..........-. $04,741 40,632 
Venezuela. ......... 190,080 26,400 
Italy... nnua. 35,953| 5,000 
ST oT, EAE tess 


Total Production, 1857-1918 





Per Centi; Barrels of Metric Per Cent 
of Total| 42 Gallons Tons +| of total 
| . 
69.15 |4,508,571,719] 614,476,230 61.42 
12.40 285,182,489 42,564,549 3.80 
7.86 1,873,039,199| 247,856,218 24 96 
2.58 , 188,888,513 25,465,114 > 2.51 
1.70 151,408,411 21,058,193 2.02 
1.55 106,162,365 14,154,982 1.41 
1.40 14,056,063 2,952,231 .19 
1.09 154,051,273 21,424,308 < 2.06 
49 24,414,387 8,255,251 “38 - 

48 88,498,247 5,133,190 51 

.40 7,482,391 1,033,712 .10 

40 4,848,436 646,458 -~ ,O7 

. 26 4,296,093 617,176 .06 

14 16,664,121 2,254,974 22 

. 06 24,495,770 3,256,769 33 

04 817,823 44,142 
973,671 138,588 09 
19,167 2,662 i ` 
397,000 55,139 
100.00 | 7,5038,147,138) 1,006,389,791 100.00 


7 514,729,354] 69,975,036 


2 Includes British Borneo. 
b Estimated. 
e Estimated in part. 


the United States are likely, by 1925, 
to exceed 600 million barrels. It has 
also been pointed out that our domestic 
production which may not go over 425 
million barrels a year—and is not likely 
ever to exceed 450 millions of barrels— 
would exhaust the estimated seven bil- 
lion barrels of natural petroleum re- 
maining available in the ground in the 
United States in eighteen years if the 
reserves could be drained continuously, 


hs . 


over 60 per cent of the oil produced in 
the world since 1857 has been drawn 
from the stores of the United: States,’ 


and that in 1918, 69 per cent of the 


world’s oil supply came from our re- 
serves. The collective consumption re- 


quirements of all countries outside of 


the United States!® appear at the pres- 


18 The net importation of petroleum by the 
United States may here be regarded -as nearly 


balanced by the exports of refined oils; fuel oils, 
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ent moment to impose a drain on 
the oil resources of “the rest of the 
world (outside of the United States) a 
little less than one-half as large as the 
annual draft on the oil fields of our own 
country, or, in round numbers, about 
180 million barrels annually. There- 
fore, 1f this rate of annual drain on the 
. oil reserves of the rest of the world be 
similarly maintained to the exhaustion 
of the last barrel, the reserves of foreign 
“oil in sight,” t.e., 36 billion barrels, 
should last 200 years, while, the total 
reserves of 53 billion barrels!® in the 
rest of the world should suffice for 
nearly 300 years. Oil for the United 
States for eighteen years, at the present 
rate, and oil for the rest of the world for 
300 years! 


Peril of the United States 


It is possible that under the current 
unprecedented stimulus our domestic 
production of natural petroleum may 
be brought up to what the writer con- 
siders an improbable maximum of 450 
million barrels per annum within the 
next three years, if ever, but it seems 
very doubtful whether the oil fields of 
this country can be goaded to a yield 
greater than that. Much depends on 
whether lucky strikes are bunched or 
irregularly scattered through a long 
interval. It has been shown not only 
that such a rate of production would 
probably exhaust our oil fields in about 
sixteen years but also, on the other 
hand, that the turn soon must come 
when our production will begin to sag 
and decline. Already thé American 
SE ee a te TO nS 
lubricants and residuum to other countries. 
See Commerce Reports, No. 39, February 16, 
1920, page 932. 

19 Total world’s recoverable petroleum less 
that of the United States. 
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petroleum industry has outgrown the 
capacity of our oil fields and even now 


‘it is to the extent of over 50 million 


barrels? yearly dependent upon oil 
from foreign sources. ‘This amount is 
included in the 180 million barrels 
drawn against the deposits of other 
countries. What then shall we do, 
when to our present overdraught must 
be added the millions by the hundred 
additional that will be required not 
only to meet the prospective growth 
of our rapidly increasing demands for 
oil for automobiles, trucks, tractors, 
airplanes, more railways, power plants, 
vast new machinery, the navy and 
the merchant marine, but also, 
later, to replace a waning domestic 
production? 

- The growing American consumption 
of petroleum, which at present seems 
almost irrepressible, may constitute 
one of the greatest menaces to the 
future prosperity of the United States 
and to its later equality of competition 
with the rest of the world. In America 
the use of oil for all purposes for which 
it is more convenient, or more economi- 
cal, is practically unbridled. We have 
not only made its higher uses raise the 
standards of civilization, but, without 
thought of the future, we have unre- 
strainedly degraded it to its grossest 
and most wasteful employment. We 
have developed the most extravagant 
habits, which in time are becoming 


necessities, until our oil industries now -s- 


require over 80 per cent of the world’s- 
output. With one-eighth as much oil 
in the ground as has the rest of the 
world, we are calling for four times as 
much as all other countries together. 


_ The total oil resources of Galicia esti- 


20 Net imports for January, 1920, were at the 
rate of 70,383,000 barrels per annum. 


~ 
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mated by a European engineer at 47,- 
000,000 tons would not meet the 
requirements of the United States for 
a single year. If all available oil in the 
world be 60 billion barrels, as above 
estimated, and this were to be reserved 
for the exclusive use of the United 
States, it would satisfy our 1919 
rate of consumption demands—not 
to mention the future—for but 140 
years. 

There is no substitute for petroleum 
except some other one or more mineral 
oils. Alcohol for use in internal com- 
bustion engines and vegetable oils for 
lubrication cannot be produced in the 
stupendous amounts required for pres- 
ent needs without destructively com- 
peting with foods and other vegetable 
products, which the public cannot and 
will not sacrifice on such magnitude of 
scale for the sake of building up foreign 
commerce or supplying our navy. 


This has in effect been proved by the ` 


history of the last ten years. On the 
other hand, as Mr. Requa has pointed 
out, the establishment of a shale oil 
production, capable of replacing the 
present output of natural petroleum in 
the United States, will require the or- 
ganization of an industry with a labor 
complement practically equal to that 
of our present coal mining industry. 
Such a work, which has to be built up 
from the bottom, including transporta- 
tion, the founding of cities and enor- 
mous operative works, cannot be ac- 


st complished in a few years; the labor 


strain alone would be too great. ‘There 
will be no flowing wells in the shale 
regions; every ton represents individual 
labor and costs of mining, preparation 
and reduction. 


21 Commerce Reports, No. 43, p. 104%, Febru- 
ary 20, 1920. 


Oil shale is a bulkhead, 
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the distance to and efficiency of which 
cannot yet be clearly seen. Oil-from ` 
any source, shale or other, must be as 
abundant and must be marketed as 
cheaply in the United States as oil is 
had in other countries if this country 
is not to be subjected to economic 
handicaps to its prosperity and 
progress. 

The oil situation epuitedtne the 
United States is genuinely critical and 
demands the most sober thought and 
wise but prompt action. It is time to 
call a halt and inquire whither we | 
are drifting and where we shall end. 
Prevention of waste, restriction of em- 
ployment and greater efficiency in re- 
covery and in use will give great assist- 
ance, but all combined will not meet the 
situation nor solve the problem. The 
United States must either assure itself . 
of sufficient oil for the future, or it must ~ 
change its habits and cut down its use 
of oil. Curtailment, probably drastic, 
will in any event ultimately be forced 
to some extent, notwithstanding the 
production of oil from shale, and the 
public cannot too soon ask itself as to 
what extent the inefficient use of oil to 
generate steam in boilers is to be toler- 
ated—not to say increased. On the | 
other hand, the acquisition of sufficient 
reserves by our nationals should assure 
cheaper and more abundant oil, reliev- 
ing the financial and industrial pres- 
sure to be endured as. the compulsory 
dependence of the United States on an 
oil shale industry eventually becomes 
more widespread and complete. This 
country should not bear the industrial 
burden of advanced dependence on oil 
shale so long as there are ample stores 
of oil to be produced and brought more 
cheaply from some other quarter of the 
world. 


Prerroteum Resources or tHe Wor.p 


_Immepiate Action rok PROTECTION 
or THE UNITED STATES 
NECESSARY 

Plainly, ifthe United Statesisto have 
oil to satisfy its needs in the future, it 
must secure adequate reserves in foreign 


countries, buy oil from foreign oil com- 


panies, or depend on oil shale produc- 
tion to fill the void. To depend on oil 
shale is to trust to uncertainties both 
as to costs and as to ultimate results, 
and, as has béen noted, is at best to 
superimpose on. our present social and 
industrial fabric an enormous and 
complex new industry rivalling ‘our 
coal mining, salvaging but a part of 
our present oil industry and, requir- 
ing many years for its development. 
Sooner or later—perhaps within a year 
—a commercial shale oil industry may 
be born in this country, but that it can 
originate soon enough or become large 
enough to offer any considerable contri- 
bution before our domestic petroleum 
production is already on the wane 
seems to the writer improbable. Shale 
oll production cannot be made to meet 
any emergency demands that may 
meanwhile arise. Finally, if shale oil 
yielding the principal and indispensa- 
ble petroleum products, cannot suc- 
cessfully be produced and marketed as 
cheaply as natural petroleum from 
other countries, the public cannot be 
expected to build up and sustain a 
shale oil industry, unless it be under 
subsidy as a protective measure. 

As the outlook-must now be viewed, 
it is practically certain that after a 
time America will be buying oil from 
our commercial rivals’ in quantities 
greater by far than we have ever sold 
to them, to say nothing of the prices 
paid. But, whilethis may be inevitable, 


it surely should be escaped as far as 
10 ® 
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possible. If we are to have these oils as 
cheaply as they are sold in the home 
countries; tf our industries, our trans- 
portation, our navy and our standards 
of living are to be safeguarded in ad- 
vantages as great as those of our rivals 
and if our merchant ships are to get 
their fuel oil at prices as low as those 
paid by rival ships, the oil supplies 
needed must be in the control of our 
own nationals, not only now but 
throughout. Our prosperity and our 
prospects, so far as they may be af- 
fected by this important and indispen- 
sable mineral commodity which influ- 
ences the daily life of every citizen, 
must not be subject to prejudicial 
regulation or discriminative restriction 
by any foreign powér, whether ally or 
enemy. Only by assuring control of 
our nationals over the oil supplies re- 
quired by this country can the protec- 
tion of our future be guaranteed. 

When, however, attention is given to 
the duty ‘of assuring the oil reserves 
necessary to supply America as long as 
any other country enjoys an equal 
measure of oil adequacy we find many 
of the great oil regions of the world 
closed to us:-by our rivals who in many 
other regions have secured the lion’s 
share or are now, with an efficiency 
possible only under governmental aid, 
ceaselessly gathering in all that is 
good. 

On Mr. Stebinger’s map are indi- 
cated roughly, (1) the regions in which 
American oil companies either cannét 
acquire concessions and produce and 
market the oil contents, or can do s3 
only under restrictions making it 
necessary to more or less completely 
surrender control of the organization 
if notof actual operations to the nation- 
als of some other country; and (2) 
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those areas in which the citizens of this 
country may acquire concessions in 
accordance with essentially open-door 
policies. The differentiation shown on 
the map is tentative, possibly erro- 
neous, and assuredly subject to revision, 
with, however, immediately prospec- 
tive extensions of the first class. 

The situation as it existed in May, 
1919, is summarized in a comprehen- 
sive and informing report submitted 
with recommendations by Director 
Van H. Manning of the United States 
Bureau of Mines to the Secretary of 
the Interior, and printed in the Con- 
gressional Record, for July 26, 1919 
(see p. 3515). According to this report 
the nationals of the United States are, 
in general, either excluded from ac- 
quiring oil concessions in the territory, 
colonies, and dependencies and even in 
Iands in the spheres of influence of 
Great Britain (with the exception of 
Canada), France, Japan, and the 
Netherlands, or: permitted to do 
so only under restrictions and govern- 
mental privileges of authority that 
constitute either effective exclusion 
or loss of control and management 
according to the case. 

It appears that aliens are excluded 
- from prospecting for oil in Burmah, 
` India, Persia (wholly?), Uganda (prob- 
ably) and the United Kingdom; and 
governmental policies of exclusion of 
other nationals from control of oil sup- 
plies obtained in Algeria, Australia, Bar- 
badoes, British East Africa, British 
Guiana, France, French West Africa, 
Guatemala, Japan, Formosa and Sag- 
halien, Madagascar, Mexico (?) New 
Guinea, and probably in South Africa. 
Provision for the legal or administrative 
exclusion of aliens from most of these 
countries are already. effective. Such 
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provisions are met also in Venezuela 
and Uganda. 

According to reports, mineral rights 
cannot be transferred to aliens in Aus- 
tralia, Barbadoes, British East Africa, 
British Guiana, the Dutch East Indies, 
France, French West Africa, Guate- 
mala, India (probably), Madagascar, 
the United Kingdom, Japan (practi- 
cally), Trinidad, in part, Venezuela 
(qualified) and, except that now held 
by other nationals, in Roumania and 
Slovachia.” It is stated that restric- 
tions are placed on aliens in granting 
oil rights or concessions temporarily in 
two districts of Colombia, and, condi- 
tionally, in the new territory of 
Roumania. 

Ownership of the oil in the ground 
rests in the governments of Bolivia, 
Costa Rica, France, French West Africa, 
Slovachia, South Africa, Uganda, 
the United Kingdom, and Venezuela 
and, in part, in Argentina, Australia, 
British Guiana, Canada, Colombia, 
Ecuador, India and Trinidad; and 
movements further to vest oil rights in 
the state are in progress in Colombia, 
in Dominican Republic, Mexico, Rou- 
mania and Russia. 

Whether oil lands in Mesopotamia, _ 
Palestine, the northern strip of Persia, 
Armenia, Arabia, Turkey and German 
East Africa—all marked by queries on 
the map, Plate I—will be open to ac- 
cess by our nationals after the man- 
dates or other governmental arrange- 
ments are made for those countries 
remains to be seen. The present out- 
look does not inspire optimism. 


2 Domestic oil companies may not pass under 
foreign contro] in Australia, Barbadoes, British 
Guiana, Burmah, the Dutch East Indies, France, 
French West Africa, Guatemala (?) Madagascar, 
Trinidad, the United Kingdom, and probably in 
India. 


PETROLEUM RESOURCES oF THE WORLD 


Behind the curtain of secret diplo- 
macy the rich oil reserves of the unap- 
propriated mandatories of thenear East 
and of the Caucasus-Trans-Caspian 
regions are stakes of a great game dur- 
ing which more than one political 
boundary is likely to be adjusted to 
meet the oil ambitions of a prospective 
protector, while in portions of Latin 
America the stresses of commercial 
and political diplomacy are fully ex- 
erted to the disadvantages of our na- 
tionals. Even during the long war, oil 
geologists in the employ of the French, 
the British, and the organically allied 
Dutch Shell interests have been exam- 
ining the most remote lands including 
some of the unstable countries, and in 
certain regions have carried on their 
search at the very heels of the armies. 
According to recent British oil news 
the division of the Mesopotamian oil 
regions between the French and British 
has been agreed upon, and an under- 
standing formulated in accordance with 
which Great Britain and her European 
allies will control the oil resources of the 
Mediterranean region. 

Government participation in oil 
production is found in Argentina, Aus- 
tralia, Bohemia, Great Britain, and 
probably Egypt. The British govern- 
ment has established a petroleum ad- 
ministration; owns a controlling part- 
nership with veto powers on the board 
of directors in the Anglo-Persian oil 
company, which controls the oil re- 
sources of the greater part of Persia; 
gives financial assistance to its nation- 
als engaged in oil development and is 
in every possible way promoting the 
acquisition by companies under Brit- 
ish control or companies exclusively 
British, of oil reserves in all countries, 
including our own, 
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As the case now stands, our nationals 
are either distinctly or in effect shut 
out of the regions containing nearly 
one-half of the oil in sight in the rest of 
the world if the open door policy is not 
assured in the mandatory countries. 
Further, if tothe petroleum resources in 
the countries now held by Great Brit- 
ain, France and the Netherlands, there 
be added the concessions held by their 
nationals in producing or prospective 
oil regions of other countries, the total 
oil resourees in the control of these 
nations will probably exceed three- 
fourths of the world’s oil reserves out- 
side of the United States. An open 
door policy, in the mandatory coun- 
tries, at least, is an economic necessity 
to the United States. 

Such is the prospect confronting 
America, whose stores have to date 
furnished two-thirds of the world’s 
petroleum supplies, whose growing 
requirements absorb over 80 per cent 
of the world’s present production, and 
whose reserves are estimated to be 
enough to meet her present consump- 
tion rate for less than eighteen years. 
The increased use of the internal com- 
bustion engine, which, incidental to 
the great awakening following the war 
is already noticeable in the hitherto 
less progressive or even barbaric coun- 
tries of the world, cannot fail to cause 
a great growth in the foreign demand 
for oil which when once under way, will 
gain great momentum, thus bringing 
augmenting pressure from all sides in 
the world’s competition for oil. In 
fact, it probably is no rash prediction 
to forecast a world’s shortage of petro- 
leum within the next twenty years, with 
the likelihood that the world’s supplies 
will be insufficient within fifteen years. 

Most earnest warnings of the im- 
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pending danger have been issued by 
Director George Otis Smith,” of the 
United States Geological Survey; Di- 
rector Manning *4 of the United States 
Bureau of Mines; Franklin K. Lane,” 
Secretary of the Interior, and M. L. 
Requa, director of the petroleum divi- 
sion of the late Fuel Administration. 
A joint memorandum by Directors 
Manning and Smith, and Mr. Requa 
will be found in the congressional 
record above cited. l 

The situatio as viewed from our 
rival’s standpoint is analyzed with 
unusual perspective by E. Mackay 
Edgar in Sperling’s Journal for Sep- 
tember, 1919, from which the following 
extracts are quoted as wholesome and 
profitable food for American thought: 


The time . . is coming, is, indeed, well 
in sight, when the United States, partly through 
recklessly improvident exploitation and partly 
through natural processes of exhaustion, will be 
nearing the end of some of the available stocks 
of raw materials on which her industrial suprem- 
acy has been largely built. . « The proc- 
esses which have practically stripped Ireland of 
irces are operative in the United States over a 
far wider territory, on a yet more appalling scale, 
znd in connection with many other sources of 
national wealth. The size and magnificence of 
the American inheritance and the rapidity and 
wantonness with which it has been squandered 
are an almost incredible commentary on human 


23 Smith, George Otis, “A Foreign Oil Supply 
For the United States,” Transactions American 
Institute of Mining and Metallurgical Engineers, 
February, 1920. Advance publication No. 157. 


Smith, George Otis, “Where the World Gets: 


Its Oil,” National Geographic Magazine, Febru- 
ary, 1920, pp. 181-202, 

24 Manning, Van H., “International Aspects of 
the Petroleum Industry,” Transactions American 
Institute of Mining and Metallurgical Engineers, 
February, 1920. Advance publication No. 158. 

Lane, Franklin K., Annual Report of the 
Secretary of the Interior for the Fiscal Year 
June 30, 1919, p. 18. (Republished as United 
States Geological Survey Bulletin 705.) 
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folly. On no country, perhaps, had “affluent 
Fortune emptied all her horn” in such varied 
and bountiful profusion, and no country could 
have shown itself more utterly ungrateful. The 
Americans have dealt with their resources, and 
deal with them today, in the pioneer spirit of 
sheer, unmitigated pillage. . . . j 

America has recklessly and in sixty years run 
through a legacy, that, properly conserved, 
should have lasted her for at least a century and 
a half. . . But the effects of fifty years of 
negligence and inefficiency are now becoming 
visible. Just when Americans have become ac- 
customed to use twenty times as much oil per 
head as is used in Great Britain; just when in- 
vention has indefinitely expanded the need for ` 
oil in industry; just when it has grown to be as 
common and as true a saying that “oil is King” 
as it was twenty years ago that steel was king; 
just when the point has been reached where oil 
controls money instead of money controlling oil 
—the United States finds her chief source of 
domestic supply beginning to dry up and a time 
approaching when instead of ruling the oil 
market of the world she will have to compete 
with other countries for her share of the crude 
product. . .. 

America is running through her stores of 
domestic oil and is obliged to look abroad for 
future reserves and . . . these reserves, 
constituting a key position- in international 
industry, are very largely in British hands or 
controlled by British capital. Before very long 
America will have to come to us for the petro- 
leum she needs. 

The main sources of the world’s supply of oil 
in the near future will have to be looked for 
outside of America. . a 

If Americans have failed to develop oil fields 
of their own in other lands, they will become 
more and more dependent upon foreign sources 
for the supply of one of the first necessaries of 
twentieth century industry. Therefore, like the 
far-sighted men they are, they are diligently 
scouring the world for new oil fields—only to 
find, almost wherever they turn, that British 
enterprise has been before them and that the 
control of all the most promising properties is in 
British hands. . *% 

When the industry revives in Russia and Rou- 
mania, in both of which countries the affiliated 
Royal Dutch companies were by far the largest 
producers, and when the Mexican wells are free 
to expand to their maximum capacity, the Shell 
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group will be in control of not far short of a fourth 
of the world’s supply. . . . The Shell group 
owns exclusive or controlling interests in every 
important oil field in the world—in the United 
States, Russia, Mexico, the Dutch East Indies, 
Roumania, Egypt, Venezuela, Trinidad, India 
(where, in conjunction with the Burmah Oi 
Company, it dominates the local position), Cey- 
lon, the Malay States, North and South China, 
Siam, the Straits Settlements, and the Philip- 
pines. In the past few years it has been a 
particularly heavy investor in American Oil 
properties. : . 

Our true policy, therefore, while vigilantly 
proving and working such resources as we pos- 
sess, is to encourage investment of British 
capital in oil, enterprises abroad, and especially 
in such parts of the world asare readily accessible 
to seapower, and to see to it by appropriate 
legislation that the companies so formed remain 
in perpetuity under British control. In one con- 
spicuous instance, that of the Anglo-Persian 
Company, the government has itself acquired a 
majority interest m the ordinary shares; and as 
the company has the exclusive right to exploit 
for a period of sixty years from 1901 the whole of 
the petroleum deposits in the Persian Empire, 
with the exception of the five northern provinces, 
and as the proved territory is now definitely 
known to be one of extraordinary richness-—the 
wells already sunk have a potential production 
of 5,000,000 tons a year—one may take it for 
granted that the British hold will not be relaxed. 

With the exception of Mexico, and, 
to a lesser extent, Central America, the outer 
world is securely barricaded against an American 
invasion in force. There may be small isolated 
sallies, but there can never be a massed attack. 
The British position is impregnable. All the 
known oil fields, all the likely or probable oil 
fields, outside of the United States itself, are in 
British hands or under British management or 
control, or financed by British capital. We 
shall have to wait a few years yet before the full 
advantages of the situation begin to be reaped. 
But that the harvest will eventually be a great 
one can be no matter of doubt. To the tune of 
many million pounds a year America before very 
long will have to purchase fronf British compa- 
nies, and to pay for in dollar currency, a progres- 
sively increasing proportion of the oil she cannot 
do without and is no longer able to furnish from 
her own stores. . ; 

We hold in our hands, then, the secure control 
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of the future of the world’s oil supply. We are 
sitting tight on what must soon become the lion’s 
share of a raw materia] indispensable to every 
manufacturing country, intimately bound up 
with maritime power, and unobtainable in suf- 
cient quantities outside of the spheres of British 
influence. It will be within the limits of the com- 
manding position that the future has in store for 
us to hold up the entire world to ransom in the 
distribution and the price of this vital essential. 

After making liberal deductions for 
patriotic vanity and bombast on the 
part of the British economist who, 
nevertheless, adduces unpleasant cir- 
cumstantial data, the case as he pre- 
sents it finds support to an alarming 
extent in the evidence already cited. 

For the information of the reader, 

and for ‘comparison with the estimates 
and forecasts by Mr. Stebinger and 
myself, the following is quoted from an 
editorial in the Financial News (Lon- 
don) of February 24, 1920: 
, At the commencement of the war we believed 
that the effective British share of the oil resources 
of the world was about 2 per cent. Careful ad- 
miralty calculations recently made have shown 
that it is now about 56 per cent. This figure 
includes the Persian and Burmah resources, but 
takes no account of the vast South American 
fields commanded by the British Controlled Oil- 
fields. The exact amount of their contribution 
cannot, at the moment, be estimated with any- 
thing like precision. Probably a modest estimate 
might put it at another 19 per cent. If that be 
so, Our present command of the world’s oil re- 
sources runs to no less than 75 per cent of their 
entirety. 

As Secretary Lane has urgently de- 
clared, in connection with his forceful 
recommendations to the President and 
Congress,” “the situation calls for a 
policy prompt, determined, and look- 
ing many years ahead.” This situation 
cannot be neglected. Longer to ignore 
it is to court disaster. The smug com- 
placency that habitually blinds the 

2 Annual Report of the Secretary of the In- 
terior for the year ending 1919, p. 18, 


Have Wages Kept Pace with the Cost of Living! 


By Ervis B. Woops 
Dartmouth College 


P attempting an answèr to this 
question it is necessary, at the 
outset, to examine the terms used and 
the general form of the inquiry. Let 
us take up in order, therefore, three 
points of definition: “Wages,” “Cost 
of Living,” and the period during 
which it is proposed to compare the 
movements of the two factors. 


Tar MEANING or WAGES AND 
THE Cost or LivinG 


Wage Rates and Actual Earnings 

First, with regard to wages: It is 
quite evident that higher wages paid 
in a sufficiently depreciated currency 
might leave the recipient poorer than 
before. It is nearly as obvious that 
high money wages in an era of high 
prices may confer only an illusory 
prosperity upon the wage earner. 
Here is the real point of this inquiry. 
We wish to ascertain whether real 
wages have been rising or falling, for 
in a time like the present it is unlikely 
that they could have remained wholly 
stationary. For any period during 
which the prices of the items for which 
the worker expends ‘his income have 
risen more than has his money wage, 
we must conclude that real wages 
have fallen. Conversely, for any 
period during which the wages of the 
worker have risen more than has the 
cost of his customary budget, for such 
a period there has clearly been an 
increase in real wages. 

Another phase of the definition of 
wages should be noticed. It concerns 
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‘om, 


the distinction between the wage rate 
and actual earnings. The former is 
stated in terms of cents per hour, 
dollars per week or month, or dollars 
or cents per unit of work performed; 
the pay envelope, however, contains a 
sum of money, the amount of which 
depends in part upon considerations 
other than the wage rate. If a 
machinist earned 50 cents an hour, 
assuming an eight hour day, and 
worked overtime at time and a half 
on week days and double time on 
Sundays, he might earn by working 10 
hours a day, under war conditions, 
not merely 48 x 50 cents or $24 a week, 
but, in addition, he would be paid for 
two hours of overtime (for which he 
would receive three hours pay) each 
week day. This would amount to 18 
hours a week; if he worked 10 hours 
on Sunday also, he would be paid for 
20 hours’ work. His overtime and 
Sunday work would, therefore, net 
him 38 hours at 50¢, or $19, in addition 
to the $24 earned during regular time. 
His pay envelope would thus contain 
$43 for a week’s work. 

Suppose now, that the machinist’s 
“pay,” ie., his rate, receives a rather 
extreme increase of 50 per cent, which 
advances him to 75 cents an hour, and, 
at the same time, the shop in which 
he is employed returns to its former 
48-hour week. He will now find that 
his pay envelope contains $36 (48 x 75 
cents). This is 16 per cent less than 
he had been receiving. Thus, a 50 per 
cent increase in the wage rate, coupled 
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with a shortening of the work-day and 
the cutting out of the Sunday earnings, 
leaves him not richer in point of 
income, but poorer by about one-sixth. 

Not only variations in the length of 
the working day, but also all sorts of 
interruptions of the worker’s efforts 
affect his actual earnings. Sickness 
of the worker, or sickness in his fam- 
ily, lack of employment, the tempo- 
rary breakdown of machinery, strikes, 
shortage of materials, and other causes 
beyond the control of the individual 
worker reduce earnings considerably 
in certain circumstances. For exam- 


_. ple; the fuel administrator’s closing 


order in January, 1918, clipped 5 per 
cent from the average weekly earn- 
ings of the factory workers of New 
York State for that month, while in 
November of the same year the closing 
of factories on Armistice Day reduced 
the average weekly earnings during 
November between 3 per cent and 4 
per cent! Wage rates, therefore, 
considered apart from earnings, give 
_us only an incomplete idea of the 
situation of the wage earner. It is 
equally true that earnings also present 
an imperfect picture in some respects. 
The report of the National Industrial 
Conference Board on Wartime Changes 
in Wages points out that “weekly 
earnings -are less reliable in showing 
wage trend than are hourly earnings, 
since the latter are less likely to be 
affected by such factors as labor turn- 
over, absenteeism and overtime.’” 
This is true, if by “wage trend” we 
understand the movement up or down 
of the rates at which labor is remuner- 
ated. During periods when the 

1 See Labor Market Bulletin (N. Y. State 


Industrial Commission), December, 1919, p. 6. 
2 Supra, p. 108. 
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number of hours in the normal working 
day remain constant, the movement of 
rates affords a fair indication of the 
condition of the workers, provided the 
fluctuations in the amount of employ- 
ment, due to other causes, are of such 
a sort as to cancel one another. But 
it is significant that a permanent 
shortening of the normal working 
week has accompanied the recent rise 
of prices. “The eight-hour movement 
has made rapid gains during the past 
four years,” and “in the last three 
years the general observance of the 
Saturday half-holiday has reduced 
the 48-hour week to 44 hours.’ All 
comparisons, therefore, between the 
hourly rates of 1913 or 1914 and those 
of the present time must take account 
of a probable shortening of the working 
week, which operates to discount the 
increase in the actual weekly earnings 
by as much,-in some occupations, as 
15 per cent. 


Cost of Living 


Another term requires a word of 
explanation. The cost of living cannot 
be satisfactorily ascertained by a 
comparison of index numbers derived 
from the wholesale prices of commodi- 
ties in general. The workman does 
not buy at wholesale, and he buys a 
particular assortment of consumers’ 
goods and services. Let us consider _ 
for a moment the so-called family 
budget. The adult workman whether 
American or foreign-born is pros- 
pectively, if not actually, the main 
support of an average family, and 
competes in the labor market with 
other heads of families. Hence, it 
has become customary to consider 


3 See Monthly Labor Review, November, 1919, 
pp. 194-95. 


the wages of adult male workers from 
the point of view of their adequacy 
to support an average family consist- 
ing of wife and three children of school 
age. What such a family group 
requires, in order to live in simple 
comfort under American conditions, is 
in process of definition at the present 
time, and while conditions and customs 
vary somewhat from section to section, 
students of an American standard 
of living are in the way of working 
out to a reasonably harmonious con- 
clusion. At this point it is necessary 
simply to indicate the. relation which 
exists between price movements and 
fluctuations in the cost of living. 


Increased Prices and Family Budgets 


In order to compare the cost of a 
given family budget at two different 
periods, it is necessary to use either 
(1) a standard list of actual goods and 
services which, on the average, an 
American family of five will require, 
or (2) the percentages of income which 
workmen ordinarily expend for the 
several classes of necessaries entering 
into a family budget. In case a 
standardized list is available, as in the 
valuable study published in October, 
1919, by William C. Beyer and his 
assistants for the Bureau of Municipal 
Research of Philadelphia,‘ all that is 
necessary at different dates, or in 
different localities, is to fill in the 


current costs of the items enumerated, ` 


to make the comparisons, and to draw 
conclusions as to changes in the cost 
of living. As a matter of fact, most 
of the studies of the cost of living fail 
to give us completely detailed specifi- 


4 Workingmen’s Standard of Living in Philadel- 
phia, Macmillan and Co., 1919, 
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cations regarding the expenditures of 
families at any level of comfort. They 
do tell us, however, the proportion of 
income which is expended for food, for 
clothing, for rent, for fuel and light, 
and for other major items. On the 
basis of such percentages it is possible 
to revise cost of living estimates, and 
bring them down to date. The follow- 
ing table’ indicates the way in which ° 
increased prices affect the cost of a 
family budget: 


Estimatep Per ‘Cent or Increase In Cost 
OF LIVING IN tHe UNITED STATES FROM 
1913 to OcToBER, 1919 


Average a 














Per Cent | Per Cent 
Per ris of In- of In- 

Homaat | meta | ues? | geag 
Expenditure Expendi- from Pio i 

ture i913 to | Family 

October, | Budget 

191 
Food... naaa. 38.2 80.70 30.8 
Clothing......... 16.6 | 189.30 | 28.1 
Housing......... 13.4 17.75 2.4 
Fuel and light....; 5.3 45.07 2.4 
` Furniture and fur- 

nishings....... 5.1 | 189.62 7.1 
Miscellaneous....| 21.3 81.31 17.3 
Total....... 88.1 





Translated arbitrarily into dollars, 
this table tells us that in a $1,000 
family budget, an estimated sum of 
$382 will go for food; and, since food 
prices have risen 80.7 per cent this 
item will now cost $308 additional. 
Clothing in such a budget will cost 
$231 more than in 1913; rent, $24; 
fuel and light, $24, ete. Added 
together, these necessary additions to 
the cost of living total $831. In other 
words, the skilled wage earner who 


5 See “Changes in Cost of Living in the 
United States, 1913, to October, 1919,” in 
Monthly Labor Review, January, 1920, pp. 97-98. 
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formerly supported his family on 
$1,000 (a wage of say $3.33 a day) 
will now require $1,831 if he is to 
provide them with as good a living as 
in 1913. This is equal to a new wage 
of $6.10 a day, which on this showing 
appears to be the 1919 equivalent of a 
1913 wage of $3.33, assuming in both 
cases a working year of 300 days. 
' Similarly the smaller budget of a less 
skilled worker, which might have been 
$600 in 1913, would (assuming for the 
moment the approximate accuracy of 
these percentages) need to be increased 
to $1,098 in 1919, in order to cover 
the same quantity and quality of items. 
Such are a few of the general consider- 
ations connected with the terms wages 
and the cost of living. 

There remains the problem of the 
period during which it is proposed to 
Institute comparisons between the 
movements of these two factors. ‘The 
recent and rapid phase of these move- 
ments began about the second half of 
1915, but it is preferable to compare 
the last year of world peace, 1913; with 
the present, so far as it is possible to 
do so. The changes from 1913 to 
1915 are so slight that the differing 
dates used in various investigations 
within this period do not create serious 
difficulties. 

A point, sometimes overlooked, con- 
cerns the movement of prices and of 
wages during the decade and a half 
preceding the war. It will be recalled 
that the prices of the period of the 
Spanish-American War (the closing 
years of the last century) had been 
left behind long before the beginning 
of the recent sharper increases. Some 
attention, therefore, should be paid 
to this longer period stretching back 
to the end of the nineties. 
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PosiTion oF THE WAGE EARNER 
In 1918 


A number of careful studies pub- 
lished about the beginning of the war 
appear to agree in the general conclu- 
sion that during the opening decade 
and a half of the present century, the 
actual purchasing power of American 
wages had been declining. Lauck 
and Sydenstricker? conclude that full- 
time weekly wages increased, on the 
average, between 25 and 30 per cent 
during the period from 1900 to 1915, 
but the cost of maintaining a family 
in 1913 without change of standard 
was 35 per cent greater than in 1900. 


W. I. King,’ writing of the effect of ~ 


continued heavy immigration upon 
real wages during the decade 1900 to 
1910, expresses the following view: 
“The evidence, then, indicates that 
all the entrenchments of organized 
labor, all the legislation in favor of 
the working class, all of our new 
inventions have failed to prevent the 
invaders from forcing down the com- 
modity wages of American labor.” 
In another passage we read: “From 
1865 to 1896, the general trend of real 
wages was very steadily toward higher 
levels, except for temporary backsets. 
After 1896, the progress upward ceased 
and, since 1906, there are some suspi- 
cious indications of a general decline. 
The important feature is that the 
ascent has been checked, and that, 
right in the face of the greatest indus- 
trial development that the world has 
ever seen.” Streightoff,? also, calls 

8 Lauck and Sydenstricker, Conditions of 
Labor in American Industries, 1917, pp. 378 ff. 

1 King, W. I., The Wealth and Income of the 
People of the United States, 1915, p. 179. 

8 Supra, p. 198. 

° The Siandard of Living Among the Industrial 
People of America, 1911, p. 48. 


WAGES AND THE 


attention. to the fact that the “retail 
prices of food are advancing so rapidly 
that, for the last decade, there has been 
no gain in the real wages of persons 
employed in manufacture.” The refer- 
ence is to the ten years ending in 1907. 

H. P. Fairchild in a study entitled 
The Standard of Living—Up or Down?" 
is apparently in accord with the 
authors already cited: “The writer 
is well aware that the foregoing data 
do not prove that the common laborer’s 
family was better off in 1890 than 
in 1908. .. But he does be- 
lieve that they furnish very strong 
evidence in support of that proposi- 
tion.” I. M. Rubinow," writing in 
1914, goes even farther: After an 
exhaustive examination of the wage 
- and retail price data of the Department 
_ of Labor, he arrives at the conclusion 
that between 1890 and 1912, real 
wages (“purchasing power measured 
by retail prices of food”), on the basis 
of weekly earnings, fell in the ratio 
of 99.4 to 85.3, the average of 1890-99 
being rated 100. Retail food prices 
constitute only one of the items in a 
family budget, yet inasmuch as it is 
the largest single item, namely, about 
40 per cent of the total, these results 
have a certain amount of significance. 
His conclusions are in general agree- 
ment with those of other writers cited 
above. He finds that “in years of 
falling or even slowly rising prices, 
the American wage worker was able 
to hold his own or to improve his 
condition, to a slight extent. But 
when confronted with a rapidly ris- 
ing price movement ° the 


10 American Economic Review, 1916, pp. 9-25. 

u “The Recent Trend of Real Wages,” in The 
American Economie Review, December, 1914, 
p. 793. 
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American wage worker has 
been losing surely and not even slowly, 
so that the sum total of economic 
progress of this country for the last 
quarter of a century appears to be 
a loss of from 10 to 15 per cent 
in his earning power.’ He contends 
further that a positive drop in the 
standard of living has been prevented 
only by “(1) smaller families, (2) rapid 
development of woman labor, (3) in- 
crease in employment of married 
women.” Parmelee™ agrees with this 
conclusion which he says “may seem 
startling and hard to believe, yet it is 
corroborated by the results of other 
investigations of the same question.” 

If we consider only the years of the 
present century, therefore, we are 
probably justified in concluding that 
the American worker found himself, 
at the outbreak of the World War, 
handicapped by a slight but unmis- 
takable decline’ in the purchasing 
power of his wages. They sufficed to 
buy somewhat less than had the wages 
of the year 1900. 


EXTENT or tHe Recent Increase 
IN tar Cost or Living 


Reference has already been made to 
the estimate of the Bureau of Labor 
Statistics concerning the percentage 
Increase in the cost of a weighted list 
of items comprising a family budget. 
It will be recalled that the increase 
from 1913 to October, 1919, figured 
out at 83.1 per cent. All of these 
items, however, except the food prices, 
were derived front wholesale price 
index numbers“ and are in so far 


2 Ibid., p. 813. 

8 Poverty and Social Progress, 1916, p. 363. 

8 See Monthly Labor Review, January, 1920, 
p. 97. 


140 


unsatisfactory, yet, on the whole, it is 
‘probable that this calculation pre- 
sents a substantially accurate picture 
of recent changes. It does not differ 
greatly from certain other estimates 
with which comparison is possible. 
Thus the estimate of the National 
Industrial Conference Board® -of 73 
per cent is for a slightly shorter period, 
July, 1914, to July, 1919; it has' been 
pointed out, moreover, that “the study 
made by the National Industrial Con- 
ference Board was carefully done, 
but, with the exception of food prices, 
most of the prices and rent data 
were gathered solely by correspondence 
with clothing stores, real estate dealers, 
etc., and it is believed that any error 
resulting from this method of collect- 
ing data would be on the side of unduly 
conservative quotations.’’® 


Cost of Living in Washington, D. C. 

Several local studies of much value 
should be noted in this connection. 
The cost of living in the District of 
Columbia has been made the subject 
of an investigation by the United 
States Bureau of Labor Statistics,” 
which led to the conclusion that from 
1913 to November, 1919, the percent- 
age of increase was 88.4 per cent, 
This is a study based upon the per- 
centage of income paid out for the 
several items of expenditure, and 
apparently involved the collection, 
locally, of retail prices for these items, 
although the account is not entirely 
specific upon this point. Rent in- 
creased in the District only 3.4 per 

16 Research Report, Number 19, “Changes in 
the Cost of Living,” p. 25. 

16 Hanna, Hugh S., in the Monthly Labor 
Review; October, 1919. 

17 See: Monthly Labor Review, January, 1919, 
pp. 98-99. l 
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cent during the entire period, so that 
this item cannot be held account- 
able for the high total increase found. 
No doubt, conditions in the capital 
city are wumnrepresentative in other 
respects, due to the relatively high 
average income of the white populis 
tion of the city. 


Cost of Living in Philadelphia 


The investigation of the cost of 
living undertaken in Philadelphia, 
under the auspices of the Bureau of 
Municipal Research, throws some light 
upon the rising cost of the family 
budget. The authors of this report 
conclude that a budget which had cost 
in Philadelphia $1,069.94 in 1913-14 
could be purchased in the autumn of 
1918 for $1,751.% This is the equiva- 
lent of a 64 per cent increase, and runs 
fairly close to the estimates of the ` 
Bureau of Labor Statistics for the 
same period. For from July, 1914, 
until June, 1918, the latter’s figures 
show an increase of 56 per cent, and 
from July, 1914, until December, 1918, 
an increase of 72 per cent.’ The 
Philadelphia increase up to the 
“autumn” of 1918 is midway between 
the Bureau of Labor Statistics esti- 
mates for June and for December of 
that year. 


Cost of Living in Peoria, Ill. 


Another local investigation of much 
interest is that of the Holt Manufactur- 
ing Company of Peoria, Ill. This was 
carried out as a preliminary to a 
general revision of wage rates, in 

18 Workingmen’s Standard of Living in Phila- 
delphia, a Report by the Bureau of Municipal 
Research of Philadelphia, William C. Beyer, in 
charge, 1919, p. 7. 

19 Hanna, Hugh S., in the Monthly Labor Re- 
siew, October, 1919, p. 8. 
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accordance with the increased cost of 
living. The method employed in this 
study and the results obtained are 
described by Messrs. Williams and 
Holt under the title “The Cost of 
Living in Relation to Wage Adjust- 
ments” in the Bulletin of the Taylor 
Society for October, 1919. The prices 
of foods, clothing, fuel, shelter, etc., 
were ascertained from local retail 
dealers under conditions of personal 
knowledge on the part of the investi- 
gators who thus kept close to their 
facts; this should ensure a high degree 
of accuracy in the results obtained. 
In summarizing the cost of living 
phase of the investigation, the authors 
find as follows: “Combining the four 
principal essentials of cost of living, 
that is, food, clothing, fuel and shelter, 
we found the total daily cost of living 
for the years 1913, 1915, 1917, 1918 
and 1919. The result was that the 
same articles, used in the same quanti- 
ties by the standard family of five 
throughout those years, could be pur- 
chased in 1913 for $4.06, whereas in 
May, 1919, those same articles would 
cost $7.39, an increase of 81.6 per cent 
in daily living cost from the base year, 
1913, to May, 1919.” 

This result has the advantage of 
being derived wholly from carefully 
weighted refail prices, not only for 
the several food items, but for all the 
items entering into its composition. 
It has also the advantage of being 
based upon data obtained on the 
ground, rather than by the less sat- 
isfactory method of questionnaires 
sent by correspondence to dealers in 
distant localities. It was worked out, 
moreover, in close collaboration with 
the consumers—employes of the com- 
pany—whose assistance was invoked 


` 1919. 
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as needed by the investigators. From 
May, 1919, to October, 1919, retail 
food prices in the United States in- 
creased about 1.6 per cent; it is 
probable, therefore, that if this study 
were brought down to October, 1919 
(the date of the Bureau of Labor 


. Statistics index number of 83.1 men- 


tioned above), it would be necessary 
to increase very slightly the Peoria 
index number. -It chances that as the 
two index numbers stand, there is a 
difference of only 1.5 points between 
them. In spite of the fact that the 
Peoria index number is a purely local 
one, it is believed that it is not too 
unrepresentative of the country gen- 
erally. The increase in rentals, an 
item differing from city to city as‘ 
much as any of the constituents in a 
family budget, amounted to 24.3 per 
cent in Peoria. Assuming that hous- 
ing costs 13.4 per cent of the total 
expenditure, as explained above, we 
would have an increase in the cost of 
the Peoria budget attributable to 
rent of 3.25 per cent. The increase 


. due to housing in the Bureau of Labor 


index number was 2.4 per cent. The 
correction, therefore, for exceptional 
housing conditions in Peoria would 
appear to be less than 1 per cent. 

In view of the foregoing considere- 
‘lons, it would appear that 83 per cent 
is not an excessive estimate for the 
increased cost of living between the 
year 1913 and the late autumn of 
Since then, the cost of the 22 
articles in the Bureau of Labor Statis- 
tics retail price list has increased from 
the index number 188 for October, 
1919, to 201, for January, 1920, or 7 
per cent.2° During the past“six years 


20 Press releases, U. S. Bureau of Labor 
Statistics. 
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the aggregate percentage increase in 
the cost of food at retail has about 
equalled the percentage increase in the 
cost of the budget generally. It is 
not improbable, therefore, that the 7 
per cent increase in the retail price of 
food between October last and January 
of this year reflected an increase in the 
cost of living, generally, of about that 
amount. 


EXTENT oF THE Recent RISE IN 
WAGES 


As stated above, wage statistics 
consist partly of wage rates and partly 
of actual earnings. There is available 
a certain amount of material of both 
sorts. In comparison with the cost 
of living data, that bearing upon wages 
is complicated in the extreme due to 
the extraordinary differences in the 
extent to which workers in the several 
industries and in the various occupa- 
tions within these industries have 
received increased wages. Hanna and 
Lauck in January, 1918,” pointed out 
many of these discrepancies. The 
following items will illustrate this 
point; they are taken from a table 
setting forth relative wages in leading 
occupations, December, 1917, over 
1914-15, rates for 1914-15 being 100: 


Compositors and Linotype operators 


(newspapers, day)..........-.-----5- 106 
 Hodearriers (plaster tending)........... 112 
Mining (anthracite)... 0... cccee seer eee 118 
Silk industry (earnings).............4.. 140 
Common labor, (iron and steel}. .......... 160 
Woolen manufacturing (earnings)........ 170 


Blacksmiths (Ship Yards, Delaware River) 205 


The war, it is evident, brought 
increased pay to labor in greatly differ- 
ing degrees. The fact of this uneven- 

a Wages and the War. “See especially pages 
8-11; the figures quoted above are e taken from 
page 6. 
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ness from calling to calling makes. 
generalizations about wage increases 
take on a certain aspect of unreality, 
for, while the “average worker” may 
have had his pay raised, say 80 per 
cent for the sake of illustration, the 
millions of concrete individuals behind 
the shadowy average have received 
either more or less, perhaps very much 
more or very much less, of an increase. 
This uneven participation in rising 
wages Is apparent even as among 
entire industries, as the following index 
numbers for eight leading industries 
clearly reveal.” 
RELATIVE EARNINGS Per Hour IN SPECIFIED 


INDUSTRIES INDEX NUMBERS FOR 
SrrING, 1919; 1918 =100 


Hosiery and underwear................ 184 
BLK goodie sraver Direeas errs hae Kaeo 191 
Clothing, men’s............0c0 esc eeeee 171 
Lumber (sawmills only)............,..-. 194 
Mill work (sash, doors, ete.)............ 151 
Puru tiree Nod oe ees ae oe hae 154 
aee sw vo een EEEE E E A ena 152 
Tron and steel...... 00... ccs ca rece ee eee 221 


The bureau states that the cost of 
living index number most nearly com- 


- parable with these wage index numbers 


is 175; this being the case, it will be 
noted that four of these industries 
show wage increases greater than that 
in the cost of living, while four show 
increases smaller than that in the cost 
of living. ‘These figures tell us nothing 
about weekly or annual earnings. 

Computed on the same basis (1913 = 
100) the wages of farm labor had 
already in 1918, reached points ranging 
from 155 to 178, according to which of 
several different methods of hiring 
were employed.” This corresponds 

2 See Monthly Labor Review, November, 1919, 
p- 191-93, and January, 1920, pp. 140-41. 


% Monthly Labor Review, November, 1319; 
pp. 193-94. 
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roughly to the advance registered by 
the cost of living up to that time, which 
reached an index number of 158 in 
June, 1918, and 174 in December of 
the same year.” Data for 1919, 
unfortunately, are not yet available. 
Railway wages also appear to be 
keeping up with the higher costs; 
from the year ending June 30, 1915, to 
July, 1919, the average hourly com- 
pensation of the numerous classifica- 
tions of railway labor which are paid 
by the day increased 97 per cent. 
We are told, however, that owing to 
the introduction of the eight-hour 
day, the railroad employe did not 
receive an actual increase in his earn- 
ings such as this percentage of increase 
in rates would indicate. The wage 
rates of anthracite miners, on the 
other hand, appear to have risen but 
50 per cent between 1913 and 1919, 
while the rates’ of bituminous pick 
miners in the basing district of the 
central competitive field, rose but 35 
per cent, during the same period when 
the cost of living increased about 77 
per cent. Probably the most com- 
plete and most useful collection of 
authoritative wage statistics bearing 
upon the period of the war is that 
published by the Bureau of Applied 
Economics, at Washington, entitled 
Wages in Various Industries—A Sum- 
mary of Wage Movements During the 
War. The following data relative to 
union rates in the building trades are 
taken’ from this source (page 13): 


Per Cent Increase or Hourzty Rares IN 
Various Crries, 1914-19 


BTICKIAVES oe 6252 scare eee ate saaneee 
Carpen tera 5233-25 aED EN IERE ERAY 


4 Supra, November, 1919, pp. 198. 
% Supra, December, 1919, pp. 229-90. 
* % Supra, December, 1919, pp, 225-26. 


143 
Cement workers and finishers.......... 36.3 
Inside wiremen.......0 0.0.0.0 cee aes 51.4 
Painters 5.306526 Skok on ia E Raa 60.8 
Plasterers... 0.0. c ccc cece eee nee 32.2 
Plumbers ions vation doe etun$ a S eases 50.0 
Sheet metal workers... 0.0.0... 0c cau 56.2 
Steam fitters.. ... l.una ce cece cues 51.6 
Structural iron workers............... 51.7 


The increase in the cost of living 
during this period was a little over 70 
per cent. 

A very valuable study of Wartime 
Changes in Wages is that prepared 
by the National Industrial Conference 
Board. Not only relative hourly but 
also weekly earnings are given for 
eight leading industries. The figures 
are for a single weekly payroll period 
only in each year, but comprise estab- 
lishments employing in the neighbor- 
hood of 150,000 workers. The weeks 
selected were generally the third week 
in September for the years 1914 to 
1918, and the first week in March, 
1919.” Assuming the weekly earnings 
in September, 1914, to be 100, those of 
March, 1919, were found to be as 
follows for male workers only: ` 


Metal manufacturing industries......... 188 
Cotton manufacturing industry......... 171 
Wool manufacturing industry.......... 162 
Silk manufacturing industry............ 193 
Boot and shoe industry................ 176 
Paper manufacturing industry.......... 176 
Rubber manufacturing industry......... 210 
Chemical manufacturing industry....... 204 


(The index numbers for hourly 
earnings differ from the above figures 
materially; they average about 10 
points higher.) 

The cost of living index which the 
report regards as comparable with 
these wage figures, namely, the board’s 
index number for March, 1919, was 


27 National Industrial Conference Board, 
Research Report Number 20, p. 1, 
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151.3.28 The index number of the 
Bureau of Labor Statistics, for this 
date, however, based on September, 
1914, would be 172.2 Therefore, in 
March, 1919, weekly earnings in these 
establishments were, in most cases, 
abreast or well in advance of the cost 
of living. In general, these figures 
present a somewhat more favorable 
picture of the wage earner’s position 
than do those of the Bureau of Labor 
Statistics for October, 1919, referred 
to above. 

Another series of relative wages can 
be computed from the payroll data 
gathered by the Bureau of Labor 
Statistics, and published under the 
title, Employment in Selected Indus- 
tries. Thus, by dividing the total 
payroll disbursement in a given indus- 
try on a certain date by the total 
number of workers employed at that 
date, it is possible to arrive at a sort 
of average of earnings, which can be 
compared in one year with the corre- 
sponding item in a later year. In the 
‘plants comprised in the list below 
there were employed in October, 1915, 
. some 429,000 persons, and in April, 
1919, although the establishments 
reporting were not wholly identical, 
there were 453,000 persons. Taking 
the average earnings calculated in this 
way for October,- 1915, as 100, the 
relative earnings in April, 1919, were 
as follows:” 


. Cigar manufacturing. .........0. 000 ee 149 
Hosiery and underwear............500- 152 
le nt, ee ad wana ete E 153 
Boots and shoes.........-ceeee rene eeee 156 
Cotton finishing. ccisacsartivetcusidosnas 169 


28 Supra, pp. 100-101. 

29 See Monthly Labor Review, November, 1919, 
p. 193. 

38 See Monthly Labor Review, December, 1916, 
p. 9 and June, 1919, p. 125, 
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Men’s ready made clothing............. 183 
Car building and repairing............. 186 
Cotton manufacturing................. 189 
Tron and steel....... Ponte een ees 193 
Woolen industry... 0.0.0... cae cee ceeee 206 


During the same period the cost of 
living reached 169, assuming Octo- 
ber, 1915, as equal to 100. Of the 
ten industries, therefore, four lagged 
behind the cost of living, one had 
average earnings just abreast of it, and 


five exceeded it in the extent of their: 


wage increases. 

If this series of comparisons is con- 
tinued to November, 1919; the last 
month for which figures are now avail- 
able, a considerable further increase 
in earnings appears in all of these 
industries; in fact, the boot and shoe 
industry seems to be the only one in 
which earnings were not well in 
advance of the cost of living at the end 
of the stretch from October, 1915, to 
November, 1919. : 

The studies on which the last three 
series of relative wages are based differ 
at so many points, particularly as 
to the selection of establishments in 
the several industries, that no great 
amount of agreement is to be expected. 
If, however, all of the recent data 
thus far cited on the subject of wages 
were assembled in a single descriptive 
chart or table, this much at least 
would appear: the metal manufactur- 
ing industries, chemicals, rubber, lum- | 
ber, and possibly railway labor have 
received wage increases greater than 
that in the cost of living; the anthra- 
cite and bituminous coal miners, on 


‘the other hand, and the millwork 


and furniture industries and building 
trades have fallen behind the move- 
ment of the cost of living, while as to 
the remaining industries there 1s, for 
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the most part, a lack of agreement 
between the several series of relative 
-wages, and therefore more or less 
uncertainty as to whether they are 
running ahead or behind the cost of 
living; all of which reénforces the 
point that it is difficult to make that 
nebulous and elusive personage—the 
average man--stand up and speak 
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is the valuable table of average weekly 
earnings in New York State fac- 
tories published in the Labor Market 
Bulletin of the New York State Indus- 
trial Commission Bureau of Statistics 
and Information. These figures are 
derived from reports received from 
over 1,600 firms with over 600,000 
employes and represent 55 industries, 
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clearly about his economic situation. 
If; we should descend from industries 
to particular occupations we would find 
a similar lack of simplicity and uni- 
formity. Let us -therefore travel in 
the opposite direction and take a 
glance in conclusion at some mass data 
in which even industrial lines are 
disregarded. 

The only set of figures now available 
which comes down to the close of 1919 
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arranged in 11 groups. The accom- 
panying chart which is reproduced 
from page 6 of the December issue 
presents not only the movement of 
weekly earnings but also the retail 
prices of foods, as published by the 
United States Bureau of Labor 
Statistics. 

It will be recalled that during the 
period when the cost of living, as 
represented by- the weighted items of a 
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family budget, was increasing 83 per 


cent, the cost of food—the largest 
single item in the budget—increased 
80.7 per cent. It is apparent, in these 
circumstances, that the curve for 
retail food prices possesses a consider- 
able significance as reflecting the 
upward trend of living costs generally. 
During January, 1920, the upward 
movement of wages slackened, the 
increase for the month being less 
than 1 per cent,, while the trend of 
food prices continued unchanged; this 
means that in January the two curves 
were again approaching each other.*! 
Apparently, therefore, after a long 
chase marked by a number of distinct 
phases, which it is not possible here 
to analyze, the earnings of the factory 
workers of New York State in the fall 
of 1919 had again caught up with the 
cost of living, and had continued to 
slightly exceed it (in terms of index 
numbers) for a longer period than at 
any time during the course of the war. 

The foregoing discussion throws 
some light, it is hoped, upon the 
relative level or levels of wages at the 
end of 1919 in comparison with the 
years before the war; it does not, 
unfortunately, afford any clue to the 
more important problem of the abso- 
lute adequacy of wages to the normal 
requirements of the worker and his 
family. The problem of defining a 
living wage is as insistently present at 
the end of the war as it was at its 
beginning. 

Closely related to this question of 
adequate minimum standards is the 
still more difficult task of determining 
what distributive Justice requires in 
the matter of wage payments. To 


31 Press releases, New York State Industrial 
Commission. 
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this end there is need of a careful 
examination of the movement of 
profits during the past twenty years, 
running parallel with the inquiry 
concerning real wages. Sound con- 
clusions on the subject of wages can 
be reached only after adequate answers 
have been made to three questions: 
(1) How high are real wages? (2) 
How high should a minimum comfort 
wage be? (3) Have wages exceeded, 
fallen behind or kept even pace with 
the movement of profits during the 
period of industrial consolidation which 
began some twenty or twenty-five 
years ago? 


SUMMARY 


1. The cost of living advanced 
approximately 83 per cent from 1913 
to the late autumn (October) of 1919; 
from October, 1919, up to February, 
1920, the movement continued appar- 
ently unchecked, the retail price of 
food increasing 7 per cent in three 
months. 

2. Wages have advanced through- 
out the field of employment. Occupa- 
tions which felt least the impulse of 
war prosperity have lagged behind, 
while other occupations or industries 
which were urgently needed to arm 
and equip our military forces pros- 
pered out of proportion to the rising 
cost of living. 

8. The rise of wage rates has been 
accompanied by a permanent ‘shorten- 
ing of the working week. In conse- 
quence of this change the full-time 
weekly wage in 1920 does not exceed 
that of 1913 by as much as the hourly 
wage of 1920 exceeds that of 1913. 

4. Between 1900 and the beginning 
of the World War, real wages declined 
slightly in the United States, with the 
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result that the position of the American 
industrial worker was rather worse in 
1914 than it had been in 1900. 

5. After the outbreak of the war 
there was a further shrinkage in real 
wages, especially during 1917 and 1918 
(see the New York chart). In the 
fall of 1919, weekly earnings overtook 
the retail price of food. At the begin- 
ning of 1920 real wages appear, on the 
average, to have risen to their 1914 
level, and it is not impossible that the 
slight loss sustained between 1900 
and 1914 will also be retrieved. 

6. This result is being achieved in a 
period of full employment and insistent 
labor demand; any widespread falling 
off in the amount of employment 
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offered to labor during the continuance 
of present prices would necessarily 
result in a decline in real wages and in 
the standard of living. 

7. In conclusion, it may be said that 
American labor has prospered during 
the past five years in a negative sense, 
in that, in spite of high prices, it 
emerged at the end of 1919 no worse 
off, on the average, than before; and 
on the positive side, labor has gained 
a shorter work day, fuller recognition, 
and in common with the rest of the 
population, it has inherited a world 
which is in many respects, e.g. public 
health, recreation, etc., a better place 
to live in than was that of 1890 or of 
1900. 


The Course of Profits During the War 


By Broce D. Mupeertr 


University of Minnesota 


HE counterpart of the cost of 
living indexes used in so many 
cases during the war to settle conflicts 
over wages is an index of profits; for 
the motive behind wage demands was 
only in part a matter of rising price 
levels and rising consumer costs; it was 
equally.a belief on the part of the wage 
earner that the relative share of capital 
or management in the national product 
was increasing, that business men and 
business firms were receiving vast 
profits from their war production. In 
this day of appeal to facts the only way 
of meeting such a belief and satisfying 
the demand that goes with it lies in the 
application of scientific methods to the 
measurement of the phenomenon in 
- question. o 
When it comes, however, to the mat- 
ter of constructing an index of profits 


. -_ the task is far from simple; it is by no 


means as satisfactory as the determina- 
tion of an index number of prices, for 
it involves an immediate appeal to 
industrial accounting systems and the 
prerequisite to thoroughly satisfactory 
results is uniform accounting methods. 
The uniformity of our railroad ac- 
counting systems, established after a 
generation of legislative and adminis- 
trative struggle, offers a marked con- 
trast to accounting in other fields of 
privately owned and operated industry. 

It is possibly a safe forecast of the 
near future to assume that the interest 


Note—Mr. C. E. Olson and Mr. F. E. Ring- 
~ ham assisted materially in the preparation of 
the tables included in this study. 


of the public in profits will increase 
rather than decrease. The deep inter- 
est which the public has shown and is 
showing in such fundamental indus- 
tries as coal production may well lead 
to a greater measure of public control 
and to a demand for more uniform 
methods of accounting. The changes 
in accounting methods by industrial 
concerns since the passage of the 
income tax law has been little short of 
phenomenal. 


Rare or Prorirts PROBLEM 


Were it possible to obtain data, 
which at the present time is confi- 
dential, the problem of the rate of 
profits could best be studied from the 
income tax returns in the office of the 
Collector of Internal Revenue; - for 
here, the accounting difficulties of the 
problem have been dealt with and a 
rate of profit ascertained as a basis for 
the imposition of the tax. It is 
recognized even here, however, that 
uniform results cannot be obtained for 
all business units; the valuation of 
assets, for instance, is fundamental to 
the determination of capital invested 
and thereby of rate of earnings; but 
capitalization in. some cases represents 
no water, in some cases more or less 
water. The proper method of re- 
flecting the influence of changing 
price levels*on the valuation of assets 
remains an insuperable difficulty and 
certain it is that there is little uni- 
formity in the methods of dealing with 
this problem. So after all, there is 
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a great deal that is arbitrary in the 
governmental method of arriving at a 
rate of earnings. This arbitrariness 
is not removed by the power of the 
Federal Bureau to compel the giving of 
information. 

While an index number of profits 
for all industries or for groups of re- 
lated industries might therefore be 
constructed, it would have a large 
degree of untrustworthiness because 
of the lack of homogeneity of the data 
from which it was constructed. For 
this reason, the method of this brief 
study will be to construct an index 
number of profits for particular cor- 
porations and to make no attempt to 
combine them into a general industry 
index. By this means, it is believed, 
the difficulties due to lack of com- 
parability of data will be reduced to 
the minimum at present possible for 
an individual investigator, since it 
will be confined to lack of compara- 
bility of the data of a particular cor- 
poration at different periods of time 
‘and will not involve comparisons be- 
tween corporations. 


Relation of Profits to Wages 


The problem involves no judgment 
as to the justification of earnings, as to 
whether a particular level is too high 
or too low, but specifically the question 
whether over a period of time profits 
have changed relatively to wages, that 
is, whether they were higher or lower 
at one time than at another. The 
issue which brings this matter forward 
is, of course, the question whether 
profits have risen more rapidly than 
wages during the war; or, otherwise 
stated, whether the relative share of the 
business man or capitalist, as opposed 
to that of the wage earner, in the 
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national dividend is greater or less 
than in pre-war years. The data given 
below deals with only one side of this 
problem—the profits side. No at- 
tempt is made to construct wage 
indices or even to quote available ones 
but indices of profits for particular 
corporations are constructed and their 
reliability considered. : 

In attempting to obtain statistical 
evidence on this problem it is neces- 
sary at once to rule out a considerable 
share of the field of business enterprise; 
for only those business units can be 
studied which publish adequate ac- 
counts for the period of years covered 
by the study. Thus wholesale and 
retail business, a very important factor, 
must be left out; the coal companies, 
producing one of the fundamental 
necessities of our national life, must 
be left out, in spite of the fact that Mr. 
McAdoo’s recent-remark has made us 
all want to pry into the secrets of their . 
income accounts. The railroads are 
omitted, of course, because they were 
not operated during the period of our 
own belligerency as private enter- 
prises. ‘The study is confined, there- ` 
fore, to corporations which list their 
securities on the various stock ex- 
changes of the country, and for that 
reason publish fairly complete state- 
ments of .assets and income. The 
securities of most of the corporations 
selected are known to be listed on the 
New York Stock Exchange, although 
the list has not been checked to ascer- 
tain if all are so listed. The selections 
were made from a list of about one 
hundred and fifty corporations pub- 
lished in an investment bulletin in the 
writers possession and, with the 
exception of “‘rails,’’ includes every 
corporation listed concerning which 
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the facts as to investment and earnings 
could be obtained for the years 1910, 
or 1911 to 1918 from Poor’s or Moody’s 
Manuals. The -manuals containing 
data for the year 1919 were not avail- 
able. This test ruled out companies 
organized or reorganized since 1910, 
and a few in which the accounting 
methods, or at least the published ac- 
counts had changed to such an extent 
that the figures for various years were 
not comparable. 


Earnings and Investments 


The difficult problem in forming an 


index of corporation earnings is to. 


determine what constitutes “earnings” 
and what constitutes “investment.” 
Following the procedure of the Federal 
Internal Revenue office, the method 
here used has considered that the in- 
vestment of the owners (stockholders) 
comprise that portion of the total 
assets which are not held as definite 
obligations against the stockholders. 
Speaking broadly, this includes the 
stock capital and the surplus. ‘The 
‘management of reserves, however, has 
‘an important bearing on surplus. 
- The “reserves” shown in balance 
' sheets are in some cases clearly a part 
of the surplus representing the invest- 
ment of the owners; in other cases it 
has been difficult to say what their 
nature is. Where it was clearly evi- 
dent that certain reserves represented 
part of the equity of the owners as, 
for instance, “reserves for additions 
and betterments,” they have been 
- included in the item “invested capital.” 


Depreciation Reserves 


There is another difficulty in dealing 
with reserves and that is consistency 
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in making proper reserve deductions. 
It might be hoped that in the very 
important matter of depreciation Te- 
serves and of ore depletion reserves in 
mining companies, a corporation would 
pursue a consistent policy over the 
period studied. But that this has 
not been the case is only too evident. 
Depreciation is a physical fact and 
operates continuously, but the general 
policy seems to have been to write off 
asset depreciation very sparingly, if at 
all, in lean years and very generously 
in years of high profit. This cannot 


‘help but introduce an element of 


unreliability in the figure representing 
investment, 


Valuation of Assets 


Another difficulty in determining 
capital invested occurs in the matter 
of valuing assets. This would be a 
most serious matter if the attempt 
were made to combine results for 
various corporations into a general 
profits index, and was one of the main 
considerations in the decision not to- 
construct a general index. But it 
offers difficulties even with a single 
corporation. The stock capitalization 


of a concern may at one time be 


greatly watered, as was the case when 
the Steel Corporation was organized, 
whereas at a later period there may be 
tangible assets back of every dollar of 


‘capitalization. In one or two cases 


good will or patents have been given a 
large value in early years and later 
shown in the balance valued at one 
dollar. These considerations incline 
one to the belief that any index of 
profits may have too wide an element 
of error to be used with safety and to 
decide that the time is not yet come 
for a statistical determination of the 
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question. These difficulties, however, 
lie in the original data, not in the 
method of constructing an index, and 
if the index is necėssary to settle prob- 
lems of large public import, its use will 
bring forth a refinement of the data 
on which it is based. 

The profits ratio has been determined 
by taking the percentage of “earnings 
applicable for dividends” to the in- 
vested capital. The former is not 
much more easily determined than thé 
latter. “Earnings applicable for divi- 
dends”’ is theoretically the net income 
after deduction of operating expenses, 
fixed charges and such reserves as ore 
depletion, depreciation, repairs, re- 
placements, etc. . But here again these 
latter charges have been small or en- 
tirely absent in poor years and have 
been made, in some cases, in’ great 
abundance in such prosperous years 
as 1917. Failing to show proper de- 
preciation reserves in the balance 
sheet tends to increase the book value 
of “invested capital” and therefore to 
decrease the profit per cent for that 
year; failure to deduct such reserves 
from “income available for dividends” 
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has the opposite effect and in far greater 
proportion. 

In calculating the percentage of 
earnings to invested capital for each 
year these difficulties have been recog- 
nized, and they cast sufficient doubt 
on the yearly percentages obtained 
to make certain that no fine dis- 
tinctions can be drawn from them. It 
is probable that as a general indication 
of the direction of profits and of the 
approximate changes in profit levels 
during the war, they are reliable. 

While space limitations forbid the 
publication of all the data from which 
the yearly profit percentages of the 
various corporations have been cal- © 
culated, the work sheet for the United 
States Steel Corporation is here in- 
cluded as an illustration of the method 
employed. Since the Steel Corpora- 
tion produces about 50 per cent of the 
iron and steel output of the country, 
its percentages are in themselves a 
fairly representative index of profits in 
the iron and steel industry. 

The calculations were made mostly 
on a slide rule and are probably ac- 
curate to one-tenth of one per cent. 


UNITED STATES STEEL CORPORATION 





— meee. Year’s 
Tosa Stock Total Earnings eres to 
ei ‘ded Capitali- Surplus> Invested Applicable for ach ar + 
Dec, 31 zation® Capital Dividends Beginning 
> i of Year 
1909 $868,583,600 | $130,401,396 $998,984,996 | = = .... Hii 
1910 868,583,600 165,641,908 '| 1,034,225,508 | $87,407,185 8.7% 
191i 868,583,600 173,691,195 1,042,274,795 55,300,297 5.38% 
1912 868,583,600 176,716,245 1,045,299,845 64,240,049 5.2% 
` 1913 868,583,600 213,152,210" | 1,081,785,810 81,216,986 7,8% 
1914 868,583,600 190,204,472 1,058,788,072 23,496,768 2.2%, 
1915 868,583,600° 235,025,329 1,103,608,929 75,833,833 7.2%, 
1916 868,583,600 436,360,913 1,304,944,513 | 271,531,730 24.69, 
1917 868,583,600 541,660,804 1,400,244,404 | 224,219,565 17.2% 
1918 tie ane a 137,532,377 9.8% 


a Does not include stocks of subsidiary companies not owned (approximately $600,000). 
b Includes investments in property account additions and construction. 
e Includes Gary plant special construction fund, $6,353,781. 
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For the purpose of obtaining sum- 
mary figures for comparing pre-war 


and war-time profits the yearly profit . 


percentages for the corporations in- 
cluded in the study were combined 
in the following manner: (1) a nor- 
mal pre-war period; (2) the period of 
the entire war; the latter was then 
- divided into two sub-periods with 
United States (8) as a neutral and (4) 
as a belligerent. The danger of using 
a single year as representative of nor- 
mal pre-war conditions led to the deci- 
sion to average the results of the four 
years preceding the outbreak of thé 
European conflict. In a few cases 
where data were available only for the 
last three years preceding the war, 
these three years were used. All 
such cases have been marked in the 
tables. Another variation occurs in 
the case of corporations, the fiscal 
years for which end on dates other than 
December 31. Where the fiscal year 
ended on June 30, July 31, or August 
$1, the four pre-war years included the 
period from that date in 1910 to the 
same in 1914. In the majority of 
instances the pre-war period covers 
only to December 13, 1913. For a 
few cases data for 1918 were not avail- 
able and period four, therefore, covers 
-one year only; period two, in this case, 
covering four years. 

& The method of averaging the yearly 
percentages produces the same result, 
usually to one-tenth of one per cent, 
as the theoretically more correct 
method of dividing the sum of the 
earnings for the period by the sum 
of the yearly amounts of capital 
invested. The reason for the close 
correspondence in the results is due, 
of course, to the slight change from 
year to yéar in the denominator of the 
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ratio. In some dozen cases in which 
period ratios were calculated by both 
the longer and the shorter methods the 
results agreed within the limits stated 


‘above.’ 


. The resulting percentages of earn- ` 
ings for each of the four periods for 
each corporation are grouped together 
in broad industry groups as follows: 


. Steels and equipments 

. Metals 

. Motors and rubbers 

. Sugars, Leathers and Oils 

. Public utilities os 
. Food products and chemicals 
. Miscellaneous 
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This grouping furnishes a rough indi- 
cation of what might be desirable if 
the results were to be combined into 
general indices for particular industries 
or a single index for all industries. 


SuMMARY OF CONCLUSIONS 


Certain conclusions incidental to the 


_ chief purpose of this study force them- 


selves upon one’s attention. They 
are, in the main, that the source 
material for an index of profits is 
extremely unsatisfactory, due both to 
lack of uniformity in accounting meth- 
ods and to the inadequate or scien- 
tifically incorrect method of dealing 
with reserves. The income tax law, 
however, has produced a very excellent 
effect in clarifying the balance sheets 
and income statements of many cor- 
porations since 1913. 

The final summaries for the various 
corporations shown in the tables fol- 
lowing pernfit certain general con- 
clusions in support of what has been 
a matter of general observation. The 


iron and steel industry shows a very 


large increase in the rate of profit 


~ 
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Ajaja | 8 |S JASAT] 8 |28| ee | Bs 
.1 918 Fe è ensa FAs! oa | 2a 
Pl Ale | O | A eis he i > 
Pre-war period... .........6..-- 6.8] 3.0] 4.3] 5.64 | 7.1) 4.3] 4.6] 4.4] 5.7] 5.4° 117.36 
Total War period. -.............. 12.2) 6.614.9)15.7 (32.5)12.8) 8.6) 6.0) 8.8)23.4 (24.4 
U. S. Neutral period............. 11.3] 4.8]/10.2)14.9 [41.7/10.7) 5.8} 4.9) 8.9|31.3 [21.2 
U.S. Belligerent period .......... 13.5] 9.1/22.0/18.19 |18.'7/16.0)12.9] 8.6) 8.5/11.5° jB4.1> 
Relatives 
Pre-war period......... SET 100; 100; 100) 100 | 100; 100] 100) 100; 100; 100 100 
Total War period. ..............: 179; 216, 346) 280 | 457| 297| 187| 136; 154) 433 141 
U. S. Neutral period............. 166} 160| 237) 266 | 587| 249) 126| 111| 156| 580 123 
U. S. Belligerent period.......... 198| 303| 511] 323 | 263| 372| 280| 195| 149| 213 | 197 


2 Fiscal years 1910-12 endéd June 30; 1913 and thereafter ended December 31; pre-war period 
includes fiscal years 1910, 1911, 1912, 1913. 

b Fiscal year ended July 31; pre-war period therefore fiscal years end 1911 to 1914; period No. 4 
(U. S. Belligerent) covers 11 months ending December 31, 1918. 


° Fiscal year ends June 80; pre-war period fiscal years ending 1911 to 1914; fourth period covers 
fiscal year 1918 only. 


d Fiscal year ended August 31; pre-war period covers four fiscal years to August, 1914; fourth 
period includes only fiscal year 1918. 
* Fiscal years ended November 30 till 1917. 


during the war and with few exceptions war; the public utilities equally sig- 
a greater rate while the United States nificant for the very general decreases 
was actively involved than while we in their profit levels. 
were neutral. Metals had much the Food products, chemicals, sugars 
same history but apparently saw their and the miscellaneous group show 
most prosperous time during our fairly wide variations but in most cases 
period of neutrality. very large increases.! 

The motor and leather relatives are, 4, 

one Th e comparisons of general price levels in 
significant because of the unusually diferent countries can be made by turning to 
high levels they reached during the the article on page 13 by Liefur Magnusson. 
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METALS 
. ap 
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a= 39 S q 2 Ang 
3 fe S ag | 28 
E SE E os qe 
<< > oe 5 5 AA 
Pre-war period... ......20e secu acces 10.4* 2.54 31.7 i hae 7.2 
Total War period................... 18.4 5.2 44.2 9.3 9.8Þ 
U. S. Neutral period................ 19.9 4.8 51.1 10.7 9.4 
U.S. Belligerent period............. 16.2 6.22 33.9 7.2 11.0? 
Relatives 
Pre-war period............ 00.0 aena 100 100 100 100 100 
Total War period................... 177 208 139 129 136 
U. S. Neutral period............ aes 191 192 161 149 131 
U. 5. Belligerent period............. 156 248 107 100 153 


® Fiscal years ended June 30, until 1918; therefore, pre-war period fiscal years ending 1911 to 1914; 


data for fourth period covers only calendar year 1918. 
b Total war period covers only four years; United States belligerent period covers only 1917. 


* Pre-war period three years, 1911-13. 


Motors AND RUBBERS 
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Pre-war period. ......... 00. c eee 16.4 3.0> 4.9 6.6¢ © 18.64 
Total War period................... 38.0 10.4 11.6 8.5 18.0 
U. S. Neutral period................] 42.5 9.4 15.1 6.7 25.3 
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Relatives ú 
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Total War period.............-..05- 231 333 236 129 97 
U. S. Neutral period................ 259 313 308 101 136 
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a End of fiscal year changed in 1917 from July 31 to December 31. 

b Pre-war average based on only one year’ ending December 31, 1913. 

e End of fiscal year changed in 1918 from March 31 to December 31. 

d Pre-war average based on one year only, ending June 30, 1914; end of fiscal year changed in 1914 


from June 30 to December 31. i 
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U. S. Neutral period....... 6.4 14.9 24.5 5.0 | 10.5 | 2.1 7.1 24.3 
U.S. Belligerent period. ...] 9.1 8.1 | 11.5° | 7.6 | 10.6] 3.6] 12.4 21.5° 
Relatises. Pre-war Period= 100 
Pre-war period............ 100 100 100 100 | 100 | 100 100 100 
Total War period......... 134 185 400 560 | 238 68 107 163 
U. S. Neutral period....... 114 226 500 500 338 57 83 168 
U. S. Belligerent period. ... 162 123 232 760 | 241 97 144 148 


a Three year average. 

b Fiscal year ended March 81; pre-war period therefore includes four years ending March 31, 1914; 
fourth period includes two years ending March 31, 1919. 

° Fiscal year ended September 30; pre-war period includes four years ending September 30, 1914; 
fourth period is for fiscal year 1918 only. 

å Pre-war average based on two years ending December 31, 1918. 

e Fourth period is for fiscal year 1918 only. 
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U.S. Neutral period.......... 5.8 | 6.3 | 7.0 7.8| 8.2] 5.5] 7.5 6.6 |12.6 
U.S. Belligerent period ....... 4.9 | 4,79 | 7.0% | 5.6] 1.5 |-1.7 | 8.7 5.4 | 9.6 

Relatives. Pre-war period = 100 

Pre-war period...... Saree ethers 100 100 | 100; 100] 100] 100] 100 | 100] 100 
Total War period............. 98 76 | 121 90 73 42 | 228 9i | 115 
U.S. Neutral period.......... 100 81 121 101 109 89 214 98 129 
U. S. Belligerent period ....... 92 60 | 121 73 20 | —27 | 248 81 98 


2 Fiscal year ended June 30; pre-war period includes four fiscal years to June 30, 1914; fourth period 
includes fiscal year 1918 only. 

b The end of the fiscal year changed from June 80 to December 31 in 1913. The six months from 
December 31 to June 30, 1913, were included in the figures for the years ending June 30, 1913, and 
December 31, 1913. Both were used in the average, 

° Only a three year average. i 

= Deficit. 
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Foop Propucts AND CHEMICALS 
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Total War period...... 4.2 110.6 {4.5 |8.0 | 7.2 | 5.0 | 5.8 | 6.75 |14.3 {11.6 
U. S.. Neutral period. . 4.4 110.7 4.2 6.0 5.0 3.8 3.4 6.5 |11.1 8.3 
U.S. Belligerent period. 3.82 |10.5 5.5° |10.9 10.5 8.9° | 8.1 7.05 /19.0 {16.6 
Relatives. Pre-war period = 100 
Pre-war period.........} 100 100 100 100 100 100 100 100 100 100 
Total War period...... 145 106 425 200 Q77 132 132 84 318 283 
U.S. Neutral period....| 152 | 107 396 150 192 100 85 | . 8I 246 202 


U. S. Belligerent period.| 131 105 | 518 | 272 | 404 | 234 | 203 87 | 423 | 405 


2 Fiscal year ended August 31; pre-war period includes four years ending August 31, 1914; fourth 
period is for fiscal year 1918 only. 

b Average is for two years ending December 31, 1913. 

° Fiscal year ended September 30; pre-war period includes four years ending September 30, 1914; 
fourth period is for fiscal year 1918 only. 

d Fiscal year changed from February 28 to December 31 in 1912; the figure on December 31, 1912, 
was for 10 months. 

e Fiscal year ended June 30; pre-war period 1911 to 1914; fourth period is for fiscal year 1918 only. 

f Pre-war period is for fiscal year 1913 only. 

e Fiscal year ended January 31. 

h Fiscal year changed from January 31 to December 31 in 1917. Figures for December 31, 1917, 
is for eleven months 


i Three year average. 
MISCELLANEOUS CORPORATIONS 
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U. S. Belligerent period ......| 15.2 9.4 13.2 14.2 9.2 14,1 15.8 
Relatives 
Pre-war period... .........6. 100 100 100 100 100 100 100 
Total War period............ 107 163 220 185 138 336 | | 213 
U. S. Neutral period......... 91 140 182. 162, 108 Q21. 218 ` 
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a Fiscal year ended May 31; pre-war period includes four fiscal years to May 31, 1914; fourth 


period includes fisca] year 1918 only. 
b Fiscal year ended June 30; pre-war period includes four fiscal years to June 30, 1914; fourth period 


includes fiscal year 1918 only. 
° Fiscal year ends March 31; pre-war period includes four years to March 31, 1914; last period two 


years to March 31, 1919, 


Have Profits Kept Pace With the Cost of Living? 


By Bast M. Maniy 


Director, The Scripps Economic Bureau, Washington, D. C. 
Former Joint Chairman, National War Labor Board 


HE question “Have profits kept 
pace with the cost of living?” 
seems to assume that there is, and 
should be, some relation between 
profits and the cost of living. The 
question seems to take for granted that 
justice and equity require that profits 
should keep pace with the increased 
cost of living. 


WAGES AND THE Cost oF LIVING 


There isa definite and well recognized 
relation between wages and the cost 
of living. There is general agreement 
among fair-minded people of all classes 
of society and of all kinds of economic 
interests, that the rate of wages should 
at least keep pace with the increase in 
the cost of living so that the standard 
of living of those, upon whose toil the 
national production depends, should be 
maintained. There are many indeed, 
particularly among the “‘ruling classes,” 
who insist that there should be a rigid 
and unchanging relation between 
wages and the standard of living—that 
the wage earner should not be expected 
to improve his condition even in times 
of the greatest prosperity. 


Social Standards for Judging Wage Rates 


Jn fixing the rate of wages our present 
social and industrial standards generally 
assume that full justice is done to the 
wage earner when he is patd enough to 
purchase the necessaries of life. Even 


the highest accepted standards pro- 


vide that the wage earner and his 
family shall have only a few of the 


luxuries of life and put aside some 
small savings for rainy days and old 
age. But the double economic stand- 
ard of society assumes no such relation 
between even the most extravagant 
standard of living and the amount or 
rate of profits. 

When engineers, machinists and 

other highly skilled workmen began to 
buy Fords, a large section of society at 
once set up a cry that economic Justice 
had been outraged and a reduction of 
wages was in order. But society does 
not seem at all outraged by the great 
increase during the war of families who 
maintain half a dozen homes with a 
retinue of servants and a fleet of motor 
cars at each home. 
_ There have been innumerable inves- 
tigations to determine what is the 
minimum amount on which a laborer 
can support his family “in health and 
reasonable comfort,” but no one has 
ever suggested a government inquisi- 
tion to discover even the maximum 
amount which a promoter or speculator 
should be permitted to lavish upon the 
maintenance of his family in idleness 
and extravagant luxury. 

Family Budgets of Millionaires and 
Wage Earners —Our government inves- 
tigations. would be more effective if we 
were sometimes to leave the homes of 
the workers and go into the homes of 
the rich. The family budgets of our 
twenty-five thousand millionaires would 
be immensely more valuable and 
instructive than the budgets of any 
number of wage earners. The budgets 
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of the workers, at best, merely tell us 
the amount of surplus or deficit as 
compared with a decent standard of 
living. The budgets of the rich would 
tell us where to get the money to meet 
the deficits in certain classes of wage 
and. salary earners’ budgets and to 
provide for a hundred pressing public 
needs. 
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Wages versus Rate Arbitrations.— 
There is a splendid field for such an 
Investigation right now. The govern- 
ment in the railroad bill has undertaken 
to fix rates at a level that will yield at 
least 53 and probably 6 per cent upon 
the value of the roads. As the rate of 
interest on outstanding railroad bonds 
averages only 44 per cent, the 6 per 
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cent rate level will provide around 8 
per cent on stocks—just about twice 
the rate which the government pays 
the holders of its Liberty bonds! Surely 
such a generous government has the 
right to ask a few polite questions of 
its wards in finance. 
wards, the railroad owners, will soon 
present to the Interstate Commerce 
Commission a pressing demand for a 
revision of freight rates to the new 
levels prescribed by Congress. The 
Interstate Commerce Commission has 
a list .of the twenty, largest stock- 
holders of each of the roads who, 
together, own more than a majority 
of the stock. It is the custom in wage 
arbitrations to ask personal and some- 
times impertinent questions with 
reference to what the wage earners 
are doing with the money which 
they already receive. Why should 
not the commission in considering 
the rate application do what the 
railroad arbitration board will do in 
considering a wage application—dis- 
patch agents of the Department of 
Labor to the homes of the stock and 
bond holders‘to find out what income 
each is getting and how it is spent. If 
this inquiry should develop the fact 
that the majority of stockholders’ 
families have money in the bank or are 
keeping a servant or an automobile, 
an adequate basis would exist for 
denying any increase in rates, accord- 
ing to the wage arbitration standards 
now insisted upon by the representa- 
tives of the railroad owners. 


PROFITS AND THE Cost+-or LIVING 


Putting aside this somewhat frivo- 
lous but perhaps suggestive line of 
speculation, it must be admitted that 
there is no relation between profits and 
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cost of living. Profits unlike wages are 
not looked at primarily as a source of 
subsistence by the majority of those 
who receive them, but rather as a 
means of securing increased control 
over industrial and economic enter- 
prises. Even among the hundreds of 
thousands of small stockholders widely 
advertised by the corporations, profits 
from stock investments are usually 
considered quite apart from other 
sources of income, either as “velvet” 


‘which can be squandered in luxuries 


or as the basis of fortunes which they 
hope to build. 

Profits from Bonds.—There are indeed 
a considerable number of persons, 
chiefly widows, orphans and retired 
business men) whose incomes are 
derived almost entirely from interest 
and dividends. With such persons 
there is, of course, a close relation 
between their cost of living and the 
return upon their investments. They 
cannot spend any more than they 
receive. If their investment returns 
are stationary in a period of rapid 
advance in the cost of living, their 
family budgets must, of course, suffer. 
It should, however, be noted that in 
this case we are dealing not with prof- 
its but with the rate of return on 
certain classes of securities which may 
be absolutely fixed, as in the case of 
bonds and preferred stocks, so that it 
bears no essential relation to corporate 
profits. The purchasiig power of 
these investment returns has greatly 
declined, although the profits of the 
corporations out of which they are 
paid may have increased very greatly. 


Profits from Public Utility Stocks 


It is a striking and ironical fact that 
almost the only failures of investment 
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returns to increase as fast or faster 
than the cost of living during the war 


occurred in those lines of securities in- 


which these capitalistic dependents, 
widows, orphans, and retired business 
men, have invested much of their 
capital—bonds, preferred stocks and 
public utility securities. Such securi- 
ties were classed as “safe” investments 
before the war and it was there that 
trustees and executors delighted to 
invest the estates of widows and or- 
phans. Now, the purchasing power of 
the fixed rate of bond interest has been 
cut in two while the dividends of street 
railway and many other public utility 
stocks have practically ceased. 

In the field of capital, as in the field 
of labor, all great social changes, such 
as a rapid rise in prices, inevitably fall 


` most heavily upon those least able to 


bear their burdens. 
s. There has been much grumbling 
„among railroad stockholders because 


pa ~earnings on railroad securities have 


tke 


y Me ‘T 
A 


z Peen” stationary under the standard 
“return guaranteed by government con- 
trol. They say they are receiving only 
whe pre-war earnings while the cost of 
v living has been constantly rising. This 
< soundsi impressive until it is remembered 
‘that the standard return is compared 
“only” with- 1916 and 1917, the banner 
railroad years. If we go back to real 
pre-war conditions, as is usually done 
with wages, and compare the standard 
return with railroad earnings of 1912- 
13-14 and remember that the standard 
return is a guarantee while the pre-war 
railroad earnings were a gamble, it will 
be seen that there is no cause for 
grumbling. 


Profits of Industrial Corporations 
When we leave this relatively narrow 
field of bonds and public utility stocks, 
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however,, and examine the’ financial 
reports of other classes of corporations 
we see that profits, both in. amounts 
and rates, have risen far above even 
the enormous increases in the cost of 
living. 

The most valuable basis for such a 
comparison is an exhibit recently 
presented to the President's’ 7 Coal 
Commission by the coal operators. 
This exhibit is a compilation of the 
profits of 249 industrial and mining 
companies for each year from 1911 to 
1918. The data for the first- three 
years is somewhat fragmentary and 
unsatisfactory owing to the difficulty 
of securing corporation reports as well 
as to the fact that a large number of 
the corporations have been organized 
or completely reorganized since that 
time. 

The purpose of these dibor 
tables was to prove that, as profiteers, 
the coal operators were no more guilty 
than other industries. It is a remark- 
able exhibit. 

In the exhibit the corporations are 
grouped by industries. I have; how- 
ever, prepared a summary table which 
in a few figures tells the whole story: 


Prorrrs or 249 LEADING AMERICAN 


CoRPORATIONS 
© Z Per cent on 
Amount Capital Stock 
1914 $368,387,134 7.2 
1915 663,375,559 12.3 
1916 1,420,369,738 24.2 
1917 . 1,336,821,943 21.9 
1918 927,377,714 16.1 


It should be noted that in the case of 
nearly all corporations the amount 
shown. in the table represents the net 
amount available for dividends after 
the payment of interest and provision 
for all taxes including income and. 
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excess profits taxes. In some cases 
no provision was made for taxes but 
this is more than offset by the inclu- 
sion of excessive reserves for deprecia- 
tion, taxes and other items by the 
majority of corporations. It should 
also be noted that the figures for 1918 
cover only 182 corporations, as the 
reports for 67 were not available. 
This explains the apparently great drop 
in profits in 1918. The percentage 
earned on capital stock is, however, 
accurate and may be accepted as 
representative, as it is computed by 
comparing capital stock and profits of 
identical corporations. 

Corporate Profits and the Cost of 
Inving—Accepting these figures as a 
representative index of the earnings of 
industrial and mining companies, com- 
parison may be made with the standard 
cost of living index of the Bureau of 
‘Labor Statistics: 


Cost of Living Profits 
1914 100 100 
1915 103 171 
1916 We 336 
1917 141 304 
1918 172 Q24, 


These figures effectively answer the 
question “Have profits kept pace with 
the cost of living?” 

Profits not only kept pace with the 
cost of living during the war period, 
but they also doubled and trebled its 
increase. ‘The comparison is graphic- 
ally shown by the diagram on page 158. 

Some interesting deductions may be 
drawn if we calculate for each year the 
amount of surplus profits for these 249 
corporations over the increased cost 
of living. For example, in 1916 the 
cost of living index stood at 117, the 
profits index at 336. After allowing 
for the increase in the cost of living, 
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therefore, there was in 1916 a surplus 
of profits of 219 points, equal to more 
than two years of profits at the rate of 
1914. Taking the four war years 1915- 
18 together we find that the surplus in 
the profits index over the cost of living 
index totals 502 points. Even after 
allowing for the maintenance of the 
purchasing power of profits during the 
war years there is sufficient surplus to 
maintain the pre-war basis of profits 
over a period of five years. In other 
words, even if these corporations should 
make no profits whatever for five years, 
an average rate of profit equal to that . 
of 1914 could be maintained out of their . 
war surpluses. 

I have also compiled from the same 
exhibit a table showing the average 
rate of profit earned on capital stock 
in various lines of industry. Thesé 
various lines of industry are classified 
in two great groups, depending upon 
whether they manufacture primarily 
for farm and household use or for 
industrial purposes. It is interesting 
to note that the greatest increase in the 
rate of profits has been in industries . 
manufacturing industrial material and 
equipment. This is due primarily to- 
the fact that the rate of profit earned 
by the corporations manufacturing 
industrial material and equipment was 
abnormally low in 1914. The table 
follows. 

Similar statistics drawn from a 
variety of sources might be presented 
in great volume, but no matter what 
source of material is used or what 
comparisons are made, the conclusion 
is inevitable. The average rate of 
profit of American corporations has 
increased during recent years far beyond 
any increase in the cost of living. Dur- 
ing the war the increase in the rate of 
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profits was so much greater than the 
Increase: in the cost of living that 
: enormous surpluses were created which 
may be drawn upon, if necessary, to 


~ 
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compensate for any losses which may 
occur during the lean years which are 
likely to succeed the great industrial 
boom which occurred during the war. 


AVERAGE RATE or Prorit EARNED on CAPITAL STOCK 


1914 1915 1916 1917 1918 
Farm and Household Supplies: 
Agricultural implements.............. 6.7 8.6 9.3 12.4 9.8 
Dakine eiyan EEES 7.7 6.2 6.7 8.3 8.5 
Boots and shoes.............e se eeees . 8.2. 14.7 19.6 17.7 
Canning y's etakiu ced oes 00a ooo ae bs 4.5 9.9 13.2 32.2 14.9 
Coal-Anthracite... 0.0... 0. cece ees 18.6 17.2 18.3 22.9 16 -9 
Cotton goodsS......... cece ect eee 11.7 - 8.0 13.3 17.9 20.5 
Ferier 6 oink oe anton enna Se ae te wives 10.8 5.7 9.9 B.4 | 13.4 
Flour millsi.cci) emeu phna e eeek 20.8 13.8 13.1 26.8 16.5 
General merchandising............... 5.1 12.3 16.1 14.8 13.0 
ICE EEE E A EAEE E ETT E 2.9 3.0 4.0 5.6 6.3 
Musical instruments.............0005 6.9 8.5 11.6 6.6 17.6 
Tomoe serens an ieee dais 9.6 18.6 35.4 30.4 22.3 
Printing and publishing.............. 4.1 4.4 5.6 5.1 4.5 
PEro a aes 11.8 12.9 17.2 20.4 18.4 
Slaughtering and meat packing....... 16.0 21.9 23.6 32.5 16.8 
aTe e A EE AS E aaa 6.4 10.2 19.1 14.4 ` 10.7 
LODECCO e a REN E AA 11.8 13.2 15.3 13.3 16.6 
Woolen and worsted................. 5.4 7.6 10.1 18.7 10.2 
Gb al atc eames tesa eatin 12.8 19.7 20.1 15.0 
Industrial Material and Equipment: l l 

Acids, chemical, etc.............0005. 12.6 20.1 16.5 16.7 
Automobiles... 6 idiiwew sss Koa wieww en 8.8 18.7 20.9 14.4 11.7 
Clay products. ........uesessesesesus 8.4 3.5 8.6 15.8 13.5 
Coke (by-product).......... EE ET 14.4 13.8 81.9 44.5 17.9 
Electrical appliances.............000-- 8.4 9.9 16.7 21.5 16.3 
Explosives sisc jive. aces Gadel weed Ta 10. 45.0 70.5 37.8 32.6 
GIS86 EE E E T E E wl 6.2 19.1 22.3 15.9 
Iron and steel. ..cicscs des vin eee eines 8 9.6 33.9 27.5 16.1 
pO: A a A cis E E R 5 8.0 18.0 16.6 10.1 
Lum bet inooa-sahs40cansatpegaasaweaee l 0.9 7.5 11.0 3.2 
Miscellaneous machinery............. 9 11.1 22.7 13.5 13.9 
Mining—copper...........+-.eee eee . 11.6 19.4 38.0 - 36.0 19.4 
Mining—lead. .... 0... cece eee eee 8 15.3 22.4 19.5 16.8 
Paper and wood pulp.............. oe | 1.7 10.7 11.9 9.0 
Railway equipment................-- 3 6.1 13.5 13.8 15.4 
Rubber tires. ssi eas vk aeeeresr sss 9 14.0 14.6 19.0 21.8 
Shipbuilding... .......... cc cee isinen 0 5.1 8.7 22.6 30.9 
a aan T sesh ena ean maar E 5.8 12.1 27.5 23.3 16.9 


Prices and Excess Profits Taxes 


By Davin FRIDAY 
University of Michigan 


F we may judge by the utterances ` 


of business men and of the press, 
the great mass of the American public 
believes that the excess profits tax has 
been largely responsible for the present 
high level of prices. Most of those 
who have spoken or written to this 
effect have thought it unnecessary to 
presént proof in support of this con- 
clusion; nor have they gone to the 
trouble to examine in detail the logic 
of the supposed causal connection. 
The report of the New York Chamber 
of Commerce states that “the effect of 
excess profits taxes on business enter- 
prises and on the high cost of living 
is so evident as to require little ex- 
planation.” May it not be possible 
that here, as in so many, other 
instances in the history of politi- 
cal economy, the co-existence of two 
phenomena in time may have led to 
an erroneous conclusion with respect 
to their causal relations? The excess 


profits tax will no doubt be abandoned | 


before the presidential election next 
fall. Its repeal will be conditioned 
upon considerations other than its 
effect upon prices, but it is incumbent 
upon the economist to examine criti- 
. cally the assertion that our first dif- 
ferential tax upon profits raised the 
price level by an amount greater than 
the tax. : 

The discussion of this question has 
proceeded with little reference to the 
facts concerning prices, profits, or 
taxes. These facts seem to the writer 
of such an unusual nature and so essen- 


tial even in a theoretical discussion of 
of the subject that he has decided to 
adopt the method employed by Sir 
William Petty in his Political Arih- 
metic. “The method I take to do 
this,” said Sir William, “is not very 
usual; for instead of using only com- 
parative and superlative words, I 
have taken the course to express my- ` 
self in. terms of number, weight or 
measure; to use only arguments of 
sense, and to consider only such causes 
as have visible foundations in nature.” 


Errecr or Excess Prorrvs Tax on 
THE Ristinc Price Leven 


To one acquainted with the course 
of prices, profits and taxes, there are 
disturbing facts which do not har- 
monize easily, to say the least, with 
this glib theory which finds in the 
excess profits tax the chief cause of 
the rising price level. The price level 
did not wait for the advent of the 
excess profits tax in America. It 
started its ascent in July, 1915 and 
continued it blithely until in March, 
1917, the month previous to our en- 
trance into the war, it stood at 160 
per cent of the 1913 level. It con- 
tinued its rise until July, 1917; at 
that time it stood at 185. No excess 
profits tax law had yet been passed. 
The first law was passed in October, 
1917, but no material rise in price 
occurred for some months thereafter. 

Under this first excess profits tax 
law the combined corporations of the 
United States paid 15.27 per cent of 
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their reported net income in excess 


profits tax. After doing so, they had 
remaining net income equal to 210 per 
cent of the highest amount which they 
had earned in any pre-war year. For 
the year 1918 the excess profits rates 
were increased to the point where they 
absorbed approximately 25 per cent 
of the profits of that year. In 1919 
the rates were materially reduced. As 
-against $2,400,000,000 of taxes in 
1918 they yielded only one-half that 
amount in 1919. Prices in 1918 
averaged 197 as against 175 in 1917 
and 160 in the month previous to our 
entering the war. Despite the reduc- 
tion of the tax in 1919 prices stood at 
238 in December of that year. What 
we have, then, is a rise of 60 per cent 
in the price level before any excess 
profits tax was either levied or dis- 
cussed, and a further rise of 27 points 
before the tax was passed. Then a 
comparatively slight rise in prices 
__ during the period of our highest excess 
` profits taxes, and a renewed and rapid 
rise when the amount of the tax was 
cut in half. If one were satirically 
inclined, he might affect to look with 
apprehension upon a further reduc- 
tion in the excess profits tax. ` This 
brief review of the course of prices and 
of taxes certamly casts serious doubt 
upon the assertion that “the effect of 
excess profits taxes on business enter- 
prises and on the high cost of living is 
so evident as to require little explana- 
tion.” 

Nor does a study of the course of 
profits lend any support to the state- 
ment that “for every $6.00 or $7.00 
taken from the consumer, ostensibly 
for excess profits tax, only $1.00 ever 
- reaches the United States Treasury.” 
It would follow from this that profits 
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had increased, not merely by the 
amount of the tax, but that they had 
far outrun the amount collected by the 
government. But this is not what 
the statistics of profits disclose. They 
show’ profits as follows before deduct- 


. ing taxes: 
DONG E E aes $4,339,551,000 
OT aes Sane anurans 3,940,000,000 
LOD. acco saree ae §,310,000,000 
1 ee 8,766,000,000 
BOE oarsG bh ka S 10,730,000,000 
MOS oe. cae ET 9,500,000,000 
1) | eee ee 8,500,000,000 


The figures for the years 1918 and 
1919 are based upon estimates so care- 
fully made that the final published 
figures will be but slightly different. 
After paying excess profits taxes the 
amount of net income remaining from 
1917 to 1919 was as follows: 


LO cs oheset ave eed $9, 100,000,000 
| Et aa E 7,100,000,000 
FO i oka nae vane 7,300,000,000 


It is not true, therefore, that profits 
have increased since the imposition of 
the excess profits tax. Nineteen hun- 
dred and seventeen was the highwater 
mark of profits, and the tax was not . 
imposed until the year had almost 
closed. . After paying taxes the profits 
of 1918 and 1919 are far less than they 
were in 1916. 

All of this reasoning concerning the 
effect of excess profits taxes upon 
prices rests upon one of two assump- 
tions, Either it assumes that the 
state of demand during the last three 
years has been such that the public 
has been willing to pay practically 
any price’and’ that sellers would not 
have charged high prices except under 
the necessities imposed upon them by 
the tax. This assumption certainly 
needs proving. It is not the sort of 
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-~ thing which can be accepted as a mat- 
ter of course. The alternative assump- 
tion is that the profits of industry- are 
such a small return upon the capital 
that the addition of a tax made it no 
longer worth while for the entrepreneur 
to remain in production. ‘Therefore, 
unless the tax can be added to price, 
production is decreased and price rises 
in consequence. 
ready presented show that the profits 
of 1916 were already twice as high as 
those of any pre-war year, while those 
of 1917 were two and a half times as 
high. The following table shows that 
the tax fell heaviest upon industries 
like manufacturing, mining and trade. 
These are the industries which had 
profited most by the war. 


Now the, figures al- 
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shows the net income for 30,892 cor- 
porations classified by industries and 
grouped according to the percentage 
which the corporations earned upon 
their invested capital. This table 
might well serve as a warning to those 
who desire the abolition of the excess 
profits tax. They were wise to con- 
fine themselves to “comparative and 
superlative words, instead of citing 
facts.” For if the public is given these 
facts, fully and honestly, it will prob- 
ably be impossible to abolish the tax. 


RevaTive Position or SUPPLY AND 
DEMAND 


Those who believe that all these 
movements in the price level were 
caused by the excess profits tax ascribe 


TABLE I 


Net Income and Excess Profits Taxes of all Corporations in the United States Pre-war and in 1916 and 
1917 (Expressed in M ala 





~ 


Railroads | Manufacturing, 
Year Financial | and public | mining, and Total 
: utilities mercantile 
Average net income, three years, 1911- 
DEO eM eGrs Kee alee A see eee ees $459,154 $913,299 $2,422,683 $3,795,136 
Net Income, 1916..............00.000, §28,506 1,541,076 6,696,327 8,765,909 
Net Income, 1917, before paying excess 
profits taxeS...... esc cess ec reun. 962,860] 1,303,824 8,463,676} 10,730,360 
Excess profits taxes. 41,767 60,450 1,536,531 1,638,748 
Net Income, 1917, after paying “excess 
profits taxes. edie 921,093 1,243,374 6,927,145 9,091,612 
Per cent tax to net income, W917... 4.33%, 4.638% 18.15% 15.27% 


+ 


The actual percentage which various 
corporations earned upon their in- 
vested capital in 1917 is illuminating 
. in this connection. It is also signifi- 
cant as throwing light upon the validity 
of our assumptions “concerning the 
normal rate of profit. The next table 
has been prepared from the Senate 
Document entitled “Corporate Earn- 
ings and Government Revenues.” It 


to that fiscal measure remarkable 
powers ‘of levitation, for according to 
their analysis it produced an increase 
in price even when the tax was falling. 
Where the forces are so many and so 
complex as are those which lie at the 
foundation of the price level it is im- 
possible to make convincing statistical 
proof of causal relations. We must 
supplement our investigation of facts, 
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therefore, with a priori analysis. Here 
the economist’s analysis of the forces 
which control price lends little color 
to the proposition that a differential 
tax on business profits will affect price. 
No doubt it still holds true that supply 
and demand are the only doors through 


which the effective causes of change 


can reach prices; We may safely 
assume, too, that the marginal pro- 
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high point only under the stimulus of 
excess profits taxation. 


Tar MARGINAL PRODUCER 


The tax can be added to price only 
if it falls on the marginal producer. 
But the marginal producer, if he be 
the one who is operating at the least 
profit, or at any profit not greater than 
8 per cent, pays no tax. If he bea 


Taste IT 
Net Income of 30,892 Corporations in 1917 





serra Railroads | Transpor- Manufacturing, . 

T Financial | and public | tation b Agriculture inin d Total 

income to Pa y gr Tee we 

capital utilities water mercantile à 

Under 10% | $13,196,481] $349,189,634] $1,234,161] $11,406,299) $101,952,626|  $476,979,201 
10-15% ....| 29,993,941 70,634,613 476,988} 12,329,659 275,712,345 389,147,546 
15-20%. ... 6,086,476 21,207,001 342,609! 11,727,481 587,246,584 576,610,151 
20-25%... 4,997,479 §,053,306 195,384 8,918,816 546,806,982 566,571,967 
25-30%. ... 1,098,866 3,531] 2,337,854) 6,846,975 313,941,558 324,228,784 
30-40%.... 767,187 30,486 7,000,892; 13,042,739 668,613,578 689,454,882 
40-50%. ... 182,685 3,728,476] 1,887,818] 1,183,859,402) 1,189,608,381 
50-75%... 50,299 4,496,975} 12,754,592 275,655,773 292,957,689 
75-100%,... 9,809 21,542,242 449,198 111,374,338 133,375,587 
Over 100%. 123,018 ` §2,229 1,395,374 296,999 116,164,233 118,031,853 
Total. .....| $56,506,241) $446,170,800) $43,350,955. $79,610,576 | $4,181,327,419| $4,756,965,991 


ducer will have an effect upon price, 
especially if he is tax free and if he 
contributes a substantial portion of 
the supply. Now with respect to the 
relative position of supply and demand, 
the situation during the last three 
years has probably been one in which 
the supply of goods could be but little 
increased. Further, the visible supply 
is far short of the demand at pre-war 
prices or even at the prices which pre- 
vailed when the excess profits tax was 
first imposed. The condition was one, 
therefore, in which it was possible to 
sell goods for a price largely in excess 
of cost and so at a profit above normal. 
In such a situation prices rose. But 
surely it is a bit bold and unwarranted 


‘to assume that prices will rise to this 


producer who was making more than 
8 per cent and demands that larger 
amount because of opportunity cost, 


sthere is no escape for him by shifting 


to another industry, since he will be 
obliged to pay the excess profits tax 
in any other industry in which he 
may engage. It would seem pretty 
clear, then, that short of actual with- 
drawal from productive enterprise, 
the tax is not one which will affect 
supply in such manner as to increase 
price. : 

It is of course conceivable that the 
marginal producer may. be of ‘so little 
significance that his withdrawal from 
the field of production would not 
cause a material curtailment of supply, 
and that his presence does not affect 
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competition sufficiently to influence 
` prices and prevent their rise. 


Non-Tax-Payina PRODUCERS 


On the number and importance of 
non-tax-paying producers, we have, 
fortunately, some statistics. Nine- 
teen hundred and eighteen was the 
year of the highest excess profits tax 
rates. A sample of 6,712 corporations 
shows that 3,064 of that number paid 
no excess profits tax whatever. ‘These 
represented almost exactly one-third 
of the total invested capital of this 
group of corporations. They earned, 
on the average, 5.2 per cent. During 


the pre-war period, their capital was- 


over 38 per cent of the total of this 
group, and they earned 7.4 per cent 
on their invested capital. It is very 
difficult to believe that these estab- 
lishments representing 45 per cent of 
the total number and one-third of the 
total capital exercised no influence in 
competitive price making. 

When we examine the remaining 
3,648 corporations we find that 1,497 
paid tax under the 30 per cent bracket, 
and that their total tax amounted to 
only 7.66 per cent of their net income. 
This group, together with those that 
paid no taxes, had over 60 per cent of 
the invested capital of these 6,712 
corporations. Certainly their freedom 
from excess profits taxes should have 
given us abundant guarantee against 
the shifting of this tax. 

But, as Hobson long since pointed 
out, it may be that neither of these 
` groups is marginal, that the marginal 
man is found among those who made 
extraordinary profits. These are the 
men who have great resourcefulness 
and initiative and can easily shift to 
new fields. But shifting avails them 


. 8,064 paid no taxes. 
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nothing, as the excess profits tax ap- 
plies to all fields of industry. 
But one possibility still remains. 


May they not agree with the father of 
Huckleberry Finn. When the elder 
Finn was just entering upon the early 


stages of delirium tremens, he summed 
up his attitude toward our political 
institutions in general in the trenchant 
conclusion that “this is a hell of a 
government.” May they not, simi- 
larly minded, withdraw from industry 
altogether, and from their citadel of 
past profits, accumulated in the days 
when there were no excess profits 
taxes, observe what the Wall Street 
Journal calls the “vampire-like” activ- 
ities of the government. 


Taxes on Excess anp War Prorits 


The rate of profits which was suf- 
ficient to induce them to remain in 
business during the pre-war period 
would seem to be the best evidence on 
this point. Of the 6,712 corporations 
whose incomes were cited for 1918, 
2,151 corporations paid practically all 
of the $121,039,923 of taxes of this 
group, 1,497 paid $7,412,123 and 
During the pre- 
war period these 2,151 major tax- 
payers had earned $89,298,925 on 
an invested capital of $603,000,000. 
Evidently 15 per cent was sufficient 
to keep them in production during 
these pre-war years. During 1918 
they earned a net income of $281,775,- 
190 on an invested capital of $1,060,- 
000,000 or 26.6 per cent on their in- 


' vested capital before taxes. Of this the 


government took 43 per cent, leaving 
them approximately 15.2 per cent free 
and clear on an amount of capital 40 
per cent larger. This additional capi- 
tal largely represented war profits of 
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the years preceding 1918. These cor- 
porations would hardly be moved to 
withdraw from industry altogether by 
the workings of the excess profits tax. 

But these taxes include not only 
those upon excess profits, but the war 
_taxes as well. Since the war profits 
taxes were levied for only a single 
year and do not apply to the profits of 
1919 or subsequent years, we must 
know the size of the excess profits tax 
alone and the ratio of that tax to capi- 
tal. This amounted to $88,309,393 
for the 2,151 corporations, and con- 
stituted. 31:3 per cent of the net in- 
come of these corporations, leaving 
them 18.2 per cent on their invested 
capital after paying taxes, as against 
15 per cent in the pre-war period. 
Under the rates in force in 1919 these 
corporations would have paid less 
than $58,000,000, and would have 
remaining over 21 per cent on their 
invested capital. 

Which of these groups of corpora- 
tions, then, actually curtailed supply, 
or even threatened to do so, in such 
manner as to produce the rise in price? 
In other words, who shifted whose 
taxes? “In the absence of monopoly 
it is extremely difficult to believe that 
any of them curtailed their supply. 
The buyer was placed at the mercy of 
the seller, not by the excess profits tax, 
but by the fact that the general supply 
of commodities had reached its maxi- 
mum. There is absolutely nothing to 
prove that buyers would not have 
been just as completely at the seller’s 
mercy if there had been no excess 
profits tax. Nor is there anything to 
prove that the seller would not have 
pursued his advantage as vigorously. 
That is an end for which sellers strive 
diligently and skilfully. 


lowering his income. 
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‘Monorouistic ENTERPRISES AND 
TAXES 


But what of monopoly? It is a 
well-known principle of price that 
prices of goods marketed under monop- 
olistic conditions are fixed at the 
point where they will yield the highest 
net profit. It avails the monopolist 
nothing, therefore, to raise his price 
when he is confronted with an income 
tax. Any change in price will lower 
his tax, it is true, but it does so only by 
The amount 
that remains after payment of taxes 
will be less at the new price than at the 
former one. Of course, if a monopoly 
puts itself upon a fixed profit per unit, 
as some automobile manufacturers are 
said to do, then it may be that the 


imposition of an excess profits tax will 


produce an increase in price. But 
this is only because the monopolist 
had not pushed his advantage to its 
logical conclusion before. 

In cases of monopolistic enterprises 
or of other enterprises which are mak- 
ing high percentage of profit, the work- 
ing of the excess profits tax actually 
tends to stimulate the investment of 
new capital in the old enterprise and 
thus to increase the supply and lower 
the price of the product. Moreover, 
this is the more true as the maximum 
rates of taxation are increased. For 
the additional invested capital will 
add to the ultimate net income avail- 
able for distribution, not only the 
amount. which is earned from the sale 
of ‘the additional product, say 5 per 
cent; but it will Increase the exemption 
by 8 per cent of the invested capital 
and so reduce the amount which is sub- 
ject to the highest rates. Thus, if a 
company on an invested capital of 
$10,000,000 makes a net income of 
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$2,500,000 (or 25 per cent) its excess 
profits taxes under the 1919 rates 
would be $439,400 and its net income 
after taxes $2,060,600. Now assume 
that the investment of $2,000,000 of 
additional capital will increase its net 
income by $100,000 or 5 per cent on 
its additional capital. This return 
would probably not be sufficient in- 
ducement for the investment. But 
an excess profits tax at even the low 
rates of 20 and 40 per cent which pre- 
vailed in 1919 will now be only $367,- 
400 on the net income of $2,600,000, 
leaving $2,232,600 after payment of 
taxes. If we compare this amount 
with the amount remaining originally, 
we find that the net income left to the 
corporation has increased by $172,000, 
or 8.6 per cent on the additional in- 
vested capital of $2,000,000. This 
would probably be a sufficient induce- 
ment for the new money, as it is well 
above the going rate of interest. This 
effect of additional invested capital 
has been recognized by those who have 
_advised corporations mn excess profits 
tax matters, and has been noted -by 
J. C. Stamp in a recent article in the 
Economic Journal. 


Excess Prorits Tax not CAUSE or 
INCREASED PRICES 


Neither the statistical facts nor 
the implications of economic law sup- 
port the conclusion that the excess 
profits tax has been responsible for 
the increase in price which we have 
witnessed during the last five years. 
The most that can be gaid for it is that 
the tax may have given some seller the 
courage to move his price up a little 
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earlier, or a little farther, than he would 
otherwise have done. But not even 
this much can be conceded for the 
rise of 60 points which occurred be- 
tween July, 1915, and March, 1917. 


Change of Institutions and Altitude 


To trace the effect of the complex 
and tangled causes that have pro- 
duced the present price situation is a 
long and arduous task. In the writer’s 
opinion any such explanation must 
take as its point of departure the com- 
plete revaluation of ends which took 
place in the European mind when the 
nations went to war. It must con- 
clude with an analysis of the present 
inefficiency of labor, a factor which- 
increases the cost of the labor element 
in production far more than is indi- 
cated by the mere rise of wage scales 
per hour or per day. Between the 
beginning and the end of the war a 
whole series ‘of institutions and of 
human attitudes has been wrecked. 
The gold standard, conservative bank- 
ing policy, a private economy which 
set store by a constant power to de- 
mand the things needed for a custom- 
ary class standard of living, our mental 
attitude toward national indebtedness, 
our conception of what constitutes an 
honest day’s work for an honest day’s 
pay; every one of these phrases stood 
at the beginning of the European war 
for a definite part of the institutional 
situation within the confines of which 
the industrial life of the people moved. 
Every one of these institutions has 
been radically changed. In the story 
of that change lies the explanation for 
‘our new price level. 


The Problem of Incentives and Output? 


By Orpway TEAD 
Bureau of Industrial Research, New York City 


J! is a fair assumption in all discus- 

sion of incentives to work that 
admitting, as we must, the need of 
maximum productivity at the present 
hour, we also admit that the results 
and benefits of increased production 
should accrue to all groups of industry 
and the community. Those of us 
who have been longest in the field 
of personnel administration are in- 
creasingly impressed with the profes- 
sional quality and status of personnel 
work. We are not merely under- 
lings hired to keep factories full of 
workers; we are, or should be, compe- 
tett executives imbued with pro- 
fessional standards which suggest that 
our work is successiul to the extent 
that we are servants not only of a cor- 
poration, but also of the community. 
For the essence of this professional 
status, I take it, is a sense of high 
ethical obligation to conform to stand- 
ards of sound procedure, just conduct 
and public service, to the extent that 
we have come to see the light on these 
matters. 

I say all of this by way of preface 
because from the start personnel and 
other executives should realize clearly 
that they have no interest in exploiting 

1Read before the National Association of 
Employment Managers, New York, February 
28, 1920. 

For fuller treatment of the same subject see 
Chapter XV, “Arousing Interest in Work,” 
in Tead and Metcalf Personnel Administration: 
Its Principles and Practice. McGraw-Hill Book 
Company, 1920. 


the human nature of the manual 
workers under them. They have, as 
professional managers, only an interest, 
and a very deep interest, in having 
work done well, quickly and in abun- 
dance. We want to see the necessary 
maximum production obtained with 


. the minimum of effort and friction. 


One thing which is increasingly 


_ plain today is that there is unnecessary 


effort and needless friction, both 
human and mechanical, where there 
is no interest. 

Indeed, the text of today’s discussion 
is that the roots of efficiency are two: 
namely, perfection of mechanism and 
process, and application of human 
energy in the most effective way. We 
know today that the most effective way 
of applying human energy, is to have 
people voluntarily eager and absorbed 
in what they are doing—in short, 
interested. 

Hf, then, interest im work is one of 
the essentials to fundamental effi- 
ciency, it Is important to carefully 
analyze the elements of interest, that 
we may understand what practical 
provision should be made for arousing 
it. 


DEFINITION OF INTEREST 


. People are interested when an activ- 
ity tends to keep occupying their 
attention and absorbing them by some 
appeal. The appeal may lie in the 
very difficulty of the task or in the 
downright enjoyment in its perform- 
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ance, or it may be in the anticipated 
approbation of one’s associates, due 
to one’s proficiency. People are in- 
terested when attention has passed 
the point of conscious effort, and has 
become eager, immediate and spon- 
taneous. Attention can be so com- 
manded -when we are actively engaged 
—have a definite object in view and 
recognize something at stake, “some- 
thing whose outcome is important 
for the individual.” A display of 
interest is therefore a display of 
“‘self-expressive activity.” 

Elements of Interest in Work.—The 
essential elements of interest in work 
seem to be: (1) self-choice of the 
activity; (2) pleasure in its con- 
tinuance; (3) a sense of significance 
and value im its performance; (4) 
opportunity to secure the approval of 
one’s associates for one’s accomplish- 
ments. 

A condition of monotony exists 
where these elements are lacking. 
Remove the chance for self-choice of 
the action, for understanding its 
significance, for having the approval 
of one’s fellows, and the labor is sheer 
drudgery. “Monotony means that 
growth and development have ceased.’” 
, Monotony is present when work, has 
become so habitual as to be auto- 
matic, that is, when it is making no 
demands upon the active attention; 
or when work is found to be tempera- 
mentally uncongenial, and is thus, for 
any reason, precluding the chance 
for self-expression and development 
through the work. 

Reaction of the Worker to His Work.— 
If these definitions are correct, interest 
and monotony are not characteristics 


2Dewey, John. Interest and Effort in Educa- 
tion, p. 36. 
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of certain kinds of work. They are 
characteristics of people in their reac- 
tion to certain kinds of work. A job 
is not inherently interesting nor in- 
herently monotonous. It is interest- . 
ing or monotonous to a worker. There 
are inevitably these two aspects con- 
tributing to create the one fact of the 
worker in-his-relation-to-his-work. In 
each separate case the two must fit; 
the worker must find the job that 
satisfies him. He must be able to 
register there; and in order for this to 
happen it must fit from the point of 
view of opportunity for him, in relation 
to his capacity, motives and desires. 
It is, in short, a dynamic and changing 
fact. The worker is either progress- 
ively more interested because the 
adjustment is always improving, or 
he is progressively less interested, 
and usually less capable of being in- 
terested in the work.’ 

Jobs, as jobs, are therefore neither 
interesting nor the opposite. It all 
depends on the relationship. But 
there are, of course, jobs which because 
of their simple content do quickly 
become habitual and are then auto- 
matic. Any prolonged performance of 
such jobs will, of course, become 
monotonous; and whether, as now con- 
stituted, they can of themselves be 
Interesting is, In our opinion, a grave 
question. The possibility of develop- 
ing a derived interest for this type 
of work must be considered. But 
there are many jobs usually thought 
of as monotonous, which require 
thought, care and attention, and 
could therefore be much more inter- 
esting than they are, if only the worker 


3 See A Point of View in the Field of Industrial 
Personnel, The Scott Co., Laboratory, June 
24, 1919, 
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had the knowledge, ability, aptitude 
and background, out of which interest 
would normally arise.‘ 


4 


JOB ANALYSIS 


This points to a fundamental need: 
the need for analysis of the intellectual 
content of jobs. From the point of 
wise selection of workers, promotion, 
transfer, modifications in process and 
training, we need more exact data as 
to what qualities, aptitudes, traits of 
temperament and technical knowledge 
each job demands. Such study we 
can confidently predict from all the 
job analysis which has thus far been 
done, reveals an astonishing amount 
of special skill required at many 
supposedly monotonous tasks. 

Such study will, moreover, tell us 
how many jobs of each different kind 
there are in a factory. We know that 
it is inaccurate to speak of all factory 
work as repetitive drudgery. The 
work of machine maintenance occu- 
pies some workers. The handling of 


4An interesting illustration of this is given 
by F. H. Selden, “A Just Standard*of Industrial 
Intelligence,” in American Journal of Sociology, 
May, 1919, p. 646. “‘Usually, only cheap help 
was employed 4t this machine, as fhe foreman 
prided himself on getting work out at a minimum 
of expense. The regular hand quit and it was 
necessary to put another man in his place. The 
new operator looked the machine over, fixed it 
up, and decided to run it on a faster speed. To 
do this he must watch it very closely. . . . 
This necessitated his keeping his ear close to the 
cutter. Being a tall person this could be ac- 
complished without undue fatigue only by sitting 
down. He got a nail keg and sat close to the 
machine, but as his ear was directed toward the 
cutter his eyes were apparently looking about 
the room. Only a day or so elapsed before 
the foreman called him down for his lazy tend- 
encies in sitting at his work. This resulted in 
his putting his machine back on slow speed and 
assuming an attentive attitude.” 
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materials and trucking occupies others. 
There is assembling, inspection, pack- 
ing, shipping. The actual proportion 
of unskilled machine-feeders . varies 
from plant to plant, but apparently it 
runs between 40 per cent and 80 per 
cent. We must not ignore the fact, 
however, that the elements of inse- 
curity in the job, non-control over 
work, little significance in the work, 
little chance for fellow workers’ ap- 
proval, may all be present at repetitive 
and non-repetitive jobs alike, and that 
monotony exists wherever the chance 
to make the job one with one’s self is 
no longer present. 


Causes For LACK or [INTEREST 
Amone WORKERS 


I should like next to consider why 
it is that, at present, we have so little 
interest in work among the rank and 
file—a fact to which both workers and 
managers have widely testified. This 
is, in a sense, a negative point because 
it further delays consideration of 
practical suggestions for getting inter- 
est, but since the rest of the day is de- 
voted to the technique of this subject, 
it is valuable to spend enough time on 
the introduction to get a really sym- 
pathetic understanding of the causes 
of the present condition. 

It is plain, from what we have said, 
that when interest is present there is a 
pleasant condition of mental stimula- 
tion, alertness and responsiveness in 
the mdividual. But certainly mental 
stimulation, alertness and responsive- 
ness are. not the qualities which the 
ordinary manager conceives as being 
present in the rank and file. 

Fear.—In this connection I wonder 
if it is generally realized what a de- 
termining part fear has played in 
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shaping the mental life of manual 
workers. Fear is an emotion which 
gives rise to a strained, tense and 
abnormal state of both body and mind. 
The subject of fear, particularly if the 
fear is continuous, is balked and in a 
sense prohibited from the use of all 
his faculties. Whatever alertness or 
responsiveness the fearful person has 
is all in the direction of removing his 
fears, or of protecting himself from 
having them realized. 

Of foremost importance to the 
worker is the fear of unemployment. 
The fear of losing one’s job, either 
because business has become slack or 
because, through arbitrary exercise of 
authority, there may be an unfair 
discharge, is constantly present. As 
Whiting Williams says in his interest- 
ing article on “What the Workers 
Think,” in Colliers, February 21, 1920, 
“give us this day our daily job,” is the 
secret prayer of every worker, partic- 
ularly if he has a family. ‘There is 
fear that wages will not cover necessary 
expenses; fear of the undesired arrival 
of another child, or of sickness that 
will bring an emergency demand on 
income. There is also the fear of 
reprimand—the fear of being “‘bawled 
out” by the foreman. “I doubt,” 
said Henry S. Dennison in a recent 
address at Richmond, Va., “‘if there is 
a man here who believes that he can 
make better progress in his factory 
by bellowing at his men and I doubt 
if there is a man here in whose plant 
there cannot be found some sample of 
the bellowing-bull type of foreman- 
ship.” 7 

There is the fear, sometimes con- 
scious and sometimes not, that the 
reorganization of process and method, 
which is frequently taking place in 
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factories, means such a change in the 
method of doing the work that the 
worker’s acquired skill will no longer 
have value. This applies particularly, 
of course, to the introduction of ma- 
chinery, the incidence of which, as it 
falls upon the individual worker, may 
be temporarily unfair and cruel. 

Then there is a fear, which has in 
the past unfortunately had all too good 
a basis in fact, that the more work the 
individual did the less return he would 
get for it because wage rates would be 
cut or orders would be more quickly 
completed and a lay-off would ensue. 

Unresponsiveness—In addition to 
this fact of fear as a cause of non- 
interest, there is the fact of a mental 
condition only to be understood in the 
light of the worker’s early years—a 
condition of unresponsiveness and even 
seeming lack of ambition and capacity. 
This condition, I believe, is in nine cases 
out of ten a pathological condition. 
Such people are under-developed men- 
tally, not because they are lacking in 
native capacity, but because there has 
been a persistent suppression of their 
natural mental responses. They are 
the victims of suppressed desires; and 
it is Important to remember in this 
connection that psychologically the 
greater and the longer the repression to 
which the individual has been subject, 
the more difficult it is for his emotional 
life to thrive in a wholesome way. 

Recent psychologists point to the 
importance in individual life of what 
they term “infantile fixations,” by 
which they mean the influences which 
were of determining importance in 
shaping the mental life of the individual 
in his first five years. They even go 
so far as tosay that the mental environ- 
ment of those early years conditions 
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in a fundamental way the individual’s 
possibilities during the rest of his life. 

The Immigrant Worker.—We have, 
[ believe, at least three groups among 
our manual workers to whom we can 
come with far greater insight and 
understanding than at present, if we 
understand the importance of this 
psychological truth. 

In the ten years before the war there 
had been at least 10,000,000 immi- 
grants into this country, the majority 
of whom came from central and south- 
ern Europe. This means that the 
early mental environment of that 
majority was vastly different from 
that which they found in their new 
surroundings. The civilization from 
which they came was an agricultural 
civilization. They were mostly peas- 
ants, often only one or two generations 
‘removed from serfdom. The influ- 
ence of an autocratic state and auto- 
cratic church had reduced educational 
and cultural opportunities to a mini- 
mum; it was literally true that such 
people did not have a childhood in 
which the normal impulses were al- 
lowed satisfaction and adequate devel- 
opment. Because of that tireless 
vitality which characterizes the human 
race, they were, in fact, so dissatisfied 
with their restricted life that they 
broke through, and came to this coun- 
try in an effort to secure release. In 
my judgment, this manifestation of 
initiative betokens a real stamina and a 
virility which our country needs; but 
even so, those people cannot make 
amends in their generation for the 
restrictions and mental and emotional 
impoverishment of their own child- 
hood. 

The Tenement Child —We have a sec- 
ond group of workers which have grown 
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up in our large industrial cities. You 
should read Miss Jane Addams’ fasci- 
nating account in the Spirit of Youth in 
the City Streets, to realize the consist- 
ent and dangerous manner in’ which 
our tenement life deprives children of 
the’ opportunity for normal releases. 
Their sense of adventure must come 
from such escapades as stealing fruit 
from street peddlers, stealing milk 
bottles, stealing rides on cars, and in 
each case trying to get the sense of the 
chase by eluding the policeman. Their 
experience of sex matters begins at an 
unduly early age because where a 
whole family occupies two or three 
rooms it is inevitable that this whole 
side of life should come conspicuously 
to a child’s attention and arouse 
prematurely and abnormally impulses 
which need no artificial stimulus. 
Physically and emotionally, workers 
who grew up in our slums did not 
have the chance to be normally 
developed. 

The Company-Town Worker —And 
we have in our company owned mining 
communities .and in our isolated textile 
towns a third group of children, whose 
childhood has all the characteristics 
of that of the slum children without 
the excitement of the city streets, but 
happily with the addition of green 
grass and trees, unless perchance, 
as in coal mining towns, the country- . 
side has dried up under the withering 
blight of coal dust. 


Tue Task or STIMULATING THE 
Worker’s [INTEREST 


I am not trying to overdraw the 
picture, but I hear so frequently the 
objection that people do not want to 
be interested in their work or that 
they like monotonous work, that I 
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want to stress the point that where 
managers find’ this to be the case, 
workers are usually responding sub- 
normally to an unwholesome situation. 
Normal people, I can assure you, do 
insist and will insist that the activities 
upon which they are to be engaged 
during the majority of their working 
hours shall engage their interest in 
real and permanent ways. Personnel 
executives have a very important and 
worthwhile obligation both to workers 
and managers in helping to effect a 
release of human energy, an out-flowing 
of natural human releases which will 
remove so far as possible ‘these in- 
fantile limitations and these haunting 
fears of adult life. 

Our task in securing interest in 
work is, in a word, the task of clearing 
the mental air in the life of thousands 
of individuals; the task of restoring 
people’s self-confidence and self-re- 
spect to them; the task of calling out 
and summoning to new expression 
powers which the individuals them- 
selves do not realize that they have. 
It is a fascinating study in group and 
individual psychology because we are 
going to find that different people and 
different groups will be stirred and 
moved to this release of creative power 
in a variety of ways. 

William James puts the question and 
answer in a significant way. He asks 
“to what do the better men owe their 
escape; and, in the fluctuations which 
all men feel in their own degree of 
energizing, to what are the improve- 
ments due when they occur? In 
general .terms the ahswer is plain: 
Either some unusual stimulus fills 
them with emotional excitement, or 
some unusual idea of necessity induces 
them to make an extra effort of will. 
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Excitements, ideas, and efforts, in a 
word, are what carry us over the dam.” 

If it is true that excitements, or 
emotional appeals, and ideas, or in- 
tellectual appeals, plus concentrations 
of effort or will, are what bring releases 
of energy, the problem today, as I see 
it, is to discuss what practical excite- 
ments and ideas are stimulating to 
interest in work. How, to put it 
differently, can we get opportunity for 
the individual in industry to have 
freedom of choice, pleasure in the 
work for its own sake, a sénse of its 
significance-and value and the oppor- 
tunity to have the approval of one’s 
fellows? 


Rotation oF Workers IN Monorto- 
NOUS Occupations 


It seems to me that all the activities 
of the personnel department that have 
to do with intensive job study, that 
have to do with right selection and 
subsequent adaptation of the worker 
to his work, gain enormously in im- 
portance as soon as a plant decides to 
embark on a systematic program of 
making its work interesting; because 
all of these matters can help greatly 
to facilitate a freedom of choice and 
intelligent choice in work. 

In this connection also, I am con- 
fident that plants are going to have 
to resort much more than they have 
recognized, to a systematic plan of 
transfers. We have as yet done hardly 
anything to compensate for the dull- 
ness of the most routine jobs by insist- 
ing that no worker shall be allowed to 
remain at them beyond a certain 
length of time. I appreciate that 
such a policy of transfer requires a 
change in the mental habits of both 
managers and workers, but it is a 
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change that looks in the direction of a 
better mental balance in the worker’s 
life and ultimately, therefore, a more 
adequate release of his positive and 
active qualities. One of the watch- 
words of a campaign of getting interest 
in work Is going to be: It pays to 
transfer. 


Instruction Program for Workers 


There are many types of jobs in 
which the worker will find pleasure in 
their performance simply because the 
activity itself is something which he 
craves. But we.can only have pleas- 
ure in doing a thing: for its own sake 
when we do it well. No one likes to 
do something for any length of time at 
which he is not proficient. This 
argues for the importance of a job 
instruction program in a scheme of 
securing interest. Managements owe 
it to their workers to put them at 
once into possession of all the available 
information about the best way to do 
the work that they have to do. Pro- 
ficiency in itself is pleasurable. There 
is also pleasure in doing the work if, 
in the doing, some improvement can 
be made—some change in method of 
process which appeals to that sense of 
economy in the use of energy which 
is native to human nature. The con- 
trivance of labor-saving devices is a 
pleasurable activity. 

I am especially glad also to stress 
the place of the shop committee as a 
stimulus to production, because I 
believe that both in the direction of 
discussing and adopting improvements 
in process and in organizing the ap- 
proval of one’s fellow workers, the 
shop committee can have substantial 
value. Indeed, until the shop com- 
mittee becomes a work or production 
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committee, it is only tii a small 
part of its purpose. 

Standards of Output.—It is of the 
very essence of interest in the work 
that the outcome of the negotiation 
about reward in relation to effort be 
clear and explicit as it is not today. 
At present we have no standards of a 
fair day’s or week’s output which have 
been formally agreed upon. We nego- 
tiate about pay; but not about the 
amount of work which is to take place 
in relation to that pay. I, for one, am 
convinced that study and negotiation 
about fair amounts of work, which is a 
proper subject for shop committee or 
collective bargain action, promises, 
when jointly done, to be one of the 
greatest’ spurs to interest. For it 
must inevitably develop out of such 
joint study and decision that all 
methods of technical procedure are 
considered and standards of fair 
amounts of output for workers of 
different degrees of skill are adopted; 
and thus another legitimate spur to 
proficiency will be provided. 

In saying that a sense of significance 
or value in the thing done is an ele- 
ment in interest, we point to a truth 
which managers must discover anew 
and begin to apply afresh, namely, 
the close relation that exists between 
knowledge and action. We cannot 
be pleased with what we are doing and 
doing well unless we have some means 
of knowing that we are doing it well— 
knowing something of the results. 
There must be some measure of pro- 
ficiency, and some publicity of it. 
One of the great values of the work that 
Robert B. Wolf has done on production 
records is that it acquaints both the 
individual with his own proficiency 
and also makes it possible at the same 
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time to compare his achievement with 
that of his co-workers. 

Our activity also gains in momentum 
to the extent that: we understand why 
it is that we are doing what we do; 
when we understand its meaning to 
us. A vital element in the worker’s 
understanding of what he is doing is 
acquainting him with the relation of 
his process to the whole production 
and of indicating the use of the produc- 
tion to which he is contributing. 

Mark Jones has a good story, in that 
connection, of a man visiting a plant 
where he found that the imagination 
of the office and executive organization 
had caught fire over the importance of 
a big order of pumps which were being 
made for an irrigating project in the 
Sahara desert. A sense of the signifi- 
cance of their work had aroused a 
new interest. But when in walking 
through the factory he got to the 
shipping room he asked one of the 
truckers who had some of the crated 
parts on his truck where the pumps 
were going, the worker shrugged his 
shoulders and said “they are going 
onto the freight car.” That was as far 
as his knowledge of the transaction 
carried and he had, of course, as much 
interest in the work as that lack of 
knowledge should bring. I say that 
right down the line the workers have 
the right to the knowledge of the 
‘meaning and significance of what 
they are doing—its meaning to them 
in terms of accomplishment and reward, 
its meaning to the company in terms 
of volumé and value of shipments, 
its meaning to society in terms of the 
use to which the product is to be put. 


Organized Approval of Fellow Workers 


Then, there is the importance of 


organizing the approval of one’s fellow 
13 
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associates; for the desire of all of us is 
to stand well in the eyes of those 
whose approval is of value. We want 
the emotional stimulus of sympathy; it 
helps to mobilize will and results in 
effective action. We have a sufficient 
body of experience now to say defi- 
nitely that workers do find satisfaction 
in standing well in the eyes of their 
fellows, not alone in terms of compara- 
tive pay checks, but in terms of the 
quantity and quality of their work, in 
terms of the economy of their opera- 
tions, in terms of their versatility—in 
short, in terms of their creative power. 
Moreover, it is a legitimate work of 
management to study how that sense 
of approval can be cultivated and 
organized ina plant. 

There was, for example, an interest- 
ing experiment made at the Delco 
plant where they trained a dozen of 
the executives as guides and then 
routed the families of all the workers 
through the plant in small groups over 
a.period of two or three months, in 
order that wives and mothers and 
children might see what it was that 
husbands, fathers and brothers were 
doing during the major part of their 
waking hours. It became clear that 
workers were proud to show how well 
they could work and the management 
claims that the production increased 
5 per cent during these visits. 


Fair Treatment of the Wage Problem 


I cannot conclude this introductory 
discussion without making mention of 
the frequently heard comment that all 
the workers are interested in is the 
pay envelope. It goes without saying 
that unless wages are at the very least 
enough to provide a decent standard 
of living without anxiety, there cannot 
be interest in the work. Living wages 
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regularly paid are the first condition of 
casting out working class fear. 

But after what I have said I hope 
it is clear that this idea of money as 
the sole incentive is an unwarranted 
over-simplification of human motives 
and human characteristics. The im- 
pulse to possession and the desire for 
increased financial return is indeed 
. important, and it is legitimate. But 
there are other equally legitimate and 
important motives. The impulses to 
create and construct, to satisfy one’s 
curiosity, to satisfy one’s desire for the 
_approval of others and one’s sense of 
significance in work, are all legitimate 
parts of the human equipment and 
they demand satisfaction. 

Industry has worked too long on the 
basis that all the workers want is 
wages. ‘The thing to do now is to 
supply an incentive in the work itself, 
as well as in the rewards accruing out 
of the work. Admittedly, the non- 
financial incentives so-called, might be 
used to exploit the workers. But any 
discussion of the methods of interesting 
workers pre-supposes, as I have said, 
that the management has a disposition 
to treat the payment problem with 
reasonable intelligence and fairness. 


.  Lamitation Upon Interest 


I want, in conclusion, to revert to 
the point at which we started in saying 
that our interest in securing legitimate 
incentives to work is a professional 
one. I think, if we are honest with 
ourselves, we have to realize that 
under existing conditions where the 
guiding motive in the conduct of so 
many factories is the amount of profit 
that can be extracted from the opera- 
tion by the owners, we cannot expect 
to see the workers become unreservedly 
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and unqualifiedly interested. We can 
and we should. do everything possible, 
but, we cannot do all, to get interest so 
long as the motive of profit-making is 
dominant in the industrial structure. 
It would seem to be almost axiomatic 
that as between that plant where all 
possible profits were taken and one 
which publicly announced a policy of 
limited returns to capital, the degree 
of interest which it would be possible 
to arouse would, in the latter case, be 
substantially greater. 

Indeed, I hope the time will come 
when personnel executives will publicly 
profess as keen an insight into funda- 
mentals as those prominent consulting 
engineers, including such men as 
Harrington Emerson, Gantt, Scovell, 
Polakov, Knoeppel and others, when 
they submitted a memorandum to the 
President’s Industrial Conference last 
fall, declaring that the “policy of 
extracting profit rather than rendering 
service has wasted enormous stores of 
men and natural resources and has 
put in places of authority those who. 
seek selfish advantage regardless of the 
interest of the community.” 

The important reason why this 
policy of extracting profit has wasted 
human resources is that it has worked 
effectively to thwart and obstruct the 
release and free play of the construct- 
ive capacities of the workers because 
of insecurity of work, meager wages 
and no effort to wed knowledge to 
action. . 

As professional people, what we are 
interested in is an economic organiza- 
tion of our country and of our plants 
for use and service; and to get this 
we must secure everybody’s interest in 
the work in every individual plant; to 
get this we must, to use a fine new 
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phrase, extend the stirring and appeal- | 


ing conception ‘of each industry “as 
a great self-governing democracy of 
organized public service.’ 


You and I, with our professional 


interest in seeing a good job well done, 
must therefore do all in our power to 
make the factory a place where work 
can be a means of self-expression, 
where the worker can have reasonable 
freedom in choosing what he would 
like to do and can do well, where he 
can have a sense of its significance and 

ë See the brilliant document published by the 


Garton Foundation in London, The Industrial 
Council for the Building Industry, 1919. 
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can secure the approval of his fellows. 
And where, of course, his return for the 
increase in output Is in some measure 
commensurate with the increased re- 
turn to the business as a whole. 

And I, for one, am willing to admit 
that if we cannot or do not reorganize 
factories so that some approach to 
these several conditions is possible, 
then society will have to choose be-` 
tween the survival of factories and 
the survival of human souls. I have 
faith, however, that the two—ma- 
chinery and personality—can continue 
not only to survive together but 
actually to flourish together! 


‘  ““ “More Production?’—Say, Where D’ya . Get 
That Stuff?’’ 


By Waurrine WILLIAMS 


EES -fine cool job, Buddee. 
Go slow—take easy-——mebbe 
make last all day.” 

This exhortation came to me in a 
whisper from my worker friend, 
Lorenzo, after the labor-gang boss 
had called the two of us up out of 
the hot and sooty checker-chambers 
beneath the big open-hearth furnaces 
and had ordered us to. throw the 
broken checker-brick out of the cool 
passageway on to a low car for hauling 
away to the dump. 

Lorenzo was only nineteen, but 
he had been “common labor” long 
enough to absorb thoroughly the 
“philosophy of production” which I 
found on the mind of the unskilled, 
foreign-born worker throughout the 
seven months of 1919 which I spent 
sleeping with him in the same board- 
ing-house bed, shivering with him out- 
side the same factory gates, and work- 
ing beside him in the same steel mills, 
coal mines, ship-yards, roundhouses, 
refineries, etc., in an attempt to learn 
for my company the causes of our 
industrial unrest. 

At the present moment, certainly, 
few things are more pertinent than 
that we should know the nature of 
the particular thinkings and feelings 
about this matter of producing which 
happen to be operated by the worker 
himself. And “Tl say,” to adopt 
his manner of speaking, that it is 
impossible to get any proper under- 
standing of these by the use of a 
-reporter’s pad and pencil. .On the 
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job—that is where Lorenzo lives; 
that is where we must talk with him— 
while we warm our hands together 
around the salamander waiting for the 
half-frozen grease to melt, or down in 
the silent “room” by the glistening 
“face” of a seam of coal with our car 
well loaded, eating a bite out of our 
buckets as we wait for the mule-driver 
“empty.” In 
such places, thanks partly to the good 
will shown in my partial use of several 
of their European languages, Lorenzo 
and Stephanos and Pietro and Alfonso 
and all my other buddies did their 
best to show me the ropes, even 
though they knew I must have made 
a fearful failure “somers” else or I 
wouldn’t have been with them—‘ No 
American stay long time labor gang— 
unless he ‘nuts’ or too much w’iskee.”’ 

The full quota of their kindly 
instruction in the science of production 
as they see it in the labor gang was such 
as made me, in each plant, do less the 
longer I stayed—as I became better 
trained in what was just about the 
only instruction or propaganda in the 
place—the underground propaganda 
which is whispered from lip to ear as 
the old-timer with his shovel emptied 
passes in the line close to you with 
your shovel full: 

**Ps’st! Buddee, Ps’st!—Take it 
easy. Don’t keel yourself! Lotsa time.” 

Not a pleasant propaganda to think 
about in these days when all the world 
is fighting hard to save its life by 
increasing its. slender store of peace- 
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time goods and lessening its super- 
abundance of war-time money. 

But if my months at “hard labor” 
meant anything at all, they meant 
this: Let him who would cast the first 
stone at Lorenzo or any other of my 
easy-going “buddies” follow his ad- 
vice and go slow before letting fly. 

In a very few weeks of work along- 
side of him the would-be caster would 
learn with what amazing naturalness 
that work-avoiding propaganda results 
from Lorenzo’s surroundings on the 
job and off of it. 

Particularly, off of it. 

Probably the biggest thing which 
rubs out of Lorenzo’s mind most of 
what the world tries to tell him about 
“more production” is the trouble he 
has—usually—to get on the job. 


PROLONGED Propuction A RESULT 
or JOB SCARCITY 


At this particular moment in 1920, 
it may not be hard for him to find a 
job, but last winter and much of last 
summer the country was talking about 
more production just as much as now. 
Nevertheless, at that time—when war 
orders had been cancelled and peace 
orders were coquetting in hopes of 
lower prices—I know that in many 
parts of the country it was almost 
impossible for thousands of Lorenzos 
to find work. And it wasn’t a pleasant 
thing for him or for me to know either. 

“Not a job in the house. No, 
nothing at all,” was the way the clerk 
in the government employment office 
kept answering—like a phonograph— 
all of us applicants in a voice purposely 
loud enough to reach every one of the 
room full of negroes and foreigners. 
“Not a thing, I tell you. The 
Company laid off three thousand 
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yesterday” and the Company 
five hundred this morning.— No, 
sir, as I just said, there ain’t a job in 
the house—unless yow’re ‘skilled,’ then 
you ean try across the hall.” 

Almost hourly my twenty-five dol- 
lars was growing smaller. J had vowed 
that when it was gone I’d become a 
bum along with the rest of them if no 
job turned up. Hour after hour, I 
shivered at plant gates with fifty or 
seventy-five others in the hope that 
one or two workers might be sick or 
tired and so give one or two of us a 
chance at their jobs in the labor gang 
just for the day—always in vain. It 
made it mighty nasty business to pass 
by a bunch of homeless and cashless 
fellow-shiverers trying to warm them- 
selves at a fire of ties by the railroad 
track while I fingered my money and 
wondered how long I could side-step 
joining them. 

Even among the shiverers at the 
gates or in the employment offices 
there was surprisingly little talk about 
Karl Marx and his idea that the 
world could not possibly consume all 
it could produce, with the consequent 
necessity of frequent long, desperate, 
hungry loafing periods. But .I did 
hear Democrats and Republicans and 
every other conceivable group cursed 
from the bottom of men’s hearts for 
permitting it to come about that in a 
world which everybody knew needed 
goods, men had to go hungry—and 
see their wives and kids go hungry— 
because willing muscles could get no 
chance to produce. 

“Look at them hands! Say, ain’t 
them good enough to make a livin’ 
for my family, huh? But by G— 
I’ve been all over this town 
fer a fortnight and I can’t find no job 
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no’wures! Ain’t that a hell of a 
country now, huh?” 

All the time there may have been 
plenty of jobs somewhere nearby if 
only we could have found them. But 
as long as some of the biggest employ- 
ers would not use the government 
employment offices and not all would 
advertise, there was nothing for it 
except to wander around until we 
stumbled—with the help of many 
questions in this or that saloon—on 
to one. No one knows the awful, the 
heart-sick length of even one single 


.day when it is spent in trudgings—to 


save carfare—and questionings (with 
assurances on all sides that, “Yes, 
it’s going to be a hell of a hard 
winter, all right, all right!’’) and 
applyings—all followed by turndowns 
and these in turn by fearings about 
how soon the breadline and the station- 
house floor and the fire by the railroad 
will be the only things left. 


Meanwhile any effort to cover more ` 


territory by using the telephone is 
sure to be frowned upon—* Better be 
here yourself and make sure.” 

“More production? Humph! 
More hell!” 

In many districts visited throughout 
the country all the hiring of rough 
labor is done at the plant gates at only 
two hours during the day, with, 
furthermore, these two hours so nearly 
the same at all plants that often times 
a fellow can make only two gates 
during the entire day. Still, further, 
whenever I tried to learn from the 
plant policeman or the hiring clerk 
where I stood the best chance, I nearly 
always got the same answer: 

“Well, now, about tomorrow—lI 
can’t say. But you be sure to be here. 
Don’t fail.” 
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The bar-keep or customers could be 
counted on, usually, for a pretty good 
opinion as to the relative chances, 
but even at that it was usually a case 
of waiting ah hour or so after the 
announced hiring hour and then getting 
little more than a pointed and final, 
“No! Notathing!’—without, usually, 
even a single “Sorry” to edge it. 

Many of these guards and clerks 
must some time have been out of a job 
and so have felt the dejection and the 
loss of self-respect which even the 
lowest men feel when separated from 


both a job and a “roll.” But at most 


of the gates the effect was to “rub it 
in” that the time of the jobless man is 
worthless to himself and to everybody 
else; and the strain upon his self- 
respect makes him a poorer worker. 
The morale of a young chap of 
dapper appearance, who had waited 
vainly for a month twice every day 
without any offering in his line, a 
skilled one, was manifestly slipping 
daily from his long mixing with a great 
crowd of fifty or sixty unskilled men, 
in what was called the “Bull Pen.” 
Even if he never became a “casual” 
or a hobo, the company that hired him 
would pay for his lessened interest in 
producing. 
“But Pm d——~—d sure o’ one 
thing,” he concluded his cursings as 
we walked away, “you won’t catch 
me workin’ myself to death when I do 
get in.” 
Aiter so much trouble getting on to 
the job, the next thing Lorenzo and 


` the rest of us had to worry about in 


the labor gang—it is. not so much the 
ease with the skilled worker—was the 
easy-going ways so many of our fore- 
men and bosses had of putting us off 
of it again. 
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On many kinds of work experience 
teaches the laborer to fear each day’s 
quitting time because it often brings 
that distressing verdict which starts 
him out again on the circuit of the 
gates: 

“Here y’ are, Joe! This’ll get you 
your time. Won't need you in the 
morning!” 

The more “Joe” (Lorenzo is seldom 
called by his right name) is exhorted 
to be a thrifty citizen and think about 
his future, the oftener he whispers as 
you bend together to push the five- 
hundred pound barrel of pitch over 
the gravel: 

“Say, Buddee, what you tink?— 
Dees job he last long time? Mebbe 
yes, inebbe no? Wat say?” 

Seldom it is that his buddy ever 
knows the answer, but experience 
teaches the wisdom of playing safe and 
stringing 1t out at as slow a pace as 
the boss will stand for: 

“Go easy—mebbe make last all 
week’’—(or all month or all year). 

Even foremen—paid though they 
are to look after the interests of the 
company—sometimes cannot forget 
their days in the gang far enough to 
fail to have an eye out for their own 
and their fellow-foremen’s interests 
by seeing to it that the work is not 
used up too fast. 

“My G—,” one of them exclaimed 
to his assistant as he saw that it was 
three-thirty in the morning, over two 
hours from quitting time. “Say, if 
we do any more on this the day fore- 
man won’t have anything to do. To 
hell with it, let’s hit the hay!” 

Needless to say, that particular kind 
of foreman—or at least the gang-boss 
under him—isn’t going to worry him- 
self too: much about production and 
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deny himself the pleasure of putting a 
producer or two off the job if he can 
thereby manifest his authority, or 
perhaps reveal the innate sensitive- 
ness of his temperament and dis- 


_ position. 


“Hey dere! Doan’ you hear me 
tell you pick ’em up dose brick by 
hand? What?’ Why, G— d— you, 
if you doan’ like dees job you know 
d— well what you can do!— What’s 
dat? Say, you go get your time! 
Yes, right now! We doan’ need you 
round here.” 

Not that all gang-bosses are like 
that, though I will say that many of 
them do seem to cultivate tempera- 
ments just as if they were artists— 
which they aren’t. Often, too, it must 
be said for them, their temperaments 
come from having larger responsibili- 
ties than any man can handle and be 
happy.- But especially where the 
worker is foreign-born, very unskilled, 
and on ten or twelve hour turns, there 
are too many of this type. Wherever 
they are, they AGP to give this same 
idea: 

“More production? Say, Charlie, ` 
were you get dat stuff? To AGH wid 
it. Take easy!” 

And the same query and injunction 
follow close after this or that boss or 
other representative of the stock- 
holders shrugs his shoulders helplessly 
or uninterestedly when asked for a 
shovel with a usable handle or for a 
reamer that holds its cutting tool; or 
when he-passes by and lets everybody 
sweat and swear in vain while the work 
of four men stops because the mill- 
wright won’t furnish a guide to keep 
the steel sheets in place on the pile. 
The stopping lessens the earnings of 
two and increases the fatigue of all 
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four, besides lessening their belief in 
the management’s interest in getting 
out the stuff. 

Down in the coal mine I did my best 
one day to help my instructor make a 
record. Incidentally, I know of mighty 
few things that ever gave me more 
satisfaction than did his enthusiasm 
over my skill and endurance in hand- 
ling my shovel and getting the coal into 
the cars. But it was all spoiled by 
the car that ran off the track and took 
two solid hours of pushing and jacking 
and lifting and crow-barring. The 
disappointment made me want to 
swear most profanely. But he was 
hardened to it—it seemed to be the 
regular thing: 

“Ah’ve asked mony and mony’s 
the toime for iron in place o° these 
wooden rails. But ’tis often and often 
this happens, so don’t ye moind too 
much, me la’ad.”’ 

If a worker whose income depends 
pretty largely on the service the 
management gives him through the 
track-layers, the machine-men who 
undercut his coal so that his powder 
charge will find it “off its feet” and 
so ready to fall away to the floor, the 
shot-firers who set off the charge and 
others—if he can take such disappoint- 
ments easily, then the man who works 
by the day can be pardoned if he 
doesn’t bother as much as he would 
if he could get more evidence that 
maximum output was worrying more 
people. 

But even the piece-rate or tonnage 
man feels a certain bounden and 
unselfish duty to his fellows not to do 
too much as long as workers and work 
are in such uncertain and dangerous 
unevenness as all these things indicate 
to him. ` 
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“T believe in doin’ a good day’s 
turn,” said my _  eighteen-year-old 
“catcher” who was making his ten 
dollars a day—-as his helper I drew 
only four dollars because I was on time 
and not tonnage. “But believe me, 
I ain’t a-goin’ to be none o’ your 








G— d d hogs for either the work 
or the money.” : 
“These d d Greeks—the way 


they work themselves and their crew 
by grabbin’ up all the sheets in sight! 
Why, ’tain’t hardly honest!—and 
yet here’s the company a-puttin’ ’em 
in ahead of us Americans.” 

Of course, even more definite than 
this fear of the work’s running out 
before it gets fairly around the group, 
is the fear that speeding up and earn- 
ing beyond what the management may 
feel a proper day’s income, will bring 
a cutting of the rate—which will 
mean a harder day’s effort for the same 
or less pay. Every such cut indicates 
to the worker, quite naturally, that 
the management is not so very 
seriously interested in maximum daily 
production. 

It is this deep-down feeling that 
every worker has an inalienable right 
to some kind of a job that is behind 
much of the pressure for shorter hours. 

“Yes,” shouts the organizer at the 
Sunday afternoon meeting, “with men 
outa jobs all over the country we're 
goin’ to go after eight hours in steel. 
And when we get eight hours, we’re 
goin’ after seven—if there’s still men 
outa work.” 

The company is getting the come- 
back from this same feeling when it is 
given what is about the highest praise 
a worker can give: 

“You bet, this company’s blamed 
good for havin’ work when any_com- 
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pany has work at all and for spreadin’ 
what work they is around so that 
everybody gets his share and no hog- 
gin’. Yes, Pll say it’s a great old 
company to work for.” 

It makes it look as though we people 
who live on salary don’t get much 
idea of what is the most important 
item of all in the mind of the chap 
working for wages—the steadiness of 
his daily job. 

It is true that the worker has the 
preferred position over the capitalist 
because he gets his dividends on the 
investment of his labor before the 
capitalist does—and that is an advan- 
tage which many workers do not 
appreciate. On the other hand, by 
closing down this or that department 
when orders are shy, when engines need 
fixing, or for a host of other reasons, 
the claims of labor may be completely 
side-stepped for the period, whereas 
capital-continues to run its bill; it may 
have to wait and take a chance for the 
bill’s payment, but the charge goes 
on and into the bill to be met some day. 
And every day’s close-down spells 
the same old thing to the chaps work- 
ing with the shovel and even those 
with the drill press. 

“PI say, Charlie, consumption’ll 
have to have a pill’ or two to liven ’er 
up some or you and me’Ss goin’ to be 
out of a job—and then where’ll the wife 
and kids be, huh?—Better go slow.” 

“Why only seven cars today, 
Andy?” called one voice beneath the 
lamp in a visor as we came racing down 
the main butt of the mine behind a 
galloping mule one Saturday afternoon. 

“If take all damn fool coal out 
today,” said Andy, with a glistening 
set of smiling teeth showing through 
the dark, “no can work next week.” 
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Just. that is at the bottom of the 
trouble in coal-—there are so many 
mines and so many miners that if all 
of them worked all the time or a year 


” they’d all be out of work for the most 


of the following year. And with the 
mine itself closed down so many days 
for lack of cars or orders or this or 
that, it is hard to get the miners to feel 
that they’re not also entitled to go easy 
on the days when their maximum effort 
happens to be desired, seeing that the 
result may be “no can work next week.” 

So it seems to me that Lorenzo’s 
whisper to go slow starts a lot of things, 
because it is the result of a lot of them. 
But, altogether, it looks to me as 
though the root of the matter lies in 
the steady job-——that his willingness 
to do his utmost daily can hardly be 
rightly judged until the manager in 
whom he has the fullest confidence can 
contrive to tell him—as some employ- 
ers are now telling him: 

“Weve got things fixed now so you 
can go the limit and if we break down 
or anything happens that we should 
have prevented, you fellows should 
worry—we go on with your wages— 
from now on nobody around here is 
going to be able to ‘produce’ himself 
out of a job.” 

The coal matter will not be fixed up 
properly until something like that is 
said to the miners even though saying 
it will take a lot more serious study 
of coal than a commission to fix wages 
and hours. Neither will any other line 
of industrial production be properly 
fixed until something like that is 
done—following a much more serious 
study of all the factors than any agree- 
ment as to wages and hours or even 
any nation-wide plan for the adjust- 
ment of superficial grievances. 
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I believe that what Lorenzo wants 
most is a steady job. It would seem 
as though we could all get together 
on that, for every manager and every 
capitalist I know will say that he, too, 
wants nothing better than a chance 
to give him a steady job as the result 
of the factory’s steady operation. 
When these three investors of “brawn, 
brain, and bullion” sit down to- talk 
about steady operation as the real 
down-to-the-ground essential of more 
production, they will probably ask us 
customers to sit in with them and 
shoulder our share of the responsibility. 
Those of us who insist on ordering left- 
handed plows may be asked to get 
them all of one maker so the others 
won't have to bother to turn out just a 
- few. Our wives may be asked—will 
it be in vain?—to lessen the extremes 
of their styles which now over-work 
thousands for a short season and out- 
of-work them for along one. We men 
may have to agree to lessen our choice 
of patterns so the woolen mills can 
give their full time to them. All of us 
will be asked to regularize our orders 
so as to regularize operation so as to 
~ yegularize the job for workers who, I 
fully believe from observation, take 
more pleasure in going hard than in 
“taking easy,” and who will give them- 
selves the pleasure—with the satisfied 
self-respect—which goes with good 
work, if they can be sure of a steady 
chance at that pleasure. 

Something like that kind of team- 
work between all of us is about the 
only kind of counter-propaganda which 
can be expected to break down the 
pernicious “Lotsa time” propaganda. 
The pernicious type is founded on 
fear—fear which results from the 
every-day experience of men who think 
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little but observe much, fear which is 
not allayed by the economist’s calm 
assurance that in the course of a 
generation or so everything will work 
out nicely. 

. But the employer isn’t the only one 
to blame for this fear, by a long shot. 
The public makes the wise manager 
fear that he, too, may produce himself 
out of his position by piling up goods 
which a fickle consumer may leave 
on his hands because the styles changed 
over night. The wise capitalist has 
to fear that his “over-head” may eat 
up his legitimate reward if he banks 
too much upon a steady demand and 
so lifts all the risk off from his workers 
and puts it into his inventory. The 
publie, if it is wise, will do its fearing 
when any of these three is seen to be 
“going easy,” because fear is probably 
at the bottom of it and fear is sure to 
result from it—fear of higher prices 
for the consumer and fear for daily 
bread for the producer. 

All of which is about as far as pos- 
sible from our present highly popular 
indoor sport of trying to get things 
done in time to save the world from 
bankruptcy by sitting down and 
saying: 

“Take it easy—what can we do as 
long as the other fellow is soldiering, or 
profiteering, or Bolshevizing”—etc., etc. 

After my seven months—and my 
other years—“T’ll say” were all, from 
top to lowest bottom and back again— 
including the other fellow—a bunch 
of fine chaps—all trying to play the 
game pretty fairly as we understand 
it. If we’d only try harder to get 
acquainted, we’d start a counter prop- 
aganda of confidence that would turn 
out the stuff and make us all happy 
again. 


Codéperation and Prices 


By Eveens H. Porrsr, Px.D. 
Commissioner of Foods and Markets, Albany, N. Y. 


Me ALBERT SONNISCHEN, in 

his recent admirable book on 
Consumers’ Coöperation, describes the 
essential purposes of consumers’? co- 
öperation. 


First of all, the immediate purpose of consum- 
ers’ coöperation is the production and supply of 
goods for the use of its own members primarily. 
To accomplish this end the necessary machinery 
must be acquired and set in motion; stores, 
factories, land, etc. All this property acquired 
gradually, as it is needed to supply the increasing 
membership, is owned collectively by the mem- 
bers, each having an equal share. Social part- 
nership takes the place of private ownership; 
social profit takes the place of private profit. 
Again, the management of all the operations of 
the property each member shares equally. Each 
has a voice in the control. Finally, membership 
is open to all comers regardless of sex, creed, 
race or association. Potentially membership 
includes all society—it is all conclusive. 
Consumers’ coöperation is essentially a social 
movement for the interests it represents and 
permeates all society. 


SCoPE OF CONSUMERS’ COOPERATIVE 
MOVEMENT 


Here in a nutshell is the creed, the 
primer and guide of the consumers’ 
coöperative movement as taught and 
firmly held by its most consistent and 
earnest leaders. Its field is limitless, 
its principles are clearly defined, its 
purpose determined—finally substi- 
tute a new economic and social system 
for the old. It is not political and 
is evolutionary in character. When 
those twenty-eight weavers of Roch- 
dale in 1843 opened their little coöpera- 
tive store and formed the first real 


consumers’ codperative organization 
they did so from stern necessity to 
escape the heavy burdens imposed by 
a ruthless economic system. Other 
forms of coöperation, agricultural, 
credit unions and banks have origina- 
ted and developed for the same impel- 
ling reasons—~a, determination to be 
freed from the unreasonable exactions 
of the trade. The primary cause was 
practically the same in all the forms of 
codperation, but there is a vast differ- 
ence in final aims and purposes. Some 
of these differences will be considered 
in connection with agricultural co- 
operative societies. 

The death rate among the various 
codperative attempts for the past 
century has been always high. There 
have been many dreamers who per- 
celved in codperation a remedy for 
most human ills if only their particular 
system could be made universal. But 
the indifferent success or utter failure 
of most of these schemes has created 
some suspicion of the permanent 
stability of such enterprises. More- 
over, it may be added that the history 
of codperative enterprises serves to 
teach that the doctrine of universal 
brotherhood does not in itself promise 
either persistency of effort or efficiency 
in accomplishment. Is “‘Consumers’ 
Codperation” to be the solution of the 
problem? Is it to conquer the world’s 
industry and write a new history of 
economics, or will it be simply a 
powerful factor in the making and 
distribution of wealth? | 
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MATERIAL GROWTH or CONSUMERS’ 
COÖPERATIVE MOVEMENT 


Before we attempt to answer these 
questions let us see just what the 
consumers’ coöperative movement has 
done in the seventy-seven years that 
have elapsed since the humble begin- 
ning at Rochdale. It will of necessity 
be a brief record and deal mainly with 
material growth. It must be under- 
stood that all the local associations 
joined in forming a central organiza- 
tion, the Central Wholesale Society, 
and this was done in both England and 
Scotland; in 1848 one store and 
twenty-eight members; in 1913 the 
membership has passed the three 
million mark in England, or about 
one-fourth of the population, counting 
each member as the head of a house- 
hold. Germany had 1,800,000 mem- 
bers; Russia 1,400,000; France 900,000; 
Austria 500,000; Italy and Switzerland 
each 250,000. ‘The rest of the 10,000,- 
000 members were distributed among 
smaller countries. In the same year 
sixteen national wholesale societies 
did a business of approximately three 
hundred million dollars. - 

History records the paralizing and 
destructive effect of war upon all 
forms of established industry. Ad- 
vancing from 1913 to 1918 it will be 
interesting and instructive to note 
what happened to the consumers’ 
codperative enterprise during that 
fateful period when the cause of liberty 
trembled in the balance and the 
greatest war inscribed in the annals of 
the world was fought to a finish. ‘The 
British Wholesale Society in 1915 had 
its sales increase to over $215,000,000, 
an increase of over $40,000,000, or 
25 per cent. The Scottish Wholesale 
Society increased 21 per cent. 


But 
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the total sales for the British Wholesale 
Society for 1918 were about $326,000,- 
000, and its Scottish partner kept 
equal pace. In fact, the volume of 
business of the English just about 
doubled during the war. The mem- 
bership for all of Great Britain, now 
about 4,000,000, indicates an increase 
of one million heads of families during 
the war. In Germany the membership 
increased 450,000, while the volume 
of trade jumped from 493,000,000 
marks to -607,000,000 marks in 1917. 
The Wholesale Society had its sav- 
ing deposits increase from 22,000,000 
marks in 1914 to 72,000,000 marks in 
1917. The Hungarian Wholesale Soci- 
ety in 1917 did a business of nearly 
88,000,000 kroner as against a little 
more than 30,000,000 in 1914; while 
four hundred and seventy societies 
were added and the membership in- 
creased by 300,000. A business of a 
little more than 45,000,000 francs was 
done by the Swiss Wholesale Society 
in 1914. The same society in 1918 
had a turnover of 130,000,000 francs. 
It also owns and operates the biggest 
flour mill in Switzerland. Its member- 
ship increased from 287,704 to 324,928 
in 1917. Sweden’s Wholesale Society 
grew in the importance of its transac- 
tions from 9,900,000 kroner in:1914 to 
21,800,000 kroner in 1917. The mem- 
bership increased in the same period 
from 111,000 to 177,000. The record 
of Russia may be justly termed unique. 
In 1918 there were nearly 20,000 con- 
sumers’ societies in that country, with 
a membership of about 15,000,000 
heads of families. The Russian Whole- 
sale Society in 1918 did a business of 
less than $4,000,000; in 1918 its turn- 
over was 2,000,000,000 rubles, which 
would be a billion dollars at the normal 
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rate of exchange. It may be added 
on the authority of Mr. Sonnischen to 
whom I am indebted for these statistics 
that 51,000,000, out of a total popula- 
tion of 76,000,000 in Central Russia 
are served by cotperative institutions. 


Ventures in Codperative Production 


Ventures Abroad.—In addition to 
this narrative of increase of members 
and business one other important 
matter merits notice. It is the not- 
able development and general success 
of ventures made in codperative pro- 
duction. It is quite impossible to 
enumerate all the various fields of 
industry that the British Wholesale 
Society alone has entered. Suffice it 
to say that it has five clothing facto- 
ries, eight great flour mills, some of the 
largest in the world, great soap works 
and nearly a hundred other lines of 
manufacturing. It also has creamer- 
ies in Ireland, tallow and oil factories 
in Australia, bacon factories in Den- 
mark, great tea plantations in Ceylon 
and India, wheat fields in Canada and 
a fleet of ships upon the sea. So much 
for codperative effort and growth 
across the sea. It may be frankly 
admitted that these figures are some- 
what staggering. Should such a growth 
continue, coöperation will complete its 
conquest of Europe within the next 
ten years. However, it is very doubt- 
ful if any such rapid advance is made. 
In the judgment of many keen ob- 
servers the movement will inevitably 
develop well defined limitations which 
will be difficult, if not impossible to 
pass. Moreover, the great size the 
‘organization, as already attained, will 
force to the front some very trouble- 
some and momentous questions which 
may involve in their settlement the 
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. very existence of coöperation on any 


large scale. 

Ventures in the United States——For 
the United States the tale is much 
shorter. Consumers’ codperation has 
advanced falteringly in this country, 
although singularly enough in 1844, 
about the time the Rochdale pioneers 
started, a tailor in Boston originated a 
codperative buying club, which a little 
later became the first codperative 
society in the United States. It is 
difficult, if not impossible, to give an 
idea of the present status of codpera- 
tion here by means of figures. Re- 
liable statistics are not available, but 
there are now listed some 3,000 Ameri- 
can codperative societies, most of 
which are probably in existence. But 
these are not all simon-pure consumers’ 
organizations. There are centers of 
activity in California, Illinois, Minne- 
sota, Wisconsin, Pennsylvania, the 
Dakotas, Oregon and in New York, 
the home of the Codperative League of 
America. We have not much to show 
compared with results abroad, and the 
future development of the American 
consumers’ codperative movement is 
difficult to determine. However, I be- 
lieve it is firmly rooted here; is sure of a 
steady and sturdy growth and will 
become, in time, an important and 
influential factor in our industrial life. 
With some trepidation I will venture 
the statement that it hardly seems 
probable that it will either advance as 
rapidly or be able to reach, at least 
within the near future, a position of 
such authoritative power and influence 
as has been possible for some of the 
societies over the sea. The conditions 
here are very different from those 
existing in the old countries. Our hab- 


its and ways of thought, and house- 
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hold customs are different. Then, ' 


too, this is not a “tight little island” 
but the sweep of a continent~across 
thousands of miles; our population as 
a whole is not compact; we are not as 
homogenous a people as some other 
nations; our thousands of farms create 
a strong and thereasingly powerful 
‘agricultural interest and finally we do 
not, like England, import a large 
proportion of our food. These are 
some of the reasons why it seems to 
me that the consumers’ codperative 
movement in this country should be 
studied with very special reference to 
its relationship to other forms of co- 
operation. This is absolutely essen- 
tial if we are to get anywhere in the 
attempt to better present trade con- 
ditions. It is true that Sonnischen 
Insists that pure consumers’ codpera- 
tion cannot endure matrimony and 
must always trot in single harness, but 
while that may be very logical it 1s 
not always expedient to push logic too 
far, because, if consumers’ organiza- 
tions are not yet as vigorous as we 
might wish, there is a form of codpera- 
. ion that is growing here with phenom- 
enal rapidity and already possesses the 
proportions of a young giant. The 

name of this lively youngster is Agri- 
~ cultural Codperation. 


AGRICULTURAL COOPERATION 


The- troubles of the farmer have 
been, in a great measure, those affect- 
ing the consumer. Unorganized, he 
remained isolated, helpless and unpro- 
tected at the mercy of selfish and 
thoroughly organized interests whose 
operations, although of a semi-public 
character, are generally unregulated. 
It will hardly be disputed that at the 
present time industry is completely 
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dominated by large aggregations of 
capital. This -thorough organization 
and equipment of business with in- 
creasing legal protection are gradually 
eliminating competition. But capital 
has not concentrated on agriculture. 
Therefore, it 1s inevitable that the 
problems created by this concentration 
and power of capital and its relation- 
ship to all concerned have become 
the leading questions of public policy. 
The most serious questions that con- 
front us today are no longer political, 
they are mainly economic. With the 
growth of cities and towns came a 
steadily increasing demand for the 
products of the farm and it is of the 
greatest importance to the prosperity 
and welfare of us all that the distribu- 
tion of these products shall be accom- 
plished with the greatest possible effi- 
ciency and with the smallest possible 
cost. Experience has shown that the 
existing agencies, free from control, 
are likely to become predatory and 
exploit both producer and consumer. 
The farmer has a deep-seated convic- 
tion that acting alone and single 
handed he pays the highest price for 
what he buys and gets the lowest 
price for what he sells, and it must be 


_ admitted that the evidence sustaining 


this opinion has not been controverted. 
For years the farmer has felt that 
there was too great a difference between 
the price paid the producer and the 
price paid by the consumer. For 
many years earnest and sometimes 
violent efforts have been made to 
improve agricultural conditions with 
failure as a Tesult, because of lack of 
adequate comprehension of the eco- 
nomic and social questions involved. 
As in other forms of codperation, many 
organizations styled coiperative were 
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formed, led brief, precarious lives and 
ceased to be. Few of these enterprises 
were founded on right principles and 
many of them tied up with moral, 
social or political questions. Many 
were formed by impractical zealots, 
full of ardor but lacking sense. But 
much was learned from these failures, 
costly as they were. One important 
lesson was that business principles 
and not sentiment must control, 
and that the doctrine of brotherhood 
does not in itself constitute a stable 
foundation. 


Codperative Business Methods Essential 
to Farmers 


It became apparent that codperative 
business methods for farmers are 
essential if they are to hold their own 
in the broad field of national economy. 
This implies at once the ability to 
continue with others for desirable 
purposes impossible to be reached by 
an individual. So within the past 
twenty-five years agricultural codpera- 
tion has entered upon a career that at 
this time seemed to promise a most 
signally successful accomplishment. 
But it is well to remember that al- 
though great progress has been made 
it is like consumers’ coöperation abroad, 
not yet entirely escaped from the 
experimental stage. Its record of 
achievement shows the organization 
of the citrus fruit growers of Califor- 
nia, the potato growers of Maine, 
Maryland and other states, the apple 
men of Oregon, the melon raisers of 
Colorado, the cheese and butter makers 
of Minnesota, Wisconsins Iowa and a 
score of other states, the onion growers 
of Texas, the wheat men in the great 
wheat area, live stock associations, 
breeders’ associations, dairymen’s 
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leagues, cow testing associations, egg 
associations, fruit growers’ societies 
and societies for buying supplies. All 
these run up to very many thousands 
of organizations doing a yearly busi- 
ness of hundreds of millions of dollars. 
One striking organization is the farm- 
ers’ union with societies in twenty- — 
three states and a membership in 1917 
of over 3,000,000. It then owned 
1,600 warehouses in the southern 
states for cotton alone. 

This outline of achievement, even 
if brief and inadequate will, however, 
give a pretty definite notion of the 
magnitude of the business controlled or 
directed by agricultural coöperation. 
Moreover, it must not be forgotten 
that Rochdale principles of operation 
largely govern the great majority of 
these organizations. 


Comparison between Consumers and 
Agriculiural Codperation 


These two great divisions of céopera- 
tion, consumers and agricultural, are 
identical in purpose when engaged in 
the business of buying commodities 
for distribution among members, 
but when agricultural societies act as 
collective selling agencies the lines 
diverge. The consumer in buying 
collectively aims to eliminate the 
expense and profit of the middlemen, 
and even of the manufacturer when 
possible, and thereby reduce the cost 
of living. In other words, he proposes 
to add to his savings the eliminated 
profits. The agricultural societies, in 
collective selling, desire’ to obtain a 
fair price for their products and to 
reduce the expense and profit of the 
middlemen to reasonable proportions 
and so to add a decent amount to their 
savings. Both desire to merease in- 
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come—the one by collective selling 
the other by collective buying. 

So far as figures are available it 
seems probable that the agricultural 
cobperative societies have in some 
cases reduced the price to the consumer 
and at the same time improved the 
quality. In other cases where the 
price has increased, the quality has 
become standardized, and in all these 
cases the goods have moved through 
the ordinary channels of trade. There 
has been little direct dealing as yet 
between producers’ and consumers’ 
societies. One of the distinct advan- 
tages to the consumer is the ability 
of producers through organization to 
ship goods of uniform quality and 
standard grading. Producers are now 
ready in many cases to deal directly 
with consumers. It is one of the 
ways out. Harris says, “What con- 
sumers need to do is to assure control 
of the final steps of distribution and 


between 
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manage them in their own interest 
as efficiently as these producers are 
conducting the initial stages of distri- 
bution. Moreover, to worry about 
what will come to pass when producers 
finally join issues at the halfway point 
source and destination of 
products is to cross a bridge which is a 
very long way off. Meantime, con- 
sumers can afford to bid Godspeed to 
codperative producers.” 


COÖPERATION AND THE INDUSTRIAL 
SYSTEM 


Our present business methods will 
continue with coöperation in its various 
forms. As the strength and growth of 
coöperation continues it will exert an 
ever increasing influence on the indus- 
trial system and the greater the power 
the greater the corrective influence 
will be. Coöpesration is of the very 
essence and spirit of true democracy 
and it can never die. 
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Plans for Extending Coéperative Buying and Selling 
in the United States 


By O. S. BEYER, JR. 
x Mechanical Engineer, New York and Washington, D. C. 


HE promotion of the All-American 
Farmer-Labor Coöperative Com- 
mission by the progressive labor and 
farmer organizations is the outcome 
of a growing conviction on the part 
of these influential groups that there 
is little.hope of bringing down the cost 
or improving the standard of living for 
the large mass of workers and farmers 
by the conventional methods advo- 
cated by the spokesmen of the existing 
order. The unions and societies 
. which are behind this national codpera- 
tive movement are organized primarily 


for~furthering the economic interests 


of their members. In the past their 
concern has been largely with-securing 
a fair return for their produce, whether 
hours of work or bushels of corn. 
~ Long and bitter experience, however, 
has taught them that the present 
economic system works in such a way 
that the increases in the returns which 
they are able to secure for their com- 
modities invariably lag behind in- 
creases in the prices of necessities. 
They have become convinced that 
either radical changes must be made 
in the prevailing.economic system or a 
new kind of system built up before 
forces are created which will bring 
about a gradual reduction in or stabil- 
_ization of prices. 

© “The organizations supporting this 
commission attribute the existing price 
tendencies directly and indirectly to 


the necessity of maintaining a margin. 


in the form of interest, dividends or 
hy Day ie 
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profits in all undertakings which 
render a service to’ the people, whether 
financial, commercial or productive. 
The motive behind this necessity, they 
maintain, fosters, among other ills, a 
continuously growing economic over- 
head. The non-producers of society 
are growing at the expense of the 
producers. In other words, the com- 
petitive system is becoming commer- 
cially top-heavy. As it does so, 
the scramble for as large a profit 
margin as possible becomes more and 
more intense. The main purpose for 
which individuals and groups really 
work, the production and distribution 
of the necessities of life, they maintain, 
in the present scheme of things, 
becomes secondary in importance, 
providing it is not entirely perverted. 
As incontestable evidence of this 
tendency, they point, for instance} to 
activities similar to that of the Sheffield 
Farms Company, a milk distributing 
agency of New York City, when it 
urged the farmers to limit milk produc- 
tion, in order, it seems, that prevailing 
price levels be not disturbed. The 
frequent wasteful disposal of food 
products for the sake of maintaining 
prices, the pressure brought to bear 
on the War Department not to dispose 
of its surplus food stocks, the imme- 
diate pyramiding of commodity prices 
to the final consumer when relatively 
small increases in the cost of labor per 
unit of production become necessary, 
are all marshalled as proof that a 
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thorough revision and redistribution 
of responsibility for the functions of 
our economic system are in high 
order. They are convinced that a 
new motive must replace the present 
profit motive of our commercial, 
agricultural and industrial activities. 


WORK or ALL-AMERICAN FARMER- 
LABoR COÖPERATIVE CONGRESS 


Elimination of Profit Making 


This new motive they conceive to 
be direct non-profit service. They 
propose to foster it by coöperative 
methods. The element of profit-mak- 
ing in the transactions of men and 
their organizations must be eliminated. 

As the first step in the process for 
bringing about the desired object, 
the combined organizations supporting 
the commission convened the All- 
American Farmer-Labor Coöperative 
Congress in Chicago, February 12, 13 
and 14, 1920. This congress was com- 
posed of delegates from labor, farmer, 
and codperative organizations all over 
the country. It heard addresses and 
committee reports and engaged in dis- 
-cussions.of all the important phases of 
the codperative movement. 


Organization of Credit Unions 


In the interest of codperative finan- 
cing, banking and credit, the commit- 
tee on this subject specifically recom- 
mended the establishment ‘of credit 
unions and workers and farmers’ 
cobperative: banks, as the inaugural 
movement for gradually securing 
proper control of credit. The forma- 
tion of these credit unions and banks 
is to be entirely in response to local 
requirements wherever they arise. 
These institutions are to be used for 
meeting the credit needs of new and 
going codperative enterprises, and of 
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farmers and workers who need help 
to get established or to improve their 
usefulness. Further, the committee 
proposed that the existing banking. 
laws and regulations of the various 
states and the nation be followed in 
the establishment of these banks, 
except that they be organized on a 
strict codperative basis, and that the 
interest returns be restricted to the 
lowest possible, 6 or 8 per cent. In 
states where the organization of credit 
unions Js not possible, owing to existing 
legal limitations, the committee advo- 
cated the passing of laws lifting these 
restrictions. 

The extent to which these individual 
banking enterprises should eventually 
link themselves together for wider 
coöperation and control of the national 
credit was not widely discussed. It 
was recognized that the interrelation 
of individual codperative banking in- 
stitutions had to be a distinct growth 
and could not very well be predeter- 
mined at this early stage of codperative 
finance. 


Principal Phases of Coédperative 
_ Distribution 


The next set of reports and discus- 
sions had to do with the principal 
phases of cotperative distribution. 
They dealt with the principles and 
details in the organization and man- 
agement of codperative wholesale and 
retail stores. The Rochdale system 
of codperative stores was indorsed. 
A rather rigid system of bonding and 
supervision was also advocated to 
insure against the possibilities of 
profit making in the codperative 
distributing machinery. Particularly 
was the importance of developing 
methods of direct trading pointed out. 


COÖPERATIVE BUYING AND SELLING 


Action was taken, looking to the sys- 
tematic development of this ee of 
the movement. 


- Revision of System of Industrial 
Management 


The commission and the congress 
further recognized that the entire 


system of control and management of _ 


industrial establishments under codper- 
ative enterprise will have to be revised. 
The capitalistic control of industry has 
developed a type of industrial manage- 
ment which is distinctly militaristic 
and autocratic. If the maximum is 
to be secured by way of the greatest 
possible efficiency and economy in 
production, then codperative indus- 
trial establishments must be so admin- 
istered that the workers in these 
establishments become a genuine part 
of the living organisms which actuate 
them. The farmer and labor organ- 
izations are clearly aware of the vast 
savings which become possible when 
the full interest and thorough codpera- 
tion of every worker in industry is 
secured. They see that these savings 
can only then be secured when the 
status of the individual worker is 
changed from that of a mere wage 
earner to a codperative producer, work- 
ing in a democratically controlled 
plant. So they most seriously con- 
sidered the new type of democratic 
industrial management which must be 
devised for the control and administra- 
tion of codperative factories, large 
stores, packing plants, mines and 
similar centers of operation. The 
congress authorized the creation of 
a committee composed of technical 
experts to study this subject and, if 
possible, to supervise a development 


endeavoring to embody the funda- 


mental principles involved. 
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_ Education, Publicity and Legislation 


The subjects of education, publicity 
and legislation, as required for the 
adequate promotion of the movement, 
were also discussed. It was clearly 
recognized that sound education and 
stimulation were of basic importance 
to real success. Provision for accom- 
plishing these particular purposes was 
made. 


Funcrions or ALL-AMERICAN FARM 
LABOR COÖPERATIVE COMMISSION 


It is not intended that the work of 
the commission is to find expression 
only in the transactions of the annual 
congress. One of the most ‘important 
actions agreed upon concerned the 
organization and permanent adminis- 
trative functions of the commission. 
The functions which it is hoped will 
gradually be assumed and developed 
by the business organization of the 
commission include the active guid- 
ance, cotrdination and supervision of 
all types of codperative enterprises. 
The necessity for assuming a measure 
of responsibility for such activities is in | 
response to a spontaneous demand 
which has arisen as a result of the 
many individual and isolated codpera- 
tive enterprises already started. It is 
expected that these administrative 
and supervisory functions will be 
analogous to the functions performed 
for the present capitalistic financial 
and distributing system by such 
agencies as the different credit rating 
houses, bank clearing houses, produce 
exchanges, boards of trade, and 
chambers of commerce. 

The conclusion should not be réached 
that these farmers and workers propose 
to set up an economic system abso- 
lutely independent of and unrelated 
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to the capitalistic system as it exists. 
and functions today. If any such 
attempt were made, it is quite certain 
that it would fail. Rather is it pro- 
posed to start codperative enterprises, 
stores, banks, and shops, in a small 
way and in response to local needs in 
environments which presage, by their 
characteristics and the temper of 
those who are to be served, a reason- 
able prospect of success. The inhibi- 
tion and limitations imposed by the 
prevailing system are recognized. 
However, the codperative movement 
cannot ignore them, but must, in its 
evolutionary stages, adjust itself to 
them. The modifications in social 
psychology, which are necessary before 
the movement can have an apprecia- 
ble effect on the costs and standards 
of living, must be slow and genuinely 
a part of the masses who are to be 
benefited. 

Furthermore, the pe and 
systematic approach to the many 
problems which present themselves 
for solution reveals that there is not 
only a thorough realization of the size 
of the job but also that there is a 
thorough understanding of the fund- 
amental differences in the new eco- 
nomic system with which it is gradually 
hoped to replace the old. The neces- 
sity for and great importance of the 
technical expert to help in the inaugu- 
ration and management of the many 
phases of the movement were re- 
peatedly emphasized in the reports 
and during the discussions of the 
congress. The representatives of the 
workers and farmer organizations 
delegated as the officers of the com- 
mission are quite similarly aware of 
this, and in their detailed plans for the 
business organization they are not 
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overlooking the functions of the skilled 
adviser and manager. 

“ It is, of course, too early to state 
what effect an attempt at a concerted 
movement such as this one, inaugura- 
ted by the progressive wings of the 
farmer and labor organizations, will 
have on the levels of commodity 
prices. There are, today, many indi- 
vidual codperative enterprises under 
way. They have mostly been organ- 
ized by labor and farmer organizations. 
They are all working practically in- 
dependent of one another. Many of 
them are distinctly successful, others 
are managing to keep going, while some 
are having serious difficulties. 


SERVICE Versus Prorrts - 


As it becomes possible to codrdindte 
these individual attempts, the codpera- 
tive movement will of course extend 
farther and farther into the outlying 
realms of distribution and production. 
With the ideal of service substituted 
in place of that of profits, distinct 
forces will be released which should 
have an ever increasing effect on price 
tendencies. If the growing popular- 
ity of the codperative movement, 
undoubtedly stimulated largely by 
the existing chaos in commodity prices, 
is any sign, if the business-like ap- 
proach to the entire problem of bring- 
ing about the national promotion and 
codrdination of codperative finance, 
distribution and production by the 
labor and farmer organizations is an 
indication it should not be un- 
warranted in concluding that this 
movement holds out about as much 
hope as any so far inaugurated to 
reduce the cost of living and eventually 
make -possible improvements in the 
standards of living. 


cf 


Foreign Exchange, Prices and the Course of 
International Trade 


By Jons H. Wurms, Pa.D. 


Princeton University, Princeton, N. J. 


ROM July 1, 1914, to December 

31, 1918, the United States ex- 
- ported $22,974,000,000 of merchandise 
(and silver) and imported $11,166,000,- 
000, giving an excess of exports amount- 
ing to the sum of $11,808,000,000, an 
average of $2,624,000,000 a year. 
This huge balance, in four and a half 
years of war, is equal to the sum of our 
annual trade balances from 1873 to 
1914.1. Our enormous exports were 
due to two interrelated causes, the 
war demands of Europe? and the 


t Excess of exports, 1873-1914, $11,754,- 
849,000. 

2 During the fiscal years, 1914-19, Europe took 
of our total exports the following percentages, 
63, 71, 69, 69, 63 and 64. Of these exports to 
Europe the following percentages were taken by 
our four principal Allies—the United Kingdom, 
France, Italy, and Belgium: 60, 75, 82, 79, 93, 
and 85. During the same period the United 
Kingdom alone took from 40 per cent to 53 per 
cent of the total exports to Europe. The fol- 
lowing figures show our trade balances with our 
principal Allies in recent years, as compared with 


1913, the first full year before the war. The 
figures are for calendar years. 
EvRore 
1919 1918 1913 

Exports..... $5,185,980 $3,858,705 $1,499,572 
Imports..... 750,569 318,127 864,986 
Excess of ex- 

ports ..... $4,435,410 $3,240,578 $634,586 

Unitep Kinenom 

Exports. .... $2,279,178 $2,061,300 $590,732 
Imports..... 309,189 148,614 271,954 
Excess of ex- l 

ports ..... $1,969,988 $1,912,686 $318,778 
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great rise of export prices? After the 
armistice, our excess of exports con- 
tinued without abatement, despite the 
unpegging of the exchanges in the 
spring of 1919 and their subsequent 
pronounced depreciation. The calen- 
dar year 1919 showed exports of 
$7,922,150,000 as against $6,143,392,- 
0004 in 1918, and imports of $3,904,- 


FRANCE 
Exports. .... $898,868 $931,199 $153,922 
Imports..... 123,871 59,509 138,933 
Excess of ex- 
ports ..... $769,497 $871,690 $14,989 
Irary 
Exports Dace $442,676 $492,145- $78,675 
Imports..... 59,048 24,840 55,392 
Excess of ex- 
ports ..... $383,626 $467,805 $23,353 


"The following comparison of indices of ex- 
port prices for 100 articles, quantity and total 
value of domestic exports, shows that the increase 
in our exports was much more an increase in 
values than in quantities: 


Inpex NUMBERS 








Quantity | Export Value 
of rices of 

Domestic | of 100 | Domestic 

Exports | Articles | Exports 
1915...... 122 101 123 
1916...... 157 122 191 
1917...... 171 163 279 
1918...... 125 210 261 
1919...... 140 227 317 





(See W. A. Berridge, Analysis of the Merchan- 
dise Exports from the United States, Review of 
Economic Statistics, October, 1919, p. 312.) 

‘This figure does not include exports on gov- 
ernment account-to the American Expeditionary 
Force. 
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406,000 as against $3,031,304,000 in- 
1918, giving a favorable trade balance 
of $4,017,744,000, the largest in the 
history of the United States. Prior 
to the entrance of the United States 
into the war, and before the imposi- 
-tion of the European gold embargoes 
and the various arrangements for ex- 
change stabilization,’ these enormous 
merchandise balances induced an un- 
precedented drainage of gold from 
Europe to the United States, the net 
excess of our gold imports to Decem- 
ber 31, 1918, being $1,029,000,000. 
Concurrently with the diminution of 
gold holdings? in the European bellig- 
erent countries went an astonishing 


5 Of the arrangements for exchange stabiliza- 
tion, the mobilization of American securities in 
Europe for that purpose, the series of private 
loans directed to the same end (of which the 
Anglo-French loan is the most familiar) and 
the subsequent direct advances by our govern- 
ment to the Allied governments, it is unneces- 
sary to speak in detail in the present: article. 

For a detailed statement of our war-time 
balance of international payments, inclusive of 
the“ invisible” items, see my article on “The 
Balance of Trade of the United States,” Review 
of Economic Statistics, July, 1919 (co-author 
with C. J. Bullock and R. S. Tucker). 

For an analysis of our war-time trade and ex- 
change relations with Latin American countries, 
see my article on “Latin American Foreign Ex- 
change and International Balances During the 
War,” Quarterly Journal of Economies, May, 1919, . 
pp. 422-65. 

For an analysis of our balance of interna- 
tional payments in the calendar year 1919, see 
my article on “The Future of Our Foreign 
Trade: A Study of Our International Balance 
in 1919,” Review of Economic Statistics, April, 
1920 (co-author with Frank A. Vanderlip). 

6 Curiously enough, however, in spite of the 
heavy depletion of the total gold stocks in the 
European belligerent countries, the gold reserves 
held by their banks actually increased by about 
one-third during the war—from. $4,660,000,000 
to $6,245,000,000—-owing to the concentration 
in these banks of gold formerly in circulation, 
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Increase in their paper money in the 
shape of inconvertible notes. The in- 
crease (inclusive of Russia) has been 
about twenty-fold. 

In consequence of these abnormal 
conditions—our huge trade balances, 
the drain of gold from Europe, the gold 
embargoes, the large issues of paper— 
Europe’ was for the greater part of 
the war, and still is, off the gold stand- 
ard, and we have in the European 
exchanges a condition of “dislocated 
exchange.” 

This situation brings up for renewed 
discussion a fairly familiar problem, 
which has been considerably talked 
about of late, but of which there has 
been comparatively little study of a 
statistical character—the problem of 
international trade under a régime of 
depreciated inconvertible paper money. 
How, under conditions of inconvertible 
paper money, do changes take place 
in exports and imports? ‘The answer 
to this question involves a considera- 
tion of the relation between the foreign 
exchanges, prices and the course of 
international trade. 


INTERNATIONAL TRADE AND MONE- 
TARY SYSTEMS 


Gold Standard Countries ` 


We may best state the problem by 
first reviewing, briefly, the normal case 
for gold standard countries. Summed 
up baldly, the bases of the usual 
statement of the theory of interna- 
tional trade and foreign exchange are 
as follows: 

1. The trading countries are on a 
gold basis. 





etc. (See the Financial and Commercial Review 
of the Swiss Bank Corporation for 1918.) 
7 Except in the neutral countries. 


EXCHANGE PRICES AND [INTERNATIONAL TRADE 


2. Through the mechanism of the 
“gold points,” gold flows freely be- 
tween the trading countries. 

3. When gold flows out of a country 
the level of prices within that country 
falls and, in consequence, exports in- 
crease and imports diminish; and con- 
versely, when gold flows in, the price 
level rises, so that imports are en- 
couraged and exports discouraged. 

Given this mechanism, a disturbance 
of the balance of international pay- 
ments, as for example, an increase m 
borrowings, will set the machinery in 
motion and effect a change in the 
merchandise imports and exports. 

For example, let us imagine an in- 
teresting, though of course impossible 
case. Abstracting from other factors, 
let us imagine what would have hap- 
pened, according to theory, had Europe 
remained through the war on a gold 
basis. Our large favorable balance of 
payments, in which the heavy mer- 
chandise exports were, as said, the 
dominant item, would have turned the 
‘exchanges against the European bellig- 
-erents. The excessive supply of bills 
in New York, representing the exports, 
would have driven sterling, for ex- 
ample, to a discount—to say 4.83. It 
being cheaper, at that rate, to ship 
gold and bear transportation, interest, 
and insurance expense thereon than 
to sell sterling bills at the discount, 
gold would have flowed from England 
to the United States, prices would 
have fallen in Great Britain and risen 
in the United States. Under these 
changed price conditions England could 
export more than before and the 
United States less. 

Only to state the case shows how 
impossible it is, and illustrates how 
little application a theory of normal 


trade has to such abnormal conditions 
as those which obtained in the late 
war. Europe had to continue to buy 
from us. The drain of gold, far from 
lowering the European price levels, 
was accompanied by rapidly rising 
prices. Then came the cessation of 
gold exports from Europe, the aban- 
donment of the gold standard and a 
still further elevation of prices—this 
time of paper prices. ‘Throughout, 
our heavy exports continued, despite 
rapidly rising prices here, and despite 
the depreciation of exchange—exports 
for which Europe could not pay, 
except with credits out of the pockets 
of the United States to the sum of 
about $10,000,000,000. 

Even today, the situation is but 
little changed, though of late months 
our exports show some indications of 
fallmg off, and European exports, at 
least those of Great Britain, show most 
hopeful signs of recovery. Eventu- 
ally, however, the trade balances will 
be righted. This has been so freely, 
and for so long, predicted as scarcely 
to require detailed exposition. It is 
not to be expected, however, that, 
except perhaps in the case of Great 
Britain, there will be a return to the 
gold standard in the immediate future. 
How, then, are these trade changes to 
take place? 


German Reparation Payments 


We have to ask ourselves the same 
question with regard to the German 
reparation payments and their effects 
upon international trade. Germany 
is to make payments which will 
amount, when fully assumed in 1926, 
to about $750,000,000 a year. Such 
large remittances will undoubtedly 
dominate the German balance of 
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payments and result in a great ex- 
pansion of German merchandise export 
and a large excess of exports over im- 
ports. In other words, Germany will 
make the reparation payments with 
the only means at her command— 
with goods. But Germany is suffer- 
ing a régime of depreciated paper. 
With some 50,000,000,000 marks of 
paper notes in circulation and the 
mark exchange at about one cent, it 
is not to be expected that Germany 
will resume the gold standard for at 
least a considerable period. 


Effects of Exchange Depreciation 


How, then, in all these cases, with 
the usual gold points of exchange, 
gold movements, and the consequent 
changes in price levels which in the 
theory for gold countries bring about 
trade changes, are these large changes 
in exports and imports to come about? 
The answer to this question has usu- 
ally been that depreciating exchange 
operates as a “bounty” to exporters 
(of the country whose exchange is de- 
preciated) and as an added burden 
upon importers. The question as to 
just what constitutes this bounty and 
this burden has presented great diff- 


culty, and has called forth various ‘ 


solutions. ‘The exporter, it is said, 
receives payment in the form of a 
foreign bill calling for foreign gold 
money. Let us say he is a German 
exporter to the United States. He 
receives for his goods a bill in dollars. 
This bill he sells for marks. With 
marks at one cent he gets 100 marks 
per dollar, instead of about 4 marks, as 
when the mark was at par. 

. This answer is, of course, the super- 
ficial one. It implies that the goods 
‘| to be, exported cost nothing in Ger- 
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many, or at least no more than before. 
The explanation of the theorist, there- 
fore, has usually been somewhat dif- 
ferent. His explanation has usually 
been that when a country’s exchange 
is depreciating, the depreciation of the 
exchange keeps pace with the deprecia- 
tion of the paper currency in terms of 
gold, that is, with the gold premium, 
but that a gap appears between these 
two and the general price level. Gen- 
eral prices do not rise so fast as the 
gold premium or rate of depreciation 
of exchange, so that the exporter buys 
in Germany at the general price level 
and sells to us in dollars, converts his 
dollars into marks, and secures an 
extra profit or bounty, measured by 
the gap between the general price level 
and the rise of the gold premium, or 
extent of depreciation of the mark in 
exchange. 


‘International Price Levels 


General Price Levels and Depreciating 
Currency.—But this answer still pre- 
sents difficulties. With expanding ex- 
ports and increased supplies of ex- 
portable products being sought for 
export, do the prices of exportable 
products remain only on a par with 
the “general price level?” ‘The “ gen- 
eral price level” is made up of numerous 
items. It contains both export prices 
and domestic prices. What would 
interest the exporter, in this compari- 
son as stated would be not the “gen- 
eral price level,” but export prices. 
How do these compare with the gold 
premium and the exchange rate? 
Taking. account of this distinction, a 
refinement of the original statement 


- has been put forth, namely, that while 


export prices do tend, under conditions 
of depreciating paper, to rise higher 
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than the “general price level,’ they 
do not rise so high as the premium 
on gold (depreciation of exchange), 
so that there still remains a “gap ”— 
this time between the prices which the 
exporter pays for his goods and the 
value in marks of his bill of exchange 
in dollars. This “gap” constitutes 
an extra profit or bounty to the 
exporter. 

These are representative views of 
those who hold that depreciating paper 
currency stimulates exports and dis- 
courages imports. On the other hand, 
there are some who have contended 
that depreciating paper has no such 
effect. To cite one distinguished ex- 
ample, J. M. Keynes, as a result of his 
investigation in India, denied that 
depreciation of the Indian exchanges 
operated as a bounty to exports. 

General Versus Specific Depreciation. 
—Professor J. Shield Nicholson, the 
British economist, endeavors to recon- 
cile these conflicting opinions, and 
ascribes the difference of views to the 
failure to distinguish between what he 
terms general depreciation and specific 
depreciation. To quote from his re- 
cent book Inflation :§ 


The general rise of prices in this country 
(England) is the same thing as a general de- 
preciation of the pound sterling. i 

Under normal conditions of trade, the general 
levels of prices in the different countries, that are 
effectively on the gold standard, tend to conform 
to the general world level of prices. There are, 
of course, differences owing to cost of transport, 
tariffs and the like, but there is a general con- 
formity. 

If in any one country prices were to rise to an 
exceptional degree, that world amount to a 
general depreciation of its currency compared 
with gold—the standard of world prices. Im- 
ports into this high-priced country would in- 


8 London, 1919, pp. 69-71. 
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crease, exports would fall off and there would 
emerge an adverse balance of trade. This 
adverse balance might be met for the time by the 
export of gold or of securities, or by borrowing 
abroad, or by deferred payment, etc., but if the 
cause persisted, if the price level of the country 
in question remained relatively high, then its 
currency would fall below the par level with 
other currencies. That is to say, the general 
depreciation would be followed by or associated 
with a specifie depreciation. The specific de- 
preciation is measured by the fall in the foreign 
exchanges. 


It is Nicholson’s view that this dif- 
ference between the general depre- 
ciation and the specific depreciation 
would operate as a stimulus to exports 
and a discouragement of imports.’ 

World Price Level—Upon Nichol- 
son’s statement of the matter two 
comments may be made. In the first 
place, his phrase “the general world 
level of prices,” and his characteriza- 
tion of the “general levels of prices in 
the different countries” as tending “to 
conform to the general world level,” 
barring such minor differences as cost 
of transport and the like, appear to me 
unhappy for his purpose, ‘because cap- 
able of an interpretation which he 
perhaps did not intend. It is true 
that there is a world level of prices in 
the sense that at any given time the 
price levels in different countries stand 
in a certain relation to each other, 
and that, given the free flow of gold, 
the stocks of gold coming annually from 
the mines tend, theoretically, to dis- 
tribute themselves among the countries 
of the world in accordance with the 
shiftings of their balances of interna- 
tional payments and with the play 
of reciprocal demand. The phrase 
“world level of prices,” however, con- 

° For his fullest and clearest statement on this 


point see The Economic Journal, December, 
1916, pp. 429-80, 


* es 


202 


notes, for me at least, a tendency of 
national price levels to conform to an 
equality, a connotation which un- 


. happily is strengthened by Professor 
* Nicholson’s allusion to the minor dif- 


ferences due to the cost of transport, 
tariffs and the like. It is a common- 
place observation that before the 
war, to take a normal case, the price 


levels of different countries-were widely 


divergent, and that they had been so 
for generations. The price level in 
the United States was higher than that 
of England, that of England higher 
than’ that of Germany and that of 
Germany higher than that of Italy. 
These differences were not of so slight 
a character as to be ascribable merely 
to differences in cost of transport. 
They came about, moreover, by reason 


of that same free flow of gold, and in 


response to those same shiftings of 
international balances and the play of: 
reciprocal demand which have been 
mentioned as governing international 
price levels. 

Factors Governing International Price 
Levels.—-The reason for these enduring 
differences may be easily illustrated. 
Suppose that there were a general 


` world level of prices, and a general 


balance in the trade between nations, 
so that in every country exports 
exactly paid for imports.’ Suppose, 
then, an increase of demand in England 
for United States tin plate. The trade 
having previously balanced, this addi- 
tional export would be paid for by a 
flow of gold to the United States. 
10 For purposes of exposition, I abstract from 
other, “invisible,” items in the balance of pay- 
ments, supposing trade to consist solely of mer- 
chandise. I abstract, too, from the various 
banking devices to limit gold flow to a minimum, 
the object of the illustration being to state a 
fundamental principle in the simplest terms. 
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The added gold would raise our price 
level and lower that of England. 
In consequence, there would be a 
gradual stimulation of imports from 
England (the lower-priced country) 
to the United States (the higher- 
priced country), and a gradual check 
of exports from the United States to 
England (other than the new article) 


„until the trade between them ‘again 


came to an equality. Then the flow of 
gold would cease. But there would 
no longer be a general world level of 
prices. England, by the loss of gold, 
consequent upon the new demand for 
tin plate, would have a permanently 
lower price level, the United States a 
permanently higher price level than 
before. An obligation to make other 
payments than those for merchan- 
dise would have similar results. If a 
country has to make remittances 
abroad—for tourists’ expenditures, im- 
migrants’ remittances, interest on, for- 
elgn capital previously invested—it 
must make the remittance—its inter- 
national payments having previously 
balanced—in money. The flow of 
gold leads to a flow of goods, so that 
the payments are made ultimately by 
an increase of exports and a diminution 
of imports. But the process which 
brings about these changes in trade is 
one of lowering prices and incomes in 
the remitting country and of raising 
them in the creditor country. 

Prices: Domestic and International.— 
Before leaving this matter of general 
world price level and national price 
levels; it should be said that here, as in 
the discussion of a paper money régime 
above it is necessary to distinguish 
between the two sets of prices that 
enter into the general price levels 
of nations—between the prices of 
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domestic goods and the prices of in- 
ternational goods. As we shall pres- 
ently see, regarding the staple products 
that enter into general world trade, it 
-- is indeed true that they tend to con- 
form to a general world market price. 
Wheat of the same grade, for example, 
~ sells at approximately the same price 
in Liverpool, whether it be exported 
from Argentina, the United States, or 
Russia. These form only a minor 
part of the general price level, however, 
and do not destroy the force of the 
general statement that there are wide 
and enduring differences in national 
price levels. 

Causes for Trade Changes.—It will 
be observed, by reference to the quota- 
tion from Professor Nicholson’s book, 
that the foregoing discussion of price 
levels is based on the assumption that 
the trading countries are on the gold 
standard. The rise of prices in a 
country, such as would induce nor- 
mally an increase of imports and lead 
to an outflow. of gold or securities, is 
what Nicholson calls general deprecia- 
tion. But if the cause persisted—if 
the price level remained relatively high, 
and the deficit in the balance of pay- 
ments and the drain of gold continued, 
there would come finally a breakdown 
of the gold exchange mechanism. The 
depreciation of exchange, instead of 
being confined within the narrow limits 
of the gold points, would become more 
violent, and the currency of the coun- 
try “would fall below the par level 
with other countries.” “That is to 
say, the general depreciation would be 
followed by or associated with a 
specific depreciation. The specific de- 
preciation is measured by the fall in 
the foreign exchanges.” 

It is the difference, the “gap,” as we 


al 
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have called it, between the general de- 
preciation and the specific depreciation, 
which serves as an extra profit or 
“bounty” to exporters and an added 
burden upon importers, and thus 
brings about an increase of exports 
and a decline of imports. Without 
stopping to examine the aptness of 
Nicholson’s distinction between gen- 
eral and specific depreciation, his 
explanation of trade changes under a 
régime of depreciated paper is clear. 
Translated into the terms we have 
previously used, it is that under 
depreciating paper currency, the de- 
preciation of exchange (rise of premium 
on gold) outstrips the rise of the gen- 
eral price level. The “gap,” there- 
fore, is the same one which has been 
set forth by other theorists. It does 
not even contain the refinement upon 
this general-view that we have men- 
tioned, namely, the distinction between 
the prices of domestic goods and the 
prices of international goods, and the 
comparison of the depreciation of 
exchange with these latter, instead of 
with the general level of prices. 


GoscHEn’s THrory or Forrian Ex- 
CHANGE 


Over-importation.—Before stating our 
own view of the problem, we may be 
permitted to make one further refer- 
ence to the writings on the subject, 
namely, to Goschen’s analysis.“ Gos- 


chen sets forth as a characteristic 


phenomenon the case of over-importa- 
tion associated with excessive issues 
of paper money and depreciation of 
foreign ‘exchange. He finds among 
these phenomena a causal connection 
which he states as follows: 


u Goschen, G. J., The Theory of the Foreign 
Exchanges, 1901 edition. 
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Probably there are as many cases in which the 
depreciation of the currency is directly or in- 
directly the consequence of excessive importa- 
tions as there are cases in which it is due solely to 
the errors and bankruptcy of governments. Often 
both influences are combined, taking alternately 
the position of cause and effect. Sometimes gov- 
ernments, simply for their own purposes, issue a 
quantity of paper money; the natural conse- 
quence will be over-importation; prices will rise 
in consequence of the increase in the circulation 
and accordingly attract commodities from other 
markets, while the exports having risen also in 
price will be less easy of sale abroad. Or, over- 
importation takes place in the first instance, and 
governments, in order to remedy artificially and 
apparently what can only be remedied by the 
cessation of the real primary cause, commit the 
fatal error of increasing the circulation by an 
issue of paper money. They think thus to in- 
crease the means of paying the debts that are 
being incurred; but the only effect is still further 
to increase the evil, for importation instead of 
being checked is fostered by such a plan.“ Italics 
mine. 

Goschen’s analysis is endorsed by 
Nicholson, who says that it “exactly 
describes our present case.” After 
saying that Great Britain is suffering 
from over-importation, and admitting 
that “the imports from America were 
necessary for the conduct of the war,” 
he adds: “But an increasing part of 
the aggregate money value of these 
imports was due to the inflation of the 
currency and the associated rise in 


prices. ”!3 
Difficulties of Nicholson’s and Goschen’s 
Theory of Exchange Rates 
To the writer, these passages are of 


especial interest as showing the failure ` 


to distinguish consistently between 
the theory of international trade appli- 
cable to gold countries, and the theory 
which is applicable under conditions of 
depreciated paper. The crux of these 

2 Goschen: The Theory of the Foreign Ex- 


changes (Ed. 1901), p. 73. 
13 Nicholson, Inflation, p. 74. 


THE ANNALS OF THE AMERICAN ACADEMY 


passages is the declaration that rising 
prices encourage imports and discour- 
age exports. But this is the orthodox 
explanation for gold standard coun- 
tries, whereas both Goschen and 
Nicholson are applying it to countries 
with inconvertible paper currency and 
depreciated exchange. Moreover, this 
explanation runs directly counter to 
Nicholson’s own earlier view that 
“specific” depreciation (the condition 
of depreciating currency and exchange) 
stimulates exports and discourages im- 
ports. In the case of both writers, the 
confusion is apparently due to the 
fact that they have witnessed the con- 
currence of the phenomena to which 
they ascribe a causal relation—namely, 
the concurrence of heavy importation, 
depreciating paper currency and ex- 
change, and a rising price level. But 
this association, when it has occurred, 
has been in spite of, and not because of 
depreciating paper and the consequent 
rise of prices. Few would agree with 
Nicholson, for example, that during 
the war the heavy importations of 
Europe were induced and encouraged 
by the rising paper price levels and the 
depreciating foreign exchanges. These 
importations occurred in spite of the 
unfavorable exchanges, and in spite, 
too, of the fact that Europe was unable 
to make payment, except in credits ad- 
vanced by the United States. They 
are sufficiently explained by the neces- 
sities of war and of reconstruction. 
In proof, we have the decline of Euro- 
pean imports in recent months, a de- 
cline which is quite generally associated 
with the fall in tiie European exchanges 
which became so pronounced last 
January. 

Goschen’s analysis, of course, is not 
concerned with war conditions, yet the 
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criticism to be made of it is essentially 
the same. The concurrence which he 
noted between expanding imports and 
depreciating paper is to be explained 
as taking place not because of the rising 
price level, but in spite of it, arid 
from a quite different cause. A paper 
money régime is frequently accom- 
panied by a wave of foreign capital 
borrowings. Under the stimulus of 
rising prices there is likely to develop 
a fever of land speculation, railroad 
building, or some other avenue of spec- 
ulative expansion by which foreigners 
are tempted to make investments of 
their capital. In a sense, the whole 
situation resolves itself into a borrow- 
ing program, for the issues of incon- 
vertible paper are themselves in the 
nature of a forced internal loan. The 
point here to be made is that a consid- 
erable portion of these foreign borrow- 
ings are expended directly and imme- 
diately in the lending country, and are 
not remitted by bill of exchange to the 
borrowers. Such was the case, for 
example, with Argentine borrowings 
for railroad purposes in the years pre- 
ceding the Baring Panic. A great 
part of the loans was spent for railroad 
construction materials in England, the 
same country in which the loans were 
made. ‘The result, of course, was an 
expansion of Argentine imports. But 
this expansion had no direct connection 
with that series of consequences—ex- 
change rates, prices, value of money— 
which we are considering; for, as has 
been said, these imports did not give 
rise to exchange transactions at all. 
My analysis of Argentine imports" in 
this period shows that, aside from these 

4 Williams, John H., Argentine International 


Trade under Inconvertible Paper Money, Harvard 
University Press, 1920, Chapter XVI. 
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imports of construction goods, general 
imports did move in accordance with 
the theoretical expectation. They dì- 
minished with the progressive eleva- 
tion of the premium on gold. And 
when in 1890 the flow of borrowings 
ceased, the gold premium meantime 
rising to 151 and finally (in 1891) to 
364, the decline of imports was start- 
ling indeed. Imports declined 14 per 
cent in 1890, and another 53 per cent 
in 1891. Throughout the subsequent 
years of the paper money period, more- 
over, the fluctuations of the import 
trade show a precisely inverse relation 
to the fluctuations of the premium on 
gold. 


Traps CHANGES UNDER CONDITIONS 
OF DEPRECIATED PAPER 


We may proceed, then, to the state- 
mert of how trade changes occur under 
conditions of depreciated paper. The 
general explanation, as we have seen, 
is to be found in the causal relation 
between depreciating paper currency, 
exchange rates and prices, which is of 
such a sort that when paper is depre- 
clating exports are stimulated and 
imports discouraged. The particular 
point at issue is as to the precise nature 
and workings of this interrelation. It 
is unnecessary to summarize further 
the various views that have been taken. 


‘The Case of Argentina 


The present writer recently spent 
about a year in Argentina upon an 
investigation of Argentine international 
trade under the régime of inconvertible 
paper money that existed prior to the 
passage of the Conversion Law of 
1899, which placed Argentina upon the 
gold standard. It is interesting, there- 


Average for 1890. 
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fore, to point out one or two important 
differences between the paper money 
mechanism, as it was found to have 
operated there upon international 
trade and the foregoing exposition of 
its workmgs.'® 

The investigation indicates that both 
of the general conclusions which appear 
in the theories which we have reviewed 
require qualification: 

_ (1) That there is a necessary corre- 
spondence between the gold premium 
and the rate of exchange; 

(2) That there is a “gap” between 
the gold premium (or rate of exchange) 
and the general price level, or, more 
carefully stated, between the gold 
premium and the price of international 
goods, and that it is this “gap” which 
operates as an extra profit or “bounty” 
to the exporter and as an added burden 
upon importers. 

The correspondence between the 
exchange rate and the gold premium 
depends entirely upon whether the ex- 
change mechanism in the depreciated 
paper money country is a gold ex- 
change or a paper exchange. If the 
exchange mechanism is a paper ex- 
change, the rate of exchange is itself 
the measure of the premium on gold, 
for under such a system bills of ex- 
change, giving title to foreign gold 
money, are bought and sold directly 
in terms of the domestic paper cur- 
rency. That such a paper exchange 
mechanism does not necessarily accom- 
pany a régime of depreciated paper 
currency, however, is proved by the 
experiences of Argentina. There, 
throughout the period of inconvertible 
paper money, 1884-99, a gold exchange 

u John H. ‘Williams, .Argentine International 


Trade under Inconvertible Paper Money, Harvard 
University Press, 1920, Chapters II and XT. 
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was consistently maintained. Persons 
having foreign dealings kept a gold 
account, as well as a paper account, 
with their bankers, and purchased 
exchange with gold, which they in turn 
purchased with paper pesos in the open 
market, gold balances being settled bi- 
weekly at the Stock Exchange. Under 
such a system there are gold points 
and gold movements to and from the 
paper money country, which operate 
in, precisely the same way, and from 
the same causes, as in any gold stand- 
ard country. The Argentine par of 
sterling exchange is 47.58 d. Except 
for a few months in 1884, when specie 
payments were first suspended, ex- 
change rarely fell below 46 during the 
whole period of inconvertible paper, 
notwithstanding the fact that the 
paper currency depreciated violently, 
reaching its climax in a gold premium 
of 364 in October, 1891. The total 
gold exports for the fifteen years, 
1884-1899, were $90,000,000, -and the 
gold imports, $158,000,000. In 1888 
the net gold imports reached the as- 
tonishing total of $45,000,000, and in 
1889 the movement was the other way, 
the net exports being $12,000,000. 
The size of these gold movements, 
and more particularly their dates, 
prove conclusively that they are not 
to be explained away as representing 
gold to be used in the arts, or for con- 
tracts stipulated as payable in gold 
coin. In 1888 the fever of borrowing 
of foreign capital for railroad building 
and land speculating, which ended in 
the Baring Panic of 1890, reached its 
height. Argenfina, though then a 
country of but 4,000,000 inhabitants, 
borrowed, in 1888, $250,000,000 of 
foreign capital. The result was a large 
favorable balance of payments, a rise 
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of exchange to the gold import point, 
and a heavy inflow of gold. In 1889 
borrowings ebbed, Argentina began to 
feel the burden of the large interest 
payments due on foreign capital pre- 
viously borrowed, exchange fell, and 
gold flowed out. These gold move- 
ments were of precisely the same sort, 
and occurred in response to precisely 
the same exchange mechanism, as in 
any gold standard country. And this 
happened, notwithstanding the fact 
that the average premium on gold was 
for the whole period well above 125, 
and for the first five years of the ’90’s 
was well over 200. 

It may be admitted that, as regards 
the exchange mechanism, the Argen- 
tine case is rather the exception than 
the rule; and that usually depreciation 
of inconvertible paper currency shows 
itself in a correspondent depreciation 
of exchange, and the destruction of the 
gold points. ‘hat is, of course, the 
case with the exchanges of the Euro- 
pean belligerent countries at present. 
It is by virtue of this peculiarity, how- 
ever, that the Argentine case is worthy 
of especial examination; for it points to 
the conclusion that the correspondence 
between the premium on gold and the 
depreciation of exchange, and the con- 
sequent gap between these two and the 
general price level, is not the essential 
feature of the explanation of trade 
changes in countries on a basis of 
inconvertible paper money. The sig- 
nificant fact is that whatever be the 
exchange mechanism, whether a paper 
exchange or a gold exchange, gold can- 
not enter into the monetary circulation 
of the depreciated paper country, but 
stands always at a premium, whenever 


and so long as no provision is made for - 


the free conversion of gold into paper 
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and paper into gold at a fixed rate. 
Since gold cannot enter into circula- 
tion, or serve as a basis for circulation 
of convertible forms of credit, it cannot 
bring about those changes in price levels 
which, in the theory for gold countries, 
effect changes in exports and imports. 


Price Changes in Depreciated Paper 
Countries 


In fact, precisely the opposite price 
changes would occur. Ina gold stand- 
ard country, an increase of remittances 
to the outside world—such as an in- 
crease of interest payments on securi- 
ties held abroad, or an increase of tour- 
ists’ expenditures, or of immigrants’ 
remittances—would, if sufficiently 
heavy, drive up exchange to the gold 
export point, induce an outflow of gold, 
and thus lower prices. In a depreci- 
ated paper country, such an increase ` 
of remittances, by requiring more of 
the domestic paper to be given for the 
title to gold (whether the purchase be 
that of`a bill of exchange, as in the 
more usual case, or of gold coin where- 
with to purchase exchange, as was the 
case in Argentina), would lower the 
value of the domestic paper currency 
and thus ratse prices. In the case of 
a depreciating paper country, which 
still maintained the gold exchange 
mechanism and permitted the free 
movement of gold, the rise of prices 
would take place as the result of an 
outflow of gold, which, by lessening 
the supply of gold in the home market, 
would occasion a.rise of the premium 
on gold, or, in other words, cause still 
further depreciation-of paper. In the 
case of a depreciated paper country 
which had not maintained 4 gold ex- 
change, but which had been drained of 
gold or had imposed an embargo on its 
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export, the same result would ensue, 
though by a different process. With- 
“out any flow of gold, paper would 
. depreciate below its previous value 
because of the increased demand for 
exchange occasioned by the heavy for- 
eign remittances to be made, and the 
consequent rise in the paper price of 
exchange (the title to foreign gold). 
This would be the first effect in Ger- 
many, for example of such a heavy 
demand for exchange as that which 
would, be caused by the payment of 
- $750,000,000 a year of indemnity. 

We find, then, in depreciated paper 
countries, just the opposite price 
changes from those which would occur, 
under similar circumstances, in gold 
countries. And yet, these opposite 
price changes bring about precisely the 
same trade changes. An increase of 
‘ remittances would, in a gold country, 
lower the price level, stimulate exports 
and discourage imports. Similarly, in 
depreciated paper countries, an in- 
crease of foreign remittances, ‘though 
raising prices, would result in an in- 
crease of exports and a decrease of 
imports. 


That such is the fact is indicated by 


numerous instances. The heavy Ar- 
gentine borrowings of the ’80’s, to 
which reference has been made, caused 
an expansion of imports. But in 1890 
when borrowings had ceased, the large 
interest payments (about $60,000,000 
a year) on the previous accumulation 
of foreign capital, created an unfavor- 
able balance of payments, and resulted 
in an excess of exports over imports. 
Precisely analogous was the overturn 
in our own trade balance in 1873. 
Today, British exports are expanding 
for a similar reason. Likéwise, in the 
future the annual reparation remit- 
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tances from Germany may be expected 
to result in a large expansion of the 
German export trade, and to bring ` 
about an excess of German exports 
over imports sufficient to cover the 
annual remittances.!” 


How Trade Changes are Brought About 


All these are cases in which trade 
changes similar to those that would 
occur in gold countries are effected 
under a régime of depreciating paper, 
and in spite of the difference in the 
direction of the accompanying price 
changes. How, then, are these trade 
changes brought about? The Argen- 
tine investigation points to the follow- 
ing explanation. It finds the stimulus 
to exports, and the discouragement of 
imports, in the different effects of a 
rising gold premium (or a depreciating 
exchange) on different -sets of prices, 
all of which form a part of the general 
price level. Stated more definitely, 
exports are stimulated because of the 
different effects.of depreciating paper 
money on the selling prices of exports 
and their cost of production. 

International Prices—Except in rare 
instances, where a nation produces so 
great a part of the world supply of a 
product as to dominate the world mar- . 
ket (as in the case of our own cotton, 
or of Brazilian coffee), one nation can- 
not ordinarily determine international 

1T That is, such part of them as may not be cov- 
ered by other German “invisible” credit items. 
See John H. Williams, The German Repara- 
tion Payments—Discussion—American Economic 
Review, Supplement, March, 1920. 

The most illuminating discussion of the ef- 
fects upon international trade of the German 
reparation payments which I have seen is that 


of Professor F. W, Taussig. See his articles 
in the American Economic Review Supplement, 


` March, 1920, and The Atlantic Monthly, March, 


1920. 
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prices. It can only accept the inter- 
national price, and determine the 
amount of product it will export at 
that given price. An exporter in the 
depreciated paper country, therefore, 
in buying goods for foreign consump- 
tion, would base his price on the inter- 
national gold price of the commodity, 
the cost of freight to the foreign coun- 
try, and the premium on gold. In 
other words, given the foreign gold 
price, minus cost of transportation to 
the foreign market, he would convert 
his price into the domestic paper cur- 
rency at the current rate of exchange. 
Given free competition, his export 
price thus becomes a paper money 
reflection of the international gold 
price. Abstracting from fluctuations 
in the foreign gold price, it is thus 
apparent that the rise of export prices 
would keep pace exactly with the rise 
in the premium on gold, and, in fact, 
be identical with it. My study of 
Argentine export prices for the fifteen 
years, 1884-99, shows this correspond- 
ence with the fluctuations of the gold 
premium to a striking degree. On the 
other hand, it shows that wages, rents, 
and other costs of production do not 
rise so rapidly ‘as export prices. It is 
this gap between export prices and 
exporters’ costs of production, and not, 
as has been stated, a gap between the 
rate of exchange (that is, the gold pre- 
mium) and the general price level, or 
between the rate of exchange and the 
price of international goods, which 
gives an extra profit, or “bounty,” to 
the exporter, and thus causes exports 
to expand. , 


The Present World Situation a 


There remains to be considered the 


applicability of these conclusions to the 
15 Hoa . 
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present and future international situa- 
tion. These conclusions are concerned 
with a set of monetary and trade condi- 
tions which constitute but one aspect 
of an abnormal world situation in 
which there is a complexity of currents 
and counter-currents. Moreover, they 
deal merely with one set of forces which 
are operating upon trade, money and 
prices. How far the particular set of 
forces we have examined will. be per- 
mitted to work out their effects upon 
international trade, it is impossible to 
predict. That they will play some 
part, and that, on the other hand, they 
will be in some measure overlaid and 
obstructed by more powerful forces 
working at cross purposes, seem alike 
obvious. 

The change that has occurred in the 
international position of the United 
States, for example, the violently rapid 
shift from the debtor to the creditor 
position, would point, in the strict 
theory of the case, to further inflow of 
gold and rising prices. But the na- 
tions which have remittances to make 
are unable to remit gold, and, on the 
contrary, gold is being drawn from the 
United States by those neutral coun- 
tries in which, during the war, the dol- 
lar was at a discount, the net resultant 
being a considerable net outflow of gold. 


European Specie Payment Resumption 


A factor to be reckoned with in en- 
deavoring to ascertain the probable 
course of international trade in the 
next few years is, of course, the possi- 
bility of resumption of specie payment 
in the European countries. Resump- 
tion is, I believe, certain; and in the 


case of certain countries, particularly 


Great Britain, it may come sooner than 
is apparent upon the surface of events. 
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Were the gold standard resumed, the 
theoretical expectation would be a 
`- flow of gold from the countries owing 
' heavy obligations to the United States, 
falling prices there, rising prices here, 
increasing exports there, decreasing 
exports here, with contrary shiftings in 
imports. But general resumption of 
_. specie payments on the basis of the 
_ -present ‘gold holdings of Europe ap- 

. pears improbable; and the further in- 
-flow of gold to the United States would 
imply still further depletion of Euro- 
pean gold stocks. 


I nternational Position of the United 
States 


We have, besides, the over-extended 
condition of internal credit in all coun- 
tries, a range of price levels admittedly 
abnormal and temporary. Some de- 
flation, at home and abroad, is the 


general expectation. A reasonably safe. 


statement would be that, granting 
the certainty of the deflation process 
throughout the world, our new inter- 
national position is such as to require 
a price level sufficiently above that of 
European countries, once they are on 
the gold standard, to induce a flow of 
their exports, wherewith to make re- 
mittances due to us, and a decline of 
our exports to them. This seems a 
necessary ultimate condition, if our 
trade balance is to show that excess of 
imports which is the logical eventual 
outcome of the war-time changes in our 
balance of international payments. 

In the immediate present at least, 
however, we are faced with a general 
condition of depreciated paper cur- 
rency in the European countries; and, 
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in certain cases, that condition is likely 
to be of considerable duration—in 
Russia and in Germany, for example. 
We may, therefore, ask ourselves how 
the particular set of factors we have 
examined are likely to manifest them- 
selves in these instances. Evidence 
that depreciating paper stimulates ex- 
ports from the country whose currency 
is falling in value and discourages im- 
ports, was, of course, afforded by the 
increase of British exports and the 
decline of our own exports which ac- 
companied the pronounced fall of 
sterling this past winter. How far, in 
the case of other countries, the working 
out of the full effect was impeded by 
the continued operation of that funda- 
mental condition which has dominated 
world trade since 1914—the imperative 
necessities of war and reconstruction, 
as shown in the persistent demand for 
our products and the temporary ina- 
bility of the war-exhausted countries 
to react to special stimuli to exports, 
however powerful—it is impossible 
to estimate. 


Reparation Payments of Germany 


In the future, the most interesting 
case in prospect is that of Germany 
and the reparation payments; and 
since the full amount of the annual 
payments, $750,000,000, is not to be 
assumed until 1926, we may expect 
that the general state of world trade 
will have settled down sufficiently 
to afford to the economist an oppor- 
tunity for additional verification of 
the principles of international trade 
and foreign exchange under conditions 
of inconvertible paper money. 


Present Day Industrial Conditions in Germany 


By R. W. BALDERSTON 


Secretary Inter-State Milk Producers Association, Philadelphia, Pa. 
At present in Germany with the American Friends Service Committee 


The author of this article had been in Germany about four months when he wrote this article 


for The Annals. 


opportunities to make first hand investigations of conditions in Germany as they now are. 


Mr. Balderston is a careful observer of industrial affairs and has had exceptional 


Being 


one of the mission of the American Friends Service Committee to aid in the distribution of food he 
has come into contact with all classes of the German population Tas EDITOR. 


T is impossible for a casual visitor in 
Germany today to get other than 
an incorrect picture of conditions here. 
Around the hotel lobbies there is 
not much that is different from the 
old Germany. Business travelers can 
learn some things. Forward looking 
executives have told some of us still 
more as we have met them in connec- 
tion with our work. They have been 
most frank and open in discussing any 
matters even remotely connected with 
the question of relief. These con- 
ferences naturally lead to the discus- 
sion of the present and future economic 
problems. At the same time, we live 
so close to the mountain that it is very 
dificult to get a proper perspective, 
and the mists with which the top is 
always encircled give a different im- 
pression every time that we look at it. 
Therefore, I prefer rather to endeavor 
to give a correct picture of conditions 
in certain factories which are typical 
of the general industrial situation. 

I recently visited two German fac- 
tories producing the same class of 
products: equipment needed by a 
rather large general industry. The 
first is, or was, the assembling plant 
of a well-known American company. 
The second is a German corporation, 
but with close affiliation with similar 
corporations in at least two other 


European countries, and with one of the 
important corporations in the United 
States. It is the largest factory of the 
kind in the whole of Europe. 

Let us first visit No.1. The Direk- 
tor sits, as of yore, in the office marked 
“Privat.” The room is heated by a tiny 
temporary stove, for the steam from 
the factory is too uncertain these days. 
The designing and sales departments 
are closed. In the outer office we can 
see a faithful stenographer, and a 
young bookkeeper whom we learn has 
just returned to his old position after 
spending four long years in a Siberian 
prison camp. We are told that the 
vacant chair at his side belonged to a 
boy who lies buried somewhere on the 
eastern front. We sit down and talk 
to the Direktor who does not mind 
interruptions, for just now, unfortu- 
nately, he is not very busy. Before 
the war, the factory received from the 
parent factory in the United States 
the important special working parts of 
the machines that they manufactured. 
The heavy cast frame was bought from 
a German foundry under contract, and 
the price was always very cheap, so the 
castings were much heavier than the 
American model and, therefore, more 
attractive to the European buyer. 
Throughout the war, the factory was 
engaged in war work, for it was com- 


` 211 


212 


mandeered at the very beginning like 
all others, and the property itself was 
taken when the United States entered 
the struggle. Its war production con- 
sisted of projectile cases of some of the 
very small sizes and also, since the 
armistice, some small replacement 
_ supplies for the local railroad. The 
German government has just released 
the plant before we visit it so we can 
‘see ‘just how it is prepared to take up 
its peace-time pursuits. 


UTILIZATION oF Pre-War MATERIAL 


Entering the factory building, we 
meet the Superintendent and his 
assistant who are busily engaged in 
supervising the sorting of the old pre- 
war material on“hand, which has been 
stored away in the corners of the stock 
room and which they now propose to 
start through the factory. In fact, 
the first lot of thirty machines is going 
through the week that we come to see 
them, and a few samples of various 
models that had been cast aside in 
1914, when they were almost com- 
pleted, are being painted and tried out, 
ready for the packing room. We 
visit the power plant. It looks much 
like thousands of those in the States. 


But what is that-fuel that the fireman | 


has in his shovel? We go out to the 
bins and find such an assortment that 
we make a note of it, though we have 
already become somewhat hardened to 
a fuelless land. ‘There is a supply of 
wood of odd lengths and sizes; there is 
peat or “torf,” only slightly dried; 
there are at least two styles of lignite 
briquettes and, further on, three dif- 
ferent kinds of coal. This may be an 
extreme case but the locomotive ten- 
ders very generally carry two kinds of 
fuel at a time. 


ma, 
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Operating the machines in the fac- 
tory are about forty men, or one half 
the pre-war force. All are old em- 
ployes that have been reinstated by 
direct order of the government, as they 
have returned to claim their jobs. 
Just one woman remains at a bench as 
a reminder of the economic substitu- 
tion of the war. The machines all 
have been much repaired. All bearings 
are worn abnormally because of the 
lack of proper lubricants. - The solu- 
tion pouring over the tools on the 
lathes is not much better than so much 
water. Soap is still very difficult to ` 
obtain here and no one can afford to 
use oil for such a purpose. As a con- 
sequence, the operation of the machines 
is necessarily slow and uncertain, and 
the standards of accuracy cannot be 
kept up to that which made German 
workmanship what it was before the 
war. As an American engineer pres- 
ent puts it: “In the States the whole 
outfit would go to the junkpile.” 


ATTITUDE oF GERMAN WORKERS 


The attitude of the workers is 
typical. Most of them are on “piece 
work,” but even these do not appear 
to be in any hurry either. All are 
mechanically dragging through “the 
day without interest in their tasks. 
Their brains seem to be responding 
chiefly to the reflexes built up through 
habits of industry formed years ago, 
and the work today does not make 
any appeal. They work eight hours a 
day and five days a week and are paid 
an average of 2.75 marks per hour: 
Soon they will’be paid three marks per — 
hour. 

Returning to the office, the Direktor 
tells us about his plans for the future. 
The American office has recently sent 
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a representative to the plant, just to 
see ‘if it were still there” and, if so, to 
report on the conditions as he found 
them. No instructions have yet come 
through. Such are the uncertainties 
of modern business communications. 
The Direktor, therefore, proposes to 
work off his stock of unfinished goods 
while awaiting developments. No 
definite orders have yet been received 
and it is rather difficult to name a sell- 
ing price, for the value of the mark is so 
variable and the estimated cost of the 
materials so uncertain that almost any 
guess would be as good as another. 
The Direktor therefore proposes to 
sell on the basis of the cost of labor and 
material when bought, plus the usual 
profit, regardless of the cost of replac- 
ing these materials in the next pur- 
chase. This seems to be the usual 
practice and perhaps the best one under 
the circumstances, though it leads to 
some complicated situations. When 
ready for new material he does not 
know whether or not the factory can 
continue to compete with those fac- 
tories that are not dependent on 
stable international trade relations for 
their raw materials or their sales. 
This waiting attitude is also typical. 


OLD STANDARDS IN GERMAN FACTORIES 


Now let us visit the larger factory 
where the international complications 
are not so serious, because the owner- 
ship is German, the materials are now 
very largely of German origin; they 
manufacture a larger variety and the 
domestic markets for some of the lines 
have been already openitfg up in this 
country in an encouraging way. Here 
we make a few new observations. The 
power is supplied by a battery of 
Diesel internal, combustion engines, 
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and also some electricity is purchased 
from a larger power plant. The sup- 
ply of fuel oil for the future is worrying 
the management greatly. There is no 
reserve of raw materials of any kind 
and no guarantees of further deliveries. 
It is interesting to see the substitute 
materials going through the factory 
side by side with those of standard 
quality of pre-war purchase, the sub- 
stitute metals and woods being of 
domestic, “inland” origin and replac- 
ing that which cannot now be obtained 
from abroad or which are too costly for 
present use. Consumers are patiently 
enduring this situation, awaiting the 
time when they can again purchase 
goods of a more satisfactory quality. 
Labor saving devices are lacking in all 
departments of the factory, and the 
designs of machines being built are the 
massive ones that were familiar to 
every American salesman who at- 
tempted to sell, in competition, the 
lighter made ones from the States. 
But our young and obliging guide 
admits that German manufacturers 
cannot compete in the future m the 
open market unless new efficiency 
standards are adopted in the shop to 
reduce the amount of now relatively 
higher-priced labor. Moreover, the 
new prices of materials will force new 
designs into popularity. It is well 
known that heretofore German mach- 
inery has been permanently con- 
structed because of the desire to keep 
down replacement costs, and this factor 
was a very important one in keeping up 
the efficiency here as the war continued. 


Living CONDITIONS or GERMAN 
WORKMEN 


But let us go home with some of the 
workmen at night and see how they 
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live with an average income of 125 
marks per week, instead of 20 marks, 
the amount received before the war. 
The food for the week, which can be 
obtained through a food ticket, has just 
been brought home and, for this week, 
is for each member of the family as 
follows: 


Hamburg Per Week Feb. 7-18, 1920 
Potatoes isaac oeees 500 grams 400 cals. 
Pea beans.......... 200 534, 
Rye flour, etc....... 100 305 
OV CUD suai 150 375 
Teigwaren.......... 300 620 
Butter....... ead 50 380 
Margarime.......... 100- 760 
Mea ee ee 200 240 
Sausage............ 20 30 
Bretd css siaaades 1900 3940 
Total 6:4 -b-sea-giods 3520 7584 
Daily average... 503 1083 


In addition, the father, because he is 
a moulder in the foundry, has 500 
extra grams of horsemeat, giving 600 
calories per week or 86 calories per day. 
The average weekly number of cal- 
ories in the ration fed the Belgians 
through the Belgian Relief Commission 
was about 2800 calories, and the proper 
diet recommended by the Royal Soci- 
ety for Great Britain is 3400 calories. 
This food has cost about 16 marks per 
person in February, 1920, or 80 marks 
for a family of five. The balance of 

the week’s wages, 45 marks or 36 per 

cent, must cover the otherfood needs of 
the family and also clothing, fuel and 
shelter. 

Houses, such as this family occupies, 
rent for 125 marks a month or 31 marks 
a week and so if the home is not owned, 
but 14 marks are remaining each week 
to buy extras. As a consequence, 
many houses are being sold to pay 
living expenses from the proceeds and 


‘pound and the meat much more. 
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there is an enormous sale of old 
furniture. 

Suppose we go shopping with the 
wife next day and see what this wage 
will buy. Fish will cost 6 marks a 
pound, so the 45 marks would pay for 
enough for two meals for the family. 
Some apples for sauce cost from 1.5 
to 2.5 marks per pound. A coat for 
herself of the cheapest wool will cost 
750 marks, so she buys one made of 
some “Ersatz,” or substitute material, 
for 350 marks. Shoes of the very 
poorest leather, for the children, 
cost from 80. to 125 marks. Good 
shoes for the husband are priced from 
200 to 300 marks, consequently, the 
men whose army boots are still service- 
able are wearing them for all occasions. 
The shop windows are full of things but 
very often there is not a second article 
of the same kind inside and even yet 
the department store windows are full 
of strings of postcards for decoration. 
It 1s of course true that there is a cer- 
tain amount of goods imported that 
can be had by the rich and there are 
some lines that seem quite well filled, 
but the business done is only a tithe 
of what it was normally. There is 
some “Schleichhandel,”’ or illegal food, 
everywhere and the hotels serve meat 
and butter and a little breakfast roll 
that is made of a whiter flour. This 
business is more common than during 
the war and is practiced more in some 
towns than others. But suppose our 


. companion wishes to get some of this 


food. The butter costs 32 „marks a 
She 
cannot consider making such a pur- 
chase. I recently was invited to take 
lunch with a group of eight at one of 
the prominent restaurants of Ham- 
burg and the waiter, though he had 
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been saving them, had only seven 
“Hamburg” steaks in the shop and the 
eighth guest took fish! Regardless of 
wealth, there cannot be any extra milk 
for the distribution is always watched 
very fully and it is all for the children 
and the very sick, on the certificate of 
the physician. The supply of the 
large cities is about one-sixth of the 
normal consumption. In some seasons 
there is no fresh milk for any above 
three years of age, not even the sick. 
Rent for such four room houses as we 
visit is 125 marks per month or 31 
marks per week, which takes nearly 
all the balance of the week’s wages 
when the home is not owned by the 
worker. 


‘THe UNEMPLOYED IN GERMANY 


Let us visit the home of a neighbor 
who has no work. He receives a non- 
employment allowance from the city, 
36 marks for himself, 15 marks for the 
wife, and 9 marks for each of the three 
childrén, 78 marks in all or just the 
price of the food on the ration cards. 
As a consequence, there is no fuel ex- 
cept that which the children bring 
home from the ashdumps and along 
the railroads and in the corners of the 
coal barges. The number of unem- 
ployed in Bremen, a city of 250,000, in 
the last week in February was 5,000 
men, at least one in ten. Next, let us 
go into the house around the corner, 
and visit a widow with two children; 
she makes 65 marks as a cleaner at the 
office building downtown. Here, the 
children have no clothes but those on 
their backs and no bedclothes. The 
mother has cooked two suppers this 
week but this is Saturday, so the store 
of wood in the corner will be called on 
tomorrow to make a Sunday dinner. 


\ 
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The other days the food and the room 
are cold alike, and must be warmed by 
the heat of the human body. 


Errect or Livinc CONDITIONS ON 
INDUSTRIAL SITUATION 


These living conditions have a direct 
bearing on the industrial situation. 
The physical condition of the workers 
is such that they are not able for full 
work. Men are fainting daily at their 
tasks. This is perhaps most apparent 
among the brain workers who do not 
have any extra food allowance and 
who are not so able to assimilate the 
bread which is milled now to 95 per 
cent of the total grain instead of 71 
per cent as formerly. The present 
flour is chiefly rye and barley with a 
little wheat and potato. These clerks 
are not paid as well as the laborers for 
they have not been organized to 
demand it. Doctors and judges are 
often not paid any more than before 
the war and are in very straightened 
circumstances. 


EXHAUSTION IN GERMANY 


Livestock Food Supply 


In addition to the physical condition 
of the workers, the present exhaustion 
in Germany is very striking. The 
productive power of the soil has depre- 
ciated at least 40 per cent, to quote 
from an authentic report of one year 
ago. This loss cannot be fully re- 
gained for at least a decade, even under 
the most favorable circumstances. 
The sandy loams of the great northern 
plain do not hold the humus and plant 
food like the naturally fertile lands of 
our own middle west and are now re- 
duced to the point that the German 
agricultural improvement campaign 
found them twenty years ago. Ger- 
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- man livestock food efficiency, to refer 
to the same authority, is 55 per cent 
of normal. This will recover more 
rapidly, for the beef and milk shortage 
is largely a question of food for the 
animals, which was always very largely 
‘imported and consists of grain and oil 
by-products. The number of milk 
cows has been reduced only from 11 
million to 9 million and the total of 
all cattle from 20 million to 17 million. 
Hogs were very promptly’ reduced at 
the beginning of the war and are now 
im number 10 million against 25 mil- 
lion before. The recovery of this 
food supply will take at least two years 
of breeding and importation before it 
assumes anything like its past impor- 
tance. One hesitates to hazard any 
guess about the grain crop for 1920. 
The planting conditions were very 
unfavorable last fall and there have 
been great floods this winter covering 
great areas with water for weeks, but 
on the other hand the spring has 
opened early and it is still a long time 
till the harvest. 


Railroad Transport 


The railroad transport ‘efficiency is 
reduced by worn-out rolling stock and 
roadbed, lack of fuel and labor 
difficulties. Some improvement is, 
however, apparent in passenger and 
freight traffic both, evidently due to a 
more efficient peace-time organization. 


| Raw Materials 


Stocks of raw materials on hand 
when the armistice was signed were 
almost nil in spite of the marvelous 
substituting ability and conserving 
genius of the people. The thorough- 
ness with which the nation threw every 
resource into the conflict makes recov- 
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ery and reconstruction so much the 
more difficult now. ‘The production of 
raw materials to fill the future needs of 
industry depends on factors, at least 
two of which are at present largely 
unknown—(1) national alignments and 
(2) labor. The first mentioned will 
determine which agricultural and min- 
ing areas are to be German and what 
part of the production of those remain- 
ing in Germany is to be applicable to 
the needs of German industry. The 
second factor, labor, is even more 
uncertain. The laborer here has never 
shared at all in deciding industrial 
policies and nobody can foretell what 
he may do with his present large 
measure of self determination, or how 
labor and capital will “pull in double 
harness.” Labor is also largely in- 
fluenced by the political situation and 
is much depressed by the fact, for 
instance, that the coal he is mining is 
perforce largely for foreign consump- 
tion. 


Foop SITUATION IN GERMANY 


The food situation promises to be 
much more serious as the present sup- 
ply is exhausted and this will certainly 
have a serious effect on the industrial 
situation. Recovery in food produc- 
tion for the next year will be still very ` 
poor as long as there is not more © 
attention paid to the factor of price as 
a stimulus to production. The poli- 
cies of the German food control au- 
thorities have been so diametrically 
different from those of the United 
States Food Administration that it is 
easy now to compare them along sev- 
eral lines. In one particular, at least, 
the American plan was far superior. 
Production kept pace with consump- 
tion at least to the point that it could 
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become normal in one season. All this 
is aside from any discussion of the 
conditions which both had to face. 


Tue Present Mixen POLITICAL 
SITUATION IN GERMANY 


An example of the present mixed 
political situation is the beet sugar 
industry. The beets are grown in 
Tzchecho Slowekei, the factories are 
in Austria, and the coal somewhere 
else; the beets rotted because the 
governments concerned would not 
allow the international transportation 
necessary to get the three elements 
together. The textile industry cannot 
get started because of the exchange 
rate and because there has not been 
any satisfactory basis of credit de- 
vised so the manufacturers can pay 
for their imported raw materials. It 
would be tiresome to go into more 
detail and take up the whole list of 
German industries, as they seem to 
come somewhere within the range of 
those that have been mentioned. 


Errect or PEACE on GERMAN 
INDUSTRY 


The questions arising out of peace 
have a very direct bearing on this 
matter of the recovery of German in- 
dustry, and it is difficult to discuss the 
future without referring to some of the 
more important of them. But there 
is not room in such a paper and they 
are now being widely discussed in the 
contemporary press and literature. 
I may say that some of the financial 
terms of the treaty do not seem possible 
of fulfillment, and it is to the interests 
of the Allies, as well as the peace of the 
world in general, that they be some- 
what modified. This is said from the 
viewpoint of business stability and it 
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is now becoming recognized in England 
that a bankrupt Germany cannot pay 
indemnities. 

To talk to the business men here is 
to have a series of questions put at 
you about as follows: How can we 
import raw materials when our credit 
and our currency is worthless? How 
can we work without materials, either 
foreign or domestic? How can our 
laborers live without work? We are 
short of food; how can we buy food 
without money? It is well expressed 
as a vicious circle, a squirrel cage in 
which the German people are treading 
the wheel to the point of exhaustion 
and yet can see no way out. Yet there 
are many things to point to a better 
time if the matter is handled carefully. 
The people have learned self-sacrifice 
and can do with far less of the better 
things of life than they had before the 
war. There is a movement to pool all 
the Industries of the nation in one 
association to get foreign credit. If 
food enough can be had for the next 
few months it will strengthen the forces 
making for order and business integ- 
rity, for the German is by nature and 
training conservative and orderly, 
and when he has work to occupy 
his attention and is fairly comfortable 
in body he is very slow to take up 
extreme ideas. 

But the last few weeks show some 
improvement. The coal miners are 
working longer hours and this seems to 
be reflected all over the country a little. 
The great Krupp works at Essen were 
among the first to get started at peace- 
time production, being fortunately 
situated with a coal mine within the 
factory. fence and iron ore nearby. 
Now a great variety of products are 
made, everything from padlocks and 
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typewriters to railroad locomotives. 
Some of the departments are so busy 


that three shifts of laborers and . 


mechanics are employed. 

The future peace of the world is 
wrapped up in the question of the 
rapid resumption of industry and trade 
in all the countries of Europe and the 


United States, and we cannot afford to 
miss every opportunity that is offered 
to see to it that this settlement is 
accompanied by such international 
and internal agreements as will make 
permanent the ideals that the people ` 
of the United States thought they were 
fighting for and dying for. 


The World Breakdown 


By Sm Gerorce Patsy 
London, England 


HE world has begun at length to 
feel the full economic conse- 
quences of the war, and of the disloca- 
tion of production which that great con- 
flict entailed. How far reaching those 
consequences will become has yet to 
be discovered. In some measure the 
extent of the consequences will be gov- 
erned by the wisdom with which an 
effort is made to control the danger. 


If the situation is handled wisely and’ 


in a statesmanlike manner, then read- 


justment will be effected without any 


great measure of suffering, but if the 
situation is handled by persons lacking 
knowledge of fundamental economic 
conditions, then a very great disaster 
is at hand. ‘There will, on the one 
hand, be tens of millions of people 
lacking the necessaries of life, while, 
on the other hand, there will be vast 
supplies in the warehouse, or on the 
farm, which will not be sent to the 
people who need them. 


THe Conprrtion or WORLD 
PRODUCTION 


It is essential to realize that the war 
has brought about a very great curtail- 
ment in the productive power of certain 
countries, and, that while it has stimu- 
lated and increased the productive 
power of other countries, the aggregate 
amount of world production is far be- 
neath the level needed*to meet the 
world’s ordinary requirements, Given 
the very best and most efficient meth- 
ods of distribution there would still be 
shortage, but with production a long 
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way below normal and with inadequate 
means of distribution, starvation, on a 
great scale, becomes inevitable. 

With defective statesmanship the 
world will suffer from three evils: (1) 
lack of supplies where they are most 
urgently needed; (2) lack of employ- 
ment, and (3) lack of buying power. 
In other words, there will be not only 
a famine in food and raw material, but 
a famine in money as well. With effec- 
tive statesmanship, however,—and I 
am here speaking of the statesmanship 
of all countries—famine in food, raw 
materials and money should be effec- 
tively averted. 


Food Supply of Western Europe Prior 
to War 


From Russia.—To understand and 
appreciate the world need of food, it is 
essential to recall that, prior to the 
war, a very large part of the food 
needed by Western Europe was sup- 
plied by Russia and that the European 
nations experienced no difficulty in 
paying for these supplies because Rus- 
sia had to make large payments to 
them in respect to interest on capital, 
and because Russia needed to buy from 
Western Europe great quantities of 
manufactured articles of all kinds and 
descriptions. Before the war, Russia 
supplied to Western Europe, on the 
average, some four hundred million 
bushels of cereals, mostly wheat. 
When war began, and the Dardanelles 
was closed, this- great supply of Rus- 
sian food was shut off from Western 
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Europe and has not since been avail- 
able. Moreover, the power of Russia 
- to produce food has been, temporarily 
at any rate, most seriously curtailed. 
In the early years of the war, when 
Russia was unable to send abroad her 
surplus, the production of Russia was 
greatly curtailed, while her consump- 
tion was increased. ‘This movement 
went so far that in the spring of 1917 
Russia had not enough food for herself 
and the economic privation which re- 
sulted brought about the Russian 
revolution. From that time to this, 
Russia has been in a state of great dis- 
turbance. The productive power of 
the country has remained at a very low 
ebb. Russia is not only unable to 
produce a surplus of food for export, 
but she is also unable to supply her 
own people with sufficient food. Prob- 
ably no step would be more effective 
in inducing the Russian people to adopt 
a more constitutional and democratic 
form of government than that of sup- 
plying them with the necessaries of 
life. In other words, instead of Rus- 
sia being able to supply modern Eu- 
rope with food, as she was doing prior 
to the war, temporarily at any rate, it 
needs to import food in order to support 
a very large number of people in the 
north of Russia. 


Increased Demand for Import of Foods 
into Europe 


The next factor to be noted is that 
the European nations, as a whole, need 
to import very much more food and 
material than they did prior to the 
war. Over practically the whole of 
the war area, that is, Germany, Aus- 
tria-Hungary, Roumania, Servia, Italy 
and France, there has been in the ag- 
gregate very great curtailment of pro- 


t 


Tat ANNALS OF THE ÅMERICAN ACADEMY 


duction. As far as the data is avail- 
able, the curtailment of output is not. 
very far short of 40 percent. The cur- 
tailment is greater in some countries 
than in others, but the average curtail- 
ment is this high figure. Hence, just 
at the moment that Russia cannot sup- 
ply Europe with food, Europe needs to. 
buy much more food than ever. ‘There 
is then a double deficiency—a greatly 
diminished supply with a greatly in- 
creased demand. 

Great Briiain—The productive 
power of Great Britain has, on the 
whole, been maintained, though not 
increased. Great Britain needs to buy 


“from outside countries just as much 


today as she did prior to the war, when 
about two-thirds of all her food sup- 
plies had to come overseas. Including 
Russia and Great Britain, Europe’s 
production of food has been curtailed 
between 30 and 40 per cent since the 
war. Prior to the war, Europe, as a 
whole, needed to buy from outside 
countries a substantial part of the food 
she used. Today, Europe needs to 
buy from outside countries nearly 50 
per cent of the food she needs for con- 
sumption. To the extent that Europe 
cannot obtain those supplies, her 
people must go short. Some economy 
in consumption in comparison with 
pre-war levels is possible, but economy 
to the extent of 50 per cent is impos- 
sible without involving the people who 
dwell in the great towns of Europe in 
almost complete starvation. 

In considering the world’s food situa- 
tion it is essential to recollect that just 
as the nations which produced a sur- 
plus of food for export meet their own 
needs before they send away their sur- 
plus, so the country districts of Europe 
usually meet their own needs before 
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they sell their surplus to the towns of 
Europe; and that, consequently, the 
_ burden of deficient supply falls mamly, 
if not entirely, upon the town popula- 
tions, Moreover, in considering the 
present situation, another factor has to 
be taken into account. With the con- 
clusion of peace last summer the people 
of Europe gave a sigh of relief, under 
‘the impression that their war priva- 
tions were at an end and that there 
would be a very much greater supply 
of food in the future than in the past. 
Consequently, the consumption of food 
since last summer has substantially ex- 
panded and there has not been any- 
thing like the economy there would 
have been had the war continued, as 
the people had realized the difficulties 
that would arise in purchasing avail- 
able supplies. In some measure, addi- 
tional rations were granted in order to 
prevent political agitation and to keep 
the people quieter than they would 
have been if a stringent ration had 
been maintained. The effect of this 
greater confidence has been to bring 
about a substantial expansion in food 
consumption and to reduce the farm- 
ers’ stocks in Europe to a relatively 
small total. Hence, for the balance of 
the current season, still greater imports 
even than last year are essential. 
Fortunately, during the war with the 
great curtailment in production in 
Europe and increased need, the crops 
of the food-producing countries, which 
include the United States, Canada, 
Argentina, Australia and India, showed 
substantial expansion in the aggregate, 
an expansion which helped to keep 
shortage in the Entente nations within 
limits. Now, however, a short supply 
of food over the whole of Europe, in- 
cluding the Central Powers and Russia, 
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has to be met. The surplus supplies 
from these outside countries are not 
nearly sufficient for the purpose, and 
it is evident that, even if in one way or 
another, the means can be obtained to 
enable Europe to purchase the surplus 
food supplies of these countries, great 
economy in consumption will have to 
be exercised in order to make the sup- 
ply last out until the new harvests are 
gathered next fall. Indeed, it is to be 
feared that, in spite of every possible 
measure that may be taken to supply 
the peoples of Europe with the food 
they require, there will still be most 
serious deficiency, which will amount 
almost to famine in certain countries 
and in certain districts. Even with 
the most efficient distribution of sup- 
plies, a condition of great privation 
would seem to be unavoidable in 
northern Russia, in Germany, in Aus- 
tria, and in Poland, while Italy, France 
and even Great Britain will suffer from 
serious shortage. 


Dirricuuties or ForEIGN [IMPORT 


TRADE ror EUROPE 


There has now arisen, however, a 
situation which warrants much anxiety 
as to whether or not even the food 
available in the countries that have 
produced a surplus of food will be 
placed at the service of the European 
nations, which so urgently need all the 
food which the world can supply to 
them. In consequence, not only be- 
cause of their greatly reduced produc- 
tive power, but also because of their 
inability to buy food from Russia, the 
European nations need to buy greatly ` 
increased quantities of produce from 
countries from which they do not nor- 
mally buy, and which do not require 
European goods in payment, even if 
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Europe were in a position to export 
such goods. 

From Canada.—Ever since Canada 
has been a great exporter of food to 
Europe it has been the custom of the 
Canadian people to buy from the 
United States, and not from Europe, 
the manufactured goods they require 
in payment for their food. Hence, 
Canada’s imports of manufactured 
- goods from Europe in proportion to her 
exports of produce has always been 
small. At the present moment Canada 
is not only exporting great quantities 
of food to Europe at high prices, but is 
also buying back in exchange very little 
of Europe’s manufactures. Hence, the 
depreciation of Europe’s currency in 
Canadian dollars is very great. On 
the other hand, Canada is buying, as 
usual, great quantities of American 
products, but masmuch as she cannot 
collect her debts from Europe, except 
in securities which she has difficulty in 
selling to the United States, Canada is 
experiencing very great difficulty in 
paying the United States for her prod- 
ucts. It is probable that Europe will 
not experience any great difficulty in 
buying Canada’s products, as Great 
Britain possesses large quantities of 
Canadian securities, including farm 
mortgages which the Canadian people 
are willing to buy back. Unfortu- 
nately, the amount of food that Canada 
can supply to Great Britain in partic- 
ular, and Europe in general, is but 
a very small part of the total amount 
required. 

From Argentina.—When one consid- 
ers the position of Argentina, the situ- 
ation is much the same. Argentina 
is willing to sell her surplus supplies 
of food on credit and to take in pay- 
ment either European credits or to buy 
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back some of her own securities which 
Europe possesses. Nevertheless, the 
amount of food and raw material that 
Argentina can supply to Europe for 
the balance of the current season is but 
a very small part of the great amount 
needed. 

From Australia. — Unfortunately, 
there has been drought in Australia 
this season and the amount of food 
that Australia now has for sale is 
limited. A very large stock of wheat 
was built up in Australia during the 
war, but a good deal of this had to be 
sent to India last year as there was 
drought there, and now with Australia 
suffering from her recent drought, the 
supply of Australian wheat is greatly 
diminished. It is hoped that the new 
Indian wheat crop will be a good one, 
but owing to the difficulty of providing 
exchange, it is by no means certain 
that Europe will be able to pur- 
chase anything like normal supplies 
from India. , 

From the United States ——But when 
allowance is made for all the food and 
all the raw material which the coun- 
tries referred to can supply, it is clear 
that Europe will need all the food and 
all the raw material, as well as all the 
manufactured goods which the United 
States can supply to her, and that, 
without the American supplies, the 
shortage of food and of raw materials 
in Europe will be exceedingly severe. 
Tn any case, the shortage will be serious, 
but without American supplies the 
shortage will be disastrous. 


Tue INTERNATIONAL Money SITUA- 
TION 
During the War 


But here another factor comes in. 
There is a famine in international 
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money. Europe, in spite of the vast 
volume of her national currencies, pos- 
sesses very little international currency 
to purchase the produce and goods of 
the United States, unless that produce 
and those goods are supplied by the 
American people by credit operations 
of one kind or another. 

When the War Began—Doubtless, it 
will be asked: How was it possible for 
Europe to purchase so much American 
produce and so many American goods 
during the war, and how is it that only 
now is there diffculty? The answer to 
this question is two-fold. When the 
Entente nations entered the war there 
was a large sum of money due them by 
the American people, both on current 
account and investment account, and 
this money and these investments 
were used to pay for produce pur- 
chased from the United States until 
America came into the war. There 
were signs, however, in the spring of 
1917, that the Entente nations were 
beginning to experience difficulty in 
obtaining the credits they required in 
order to purchase the food and mate- 
rial with which the American people 
were supplying them. 

After America Entered the War.— 
When the American people entered the 
war, the American government as- 
sumed the task of supplying the En- 
tente nations with all the money they 
required to pay for the produce and 
goods they were purchasing from the 
United States. In rather more than 
two years the American government 
supplied nearly ten billion dollars for 
this purpose. This action on the part 
of the American government caused 
the difficulties of the Entente nations 
in paying for the things they required 
in the United States and elsewhere, 
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entirely to disappear as long as the 
war lasted. In the spring of last year, 
however, the American government 
notified the Entente governments that 
it was not prepared to go on indefi- 
nitely lending money to the Entente 
nations to enable them to purchase the 
things they required in the United 
States, and that they must ‘finance 
their purchases by ordinary credit 
operations. 


Credit Difficulties After the War 


Now that the war is over, the Entente 
nations experience very great difficulty 
in arranging credits for the purchase of 
food, raw material and manufactured 
goods in the United States. Neverthe- 
less, they have succeeded in one way 
or another in paying for the produce 
and foods they required in 1919. In 
that year, America sold produce and 
goods to the value of nearly five and a 
quarter billions of dollars to Europe 
and accepted payment for them to the 
extent of only three-quarters of a bil- 
lion dollars in goods, leaving four 
and one-half billions of dollars to be 
financed by credit operations of one 
kind or another. Of this total rather 
more than one-half was satisfied by the 
grant of credit to the Entente nations 
by the American government, and the 
other half was settled for, either by 
sales of European securities to Ameri- 
can investors and bankers or by the 
creation of short credit. From the 
data available, it would appear that a 
large part of it was arranged by short 
credit, which merely means that Eu- 
rope has still to face the task of pay- 
ment. Recently, Mr. Glass stated 
that the American government had 
granted additional credit for about 


. three-quarters of a billion dollars for 
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the purchase of war stores sold to 
France. This means that, altogether, 
America, in the past year, sold about 
- six billion dollars worth of produce and 
of goods to Europe and that Europe 
was able to pay only to the extent of 
three-quarters of a billion dollars in 
goods. ‘The whole of the balance of 
five and one-quarter billion dollars had 
to be settled in credits, long or short, 
and in securities. - 

The American government has now 
notified the European nations that it is 
not prepared to finance the exports of 
American’ goods by means of American 
government loans. This means that 
in so far as Europe cannot finance its 
purchase of American goods by ordi- 
nary credit operations, it will be un- 
able to buy them. Let us now 
look at the situation which has thus 
arisen. 

In the first place, Europe still owes 
a considerable sum on short credit in 
respect of produce and of goods bought 
in 1919, and, in the second place, it has 
to obtain fresh credit for the purpose 
of buying any goods it cannot pay for 
by exports of its own goods in 1920 and 
in succeeding years. Not only has the 
power of Europe to obtain credit from 
the American government come to an 
end, but her power to obtain credit 
from American bankers has practically 
come to anend also, not because Ameri- 
can bankers are not willing to grant 
credit, but because their power to 
grant it has been used entirely. You 
will recollect that in 1914 the federal 
reserve banks were brought into being 
and were entrusted with the custody 
of the reserves of the national banks. 
This action by the government and by 
Congress set free for banking purposes 


something like four hundred millions | 
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sterling, or two billions of dollars of 
gold and cash reserves for additional 
banking purposes, and gave the federal 
reserve banks the power to grant bank- 
ing loans to the extent of about one 
and one-half times the amount of gold 
and cash placed at their disposal. In 
other words, the Federal Reserve Act 
by the stroke of the pen, as it were, 

gave the banks of the United States the 
power to grant additional credit to the 
extent of about six hundred millions 
sterling, or three billions of dollars. 

The bankers have now created almost 

the whole of the credit which the new 

law authorized. A good deal of that 

credit has been absorbed in financing 

the sale of American government 

bonds, and the balance has been used 

to finance the trade and commerce of. 
the United States. Therefore, at the 

present moment, not only has Europe 

no power to obtain any credit from,the 

American government, but it also has 

practically no power to obtain addi- 

tional credits from American bankers. 

In other words, the methods by which 

Europe was able to buy the food and 

material it required from the United 

States during the war, and until the 

present time, have now almost ceased 

to operate, and unless some new 

method is discovered it is obvious that 

Europe will be unable to purchase any 

American food, raw material or manu- 

factured goods other than what it can 
pay for by exports of its own products, 

that is to say, only to a relatively small 
total. The recent fall in the exchanges 

clearly reveals the great difficulty 

which Europe is experiencing in 

making payment for the produce 

and goods which the European 
nations so urgently require to buy 
from the United States. 


. can cents. 


Foreign Exchange Rates 


This week the value of the British 
pound, which normally is equal to 
$4.86 in American money, fell to $3.18, a 
depreciation of over 34 per cent. The 
franc fell to a still greater extent. 
Normally, only 5.18 francs have to be 
given for an American dollar, but at 
the current rate nearly 15 francs have 
to be*given for an American dollar, a 
depreciation of over 65 per cent. 
Normally, only 5.18 Italian lire have 
to be given for an American dollar. 
Now, no fewer than 18.82 lire have to 
be given, showing a depreciation of 
nearly 74 per cent. Normally, the 
German mark is equal to 23.83 Ameri- 
Now, it 1s equal to only 
one cent, and therefore shows a depre- 
ciat jon of no less than 96 per cent. 
Thé value of the Austrian crown and 
the Russian rouble, and the currencies 
of Roumania, Servia, and the other 
Balkan states shows enormous depre- 
ciation, amounting indeed to not very 
far short of 100 per cent. In other 
words, their currencies in American 
dollars have very little value. Al this 
implies that unless some step is taken 
to enable the European countries to 
purchase American goods, that the 
value of their currencies in American 
dollars will fall practically to the van- 
ishing point, and that they will be un- 
able to purchase. This means a money 
famine of an unexampled intensity, a 
money famine which at the present 
time, when Europe so urgently needs 
the food and raw materials of America, 
entails something far more serious 
than a money faminé. It involves 
shortage of food in Europe to an extent 
which will bring starvation to many 
millions of people, and lack of raw 
material to an extent that will throw 


many millions of people out of em- 
16 
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ployment. Moreover, unless the situ- 
ation is dealt with effectively, a com- 
plete breakdown of the exchanges of 
credit, of commerce, and of trade 
throughout the world will become 
inevitable. 


How to MEET THE SITUATION 


What is needed to-rectify the situa- 
tion is that the American public, in its 
capacity of investor, should either be 
willing to purchase European securi- 
ties, or should purchase some new in- 
ternational security in oe it has 
complete confidence. 

After giving the matter the most 
careful consideration, I have come to 
the conclusion that the most effective 
method of dealing with this situation 
is by a codperative effort of the most 
comprehensive character. ‘The situa- 
tion indeed demands as much codpera- 
tion and as much effort as did the task 
of providing funds to carry the war to 
success. The situation, in fact, de- 
mands that every nation should assist 
in the work of overcoming the diffi- 
culty, not only because of considera- 
tions of humanity, but also because of 
considerations of self-interest, for every 
nation is interested in the matter, 
either as seller or buyer, either as 
granting credit or obtaining credit. 
The very worst thing of all for every- 
one concerned, whether as buyer or 
seller, is that the situation should be 
allowed to drift so that no nation can ` 
sell and no nation can buy. Consider- 
ations of humanity are even more co- 
gent than considerations of self-interest. 


It is inconceivable to imagine that the 


Entente nations, including the Ameri- 
can people, should have fought a great 
war in defense of humanity and after- 
wards should allow humanity to be 
destroyed by a food and a money 
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famine, which might be averted by 
codperative and sympathetic action. 
The result of the war has been to 
cause the peoples of the world to de- 
mand the creation of a League of Na- 
tions for the preservation of peace, in 
order that humanity may never again 
be threatened by so great a disaster as 
the recent war. The peoples of the 
world, when they understand the pres- 
ent situation, will, I am sure, be pre- 
pared to demand that that League of 
Nations shall avert disaster to the race 
from a food and money famine, and 
will be prepared to honor any obliga- 
tion ‘that the League of Nations may 
incur in averting so great a catastrophe. 
Therefore, I suggest that the remedy 
for the present situation is to be found 
through the League of Nations and by 
pledging the credit of the League for 
the due payment of any food, raw 
material or manufactured goods which 
the nations may supply to each other 
at the present time, and for which they 
are unable to obtain payment in other 
goods and in other products. There is 
a factor in the American situation 
which renders such a solution particu- 
larly advisable. It is very difficult to 
induce any American investor to pur- 
chase securities that are not tax-free, 
having regard to the heavy burden of 
taxation in this country. Very much 
the same situation exists in other coun- 
tries, where the burden of taxation is a 
heavy one. To raise all the credit that 
is needed to enable Europe to purchase 
the food, raw material and manufac- 
tured products that it requires, not 
only to overcome its immediate diff- 
culties, but in order to restore its pro- 
ductive power and repair its war dam- 
age as well, will demand a united and 
= sustained effort. Nevertheless, the 
effort will be relatively unimportant in 
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comparison with the financial effort 
that was needed to carry on the 
war. 

I am convinced that a credit of some 
twenty billions of dollars spread over 
five or even ten years will not only 
enable Europe’s productive power to 
be effectively restored, so that it will be 
able to pay for the things it needs to 
buy from day to day, but that it will 
also preserve the world from a great 
disaster. 

During the war, the nations spent 
for the purposes of destruction some 
fifty billions of dollars per annum. 
They now need to spend in five, or even 
ten years, a total of no more than 
twenty billions of dollars for the pur- 
pose of repairing the mischief of the 
war and re-starting the world upon a 
new era of prosperity, free from the 
danger of war. When one remembers 
that during the war these vast expendi- 
tures. were made for the purpose of 
destroying wealth and destroying life, 
while the proposed new expenditures 
are for the purpose of creating wealth 
and preserving life, it is obvious that 
the amount is not only a small one, but 
well within the power of the nations to 
supply. An issue of League of Nations 
bonds, free from taxation in all coun- 
tries and enjoying good markets in 
every country of the world, would en- 
able the present situation to be effec- 
tively dealt with, and the peril to 
which Europe, indeed the whole world, 
is now exposed to be safely overcome. 
The League of Nations has been created 
to preserve mankind from the disaster 
of war. It wilk give an earnest of its 
power to preserve mankind from world- 
wide catastrophe by overcoming the 
grave danger to which civilization is 
now exposed from famine, and through 
famine, from anarchy. 


The Dangers of International Governmental Loans 


By Oscar T. CROSBY 
Formerly Assistant Secretary of the United States Treasury 


ET us assume some settlement 
reached in the matter of war- 
claims against Germany and her late 
Allies. We shall then have govern- 
ments related to each other as cred- 
itors and debtors, in specific amounts, 
and on a scale never before known. 


DEBTOR AND CREDITOR GOVERN- 
MENTS 


United States.—The United States 
will appear as a lender only——not as a 
borrower—holding approximately ten 
billions of dollars of the obligations of 
our associates in the war. The largest 
claim runs against Great Britain; 
France is next m order, then Italy. 
Russia, and certain smaller powers 
owe us considerable sums. 

Great Britain—Great Britain will 
appear as debtor to the United States 
in a large sum (about four and a half 
billions)» and, in much smaller sums, 
to various neutral Powers. Her credit 
account with Allies will be substan- 
tially twice as great as the debit, 
Russia, France and Italy being the 
chief debtors. She will also own a 
large portion of the enemy indemnity 
bonds. 

France-—France will appear as 
debtor to Great Britain and ourselves 
in nearly equal amounts (about $2,000- 
000,000 each)—and enough more to 
neutrals to bring her total to $6,000- 
000,000, in round figures. She will be 
a creditor to Allies in sum approx- 
imately one-third her debits, unless 
the claims of French citizens for pre- 
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war loans to Russia be included. ‘The 
government has, in fact, practically 
adopted these claims, which will stand 
on as high a plane as any other debts 
of a reconstructed Russia. France 
will also have received the largest 
single portion of enemy obligations. 

Italy —Italy will owe approximately 
four and a quarter billions—more than | 
one-half to Great Britain, and nearly 
all of the remainder to us. She will 
have received considerable portions 
of enemy obligations. 

Belgium.—Belgium will appear as 
a debtor for about $1,400,000,000, 
in equally rough amounts to Great 
Britain, France and the United States. 
She will have received a large portion 
of the German indemnity bonds. 

Greece, Jugo-Slavia and Roumania.— 
Greece, Jugo-Slavia and Roumania 
will appear as debtors to their bigger 
brothers in the fight, and will have 
received comfortable slices of the 
indemnity loaf. 

Poland and  Tchoka-Slovakia.— 
Poland and Tchoko-Slovakia will owe 
relatively small sums, unless the ex- 
travagant wars, still maintained by 
Poland, should result in large debits 
not yet made known. 

Russia.—Russia will owe about 
three billion dollars to Great Britain, 
about one billion to France (excluding 
pre-war debt above mentioned) and 
approximately two hundred million 
to us. Her financial relations with 
the new border states, as they will be 
fixed at the end of the existing, 
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contests (March 30, 1920), cannot be 
forecast, but the sums involved are 
not likely to be large in comparison 
with the great figures we are consider- 


ing. Russia will probably not hold 
any recognized claims against the 


former Central Empires. 


Germany.—Germany will.be bur- 


dened with an enormous external 
debt, and, although she made great 
advances of money to her late Allies, 
will probably have nothing whatever 
on the credit side of her international 
ledger. 

Austria-Hungary, Turkey and Bul- 
garta.— Austria-Hungary, Turkey and 
Bulgaria will be in the same plight 

Japan.—Turning to the East, Japan 
emerges as a creditor nation, but her 
balance sheet will not contain such 
extravagant figures as appear in the 
American-European situation. 

China.—China will be a debtur 
nation, quite capable of paying all 
claims against her, unless she be ham- 
strung by outsiders, or too much 
bedivelled by insiders. 

South American Countries —South 
American countries, in so. far as 
external relations are concerned, will 
be found in varying states—all the 
way from affluence (as in the Argen- 
tine Republic) to a strained, though 
embarrassed solvency (as in Brazil). 

Doubtless, the first thought sug- 
gested by the outlines just given is 
that a clearing-house operation should 


-_ atorice be undertaken. Indeed, some- 


- thing of that sort would promptly 
be done if governments posséssed the 
intelligence and elasticity in action 
of the average man of affairs. But 
even the most agile trader would 
hesitate somewhat more in dealing 
with the case before us, than with one 
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-in which cash payments are involved, 


and in which all checks are equally 
certain to be paid on presentation. 
The transaction considered actually 
involves long-term notes whose makers 
are but dubiously solvent, and -are 
sovereigns not subject to any well- 
defined judicial control. 

Moreover, after all possible shuffling 
of the cards, the United States and 
Great Britain would emerge as net 
creditor nations, while Germany and 
her satellites would appear as net 
debtors. That statement alone justi- 
fies, I think, that most serious atten- 
tion be given to the principles which 
it is my desire to emphasize. 


DANGERS IN OWNERSHIP By ONE 
NATIONAL TREASURY or LARGE 
OBLIGATIONS OF OTHER NATIONAL 
TREASURIES 


These principles are, first, that con- 
siderable debts held in one national 
treasury against other national treas- 
uries constitute a grave menace to in- 
ternational peace, and, second, that 
this danger may be much diminished 
by transferring foreign governmental 
obligations out of the national treas- 
uries and into the hands of the public 
throughout the world. | 


Establishment of a Financial Balance 
of Power. 


It is a commonplace in history that 
loans to relatively weak nations have 
been used-as a means for interfering 
in the domestic affairs of the debtor. 
The origin of the thing may have been 
innocently commercial; the first polit- 
ical pressure concerning it may have 
been made in the sole spirit of the 
collecting agency, but how often has 
the dénouement of the play been almost 
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naked conquest! Dealings of this 
sort, seen in various stages, appear In 
the contemporary history of China, 
Turkey and Egypt. The results of 
such intermeddling (however justi- 
fiable it may seem in a particular case) 
are usually some form of force used 
against the borrower, and many heart- 
burnings among the lenders and their 
rivals for world power. As in the case 
of the famous six-Power loan to China, 
governments that cannot themselves 
advance a sou, imsist that their 
nationals be given a place as creditors. 
It is thus hoped to establish a financial 
balance of power, which, in turn, is 
hoped to insure against special polit- 
ical and economic privilege in the 
debtor’s country. 

The weakness of the borrowers, in 
the classic pre-war instances, tended 
to minimize the possible evil results 
of the system. Strong lending nations 
might, indeed, squabble over “‘com- 
pensations”—but some compensa- 
tions they could -force out of the 
borrower. It was scarcely necessary 
to contemplate armed resistance on 
his part, and all the dire consequences 
of fire lighted near to one’s own 
dwelling. 

Compared with these earlier cases, 
the situation created by the Great 
War is far more menacing. 

Debtors and creditors alike are 
proud and powerful nations. Some 
have been accustomed to play the 
master’s rôle. All are sensitive to 
foreign criticism. Temperament and 
tradition will inspire the fiercest 

_Tesentment against him who would 
say, “You should not do this or that 
thing—you are about to waste the 
money you owe me!” 

Those who have borrowed from us 
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have various colonial enterprises in 
hand. These may be called the fruit 
of imperialism, or of commendable 
commercial expansion, or of humani- 
tarianism (of the White Man’s Burden 
variety) according to the prejudices, 
the interests or the hypocrisy of 
various phrase-makers. 

In any case, such ventures will 
almost certainly lead our debtors into 
military expenditures beyond those 
required by a policy of quiet self- 
containment. 

They are also making, or about to 
make, various experiments in state 
ownership. As to these, the most 
ardent collectivist will scarcely proph- 
esy anything but treasury deficits, at 
least in the earlier years of operation. 

A protectionist revival is one of the 
legacies of war. Even in England 
attempts are being made, covertly and 
openly, to build the great imperial 
wall of which Chamberlain dreamed. 
That we, the wolf-tribes of the world, 
should experiment as we choose with 
protectionist doctrine applied to our 
own homes, must be granted—if only 
because of a necessary comity between 
wolves. But when we extend “pro- 
tection” for our own trades around 
peoples whom we control by the sword, 
the case is different. Special privileges 
in foreign or colonial fields when gained 
by violence, must be held against vio- 
lence; but that will cost money. 

The British merchant marine—a 
magnificent monument of private 
enterprise in free competition—is being 
threatened by our alarming cry that 
our flag must float over our goods, 
cost what it may. Our subsidies 
will breed subsidies. The victims of 
infectious diseases curse each other as 
authors of the spreading evil. We 
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shall hear much of such imprecations 
in the future—with inquiry as to 
whose money is really supporting the 
competitors’ ships. 

Not only will Great Britain struggle 
to maintain her honestly-earned su- 
premacy as a carrier on the Seven Seas, 
but she is fated to strive for military 


. mastery of the watery fields and also 


~ of the air-ocean. ' 


And now a new element enters into 
the age-long competition between 
fleets, whether they be peaceful or 
warlike. All must join in a scramble 
for oil. In jungle and desert and 
prairie, empire-builders push their 
adventurous way, seeking control of 
the precious fluid. 


Position of United States as a 
Creditor Nation 


In all the directions indicated, and 
in others that will occur to the 
reader, the debtors of the United 
States will be spending money, while 
contending along almost every line 
with American efforts for commercial 
expansion. Added to the protest of 
our traders will be the lamentation 
of the very righteous among us, who 
feel that henceforth our power (so 
dangerously great!) must everywhere 
be employed to enforce something 
they will call “justice.” 

Even in the expression of our 
*“holier-than-thou” views, we shall 
inevitably display “the unconscious 
arrogance of conscious wealth.” Enter- 


“ing into this arrogance, as a part of 


its very constitution, will be a large 
ignorance of distant and complicated 
situations. 

Thus it is that upon the platform 
of the creditor, whose loans are 


` presumably. jeopardized -by the activi- 


Tue ANNALS OF THE AMERICAN ACADEMY 


ties of a debtor and a rival, our 
ambitious politicians, our immoderate 
enthusiasts and our keen traders will 
be able to excite and exploit the 
popular passion of patriotism, while 
disturbing a hundred delicate inter- 
national situations. In the stirring 
of this witches’ cauldron of trouble, 
we will not appear as a peculiar people. 
Every creditor country, similarly cir- 
cumstanced with respect to debtor 
countries, will produce similar phe- 
nomena, and the latter will reply to 
every criticism with outraged indigna- 
tion. All this, because human nature 
is as it is. p 

It will be said that anticipation 
of such universal quarrelling is need- 
lessly pessimistic. Yet it has already 
begun. Several weeks ago, Congres- 
sional discussion of the proposal that 
we should defer for three years collec- 
tion of interest charges from the Allies 
was enlivened by a member who 
declared that Great Britain could well 
pay these charges if, as had been 
reported, she is about to spend huge 
sums for a conquest of the air. The 
same protest appeared on streamers 
shown in the great St. Patrick’s Day 
parade in New York, but directed 
against the British naval program. 
Organized press campaigns are in- 
spired by the same spirit, though the 
graves are still green that hide thé 
bodies of British and American soldiers 
fallen together in advancing against a 
common foe. 

So far as we are concerned, a truce 
to mischief-making may be accom- 
plished by the definitive understand- 
ing in respect to interest charges just 
mentioned. But three years will pass 
very quickly. Heaven forbid that 
the blustering winds now blowing 
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should have gathered more force at 
the end of that respite! Another 
adjustment may then be required by 
our much-strained debtors. Who can 
foretell the passions that may enter 
into a new negotiation? 

I cannot, in this paper, further 
emphasize the grave dangers inherent 
in the ownership, by one national 
treasury of embarrassingly large obli- 
gations of other national treasuries. 
Enough has been said, I hope, to show 
that each relation of this kind results 
in the exposure of national nerves of 
pride and interest. ‘These nerves may 
be attacked on the raw by a single 
chauvinist, minister or legislator, and 
they may be thrown into acute anguish 
by the loud cries of priest, politician, 
profiteer or thoughtless populace. 


Preventive Measures 


Effect of Cancelled War-Debis on 
Debtor and Creditor Governments.—Let 
us now consider preventive measures 
against the indicated malady. 

Before presenting my own views, 
let me advert to a proposition often 
heard in Europe, and acclaimed by a 
very few voices here. It supposés that, 
as between allied and associated 
governments, all war debts shall be 
cancelled. This has the merit of 
simplicity, and of great advantage 
for net. debtor governments. Great 
Britain and the United States would 
be net losers. Unfortunately, how- 
ever, the American mind, before con- 
senting to this radical proposal, would 
certainly insist upon an inquiry into, 
and an assessment of value, in the 
various territorial, commercial and 
political plums which our co-bellig- 
erents have extracted from the vic- 
tory pie. I do not rail against this 
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appropriation; I only state that it 
has taken place, continues now to take 
place, and that the plums have 
presumptive value, evidenced by the 
struggle for them. And I further say 
that valuation of them ,in specific 
sums, accurately determined, is impos- 
sible, and that to attempt it would 
result in an exchange of bitter recrimi- 
nations carrying to dangerous pitch 
those national passions which for a 
time the Paris Peace Conference sup- 
pressed, but evidently did not destroy. 
The whole subject is full of dynamite. 
Even without putting “mandates” 
in the scales to weigh them against 
dollars, we shall quarrel enough about 
them. We cannot say, “Let a sleeping 
dog lie,” for they will not be quiet, 
but let us do nothing to make the dog 
bite. 

My own suggestion runs as follows: 

Settlement of Enemy War Indem- 
nity—First, the enemy war indem- 
nity, and its distribution among the 
Allies should be fixed at the earliest 
possible moment. If, ten years hence, 
it should appear that a few more 
millions of marks might have been 
laid, let us not lament over the error. 
I shall not consider here the proper 
amount to be laid. I urge only that 
this prime question should not be left 
open, as may be done under the 
Treaty, for a long period. Objections 
to that course are obvious. 

Settlement with Germany.—Second, 
the determination should be based on 
an estimate of total amounts that 
Germany can be expected to pay in 
six successive periods of five years 
each, in an ascending scale of periodic 
payments. 

Obligations of Varying Denomina- 
tions.—Third, these amounts should 
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be represented by obligations of vary- 
ing denominations, some at least as 
low as five hundred dollars, bearing 
relatively high rates of interest, with 
. appropriate sinking-fund provisions; 
the total to be paid in interest and 
principal not to be affected by the 
interest rate, which should be high 
enough to attract private purchasers 
throughout the world.! There is in all 


7 of us a speculative spirit, expressed in 


some part of our investments, however 
conservative we may be in respect to 
the balance. It is this spirit which 
furnishes money to nearly all new 
enterprises, and to old enterprises 
having exceptional need for funds. 
It is to this respectable speculative 
spirit that we should now turn in 
order to make a wide “spread” of 
national debts. ` 

Negotiable Obligations.—Fourth, all 
inter-ally war debts, not cancelled 
by clearing-house operation to be 
similarly expressed in negotiable 
obligations. 

Exchange by United States of Claims 
against Allies for Enemy Obligations. — 

Fifth, the United States to offer to 
exchange our claims against Allies 
for enemy obligations received by 
them, up to the total held by us, if 
corresponding indemnity bonds are 
held by our debtors. 

Offer of Residuum War Obligate to 
Private Investors.—Sixth, any residuum 
of war obligations held by one national 
treasury, against another, after all 
exchanges are completed, to be offered 
continuously, until sold, to private 
investors throughout the world, the 
seller making no indorsement of his 


1A modification of this plan may be found in 
the issue of annuities, for various periods up to 
thirty years. 
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debtor’s paper. Some of those who 
have borrowed from us might not 
accept our offer of exchange, prefer- 
ring to try to realize cash from‘German . 
obligations, while deferring to as` 
remote a date as possible final payment 
of their debts to us. We should then 
be selling Alhed, instead of enemy 
obligations to the public. If our 
vffer were accepted in its entirety, 
there would be ten billions less to 
float on the world’s market, than if it 
were rejected. In either case, govern- 
mental promises to pay would be 
scattered “from China to Peru,” and 
direct claims of one government against 
another would no longer threaten our 
peace. 

In the long run, large joron of 
these obligations would doubtless 
drift into the country of origin, thus 
happily transforming (pro tanto) an 
external into an internal debt. If 
this process were complete, and if 
unfortunately the obligor should find 
it necessary to ask an accommodation 
with respect to these obligations, only 
a slight shock, if any, to international 
relations would result. The distur- 
bance ‘would undoubtedly be much 
greater. if appeal for modification of 
terms were made to large bodies of 
foreign holders. Indeed, the govern- 
ments of these holders might, if they 
chose, take up the cudgels for their 
citizens, and produce, in part, the 


‘political strains which we are endeavor- 


ing to avoid. But, with a wide dis- 
persion of the holdings, we may count 
upon diversity of political interests 
among the governments of the holders, 
considerable, delay in making an 
accord of action, and, in general, avoid- 
ance of volcanic procedure by any of 
them. 
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You may ask then, “What security 
will purchasers have as to payment 
of the obligations in question?” They 
will have the only security that is 
worth while in dealing with a sovereign 
state—that is our well-founded belief 
that “Honesty is the best policy.” 
Self-interested desire to maintain 
national credit affords, in the case 
of the great governments under con- 
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sideration, a better guaranty for their 
obligations than any other that can 
be devised. To use the ultimatum 
and the dreadnaught in running a 
collection agency—that way madness 
lies. 

The proposition I make will not 
insure the world’s peace, but it will 
dissipate some of the clouds that 
blacken the sky. 


a ae! 


The Sequence in War Prosperity and Inflation 
By Auvin H. Hawnsun, ‘Px.D. 


University of Minnesota 


ROSPERITY and depression, like 
most words in common use, are 
very elusive terms. The average uni- 
versity sophomore is fairly certain that 
` he knows precisely what they mean, 
yet a little questioning soon reveals the 
fact that he is quite at a loss to give the 
words definite content or to state 
the fundamental criterion by which one 
may determine the one or the other. 
It becomes necessary, then, to brush 
aside some of thé loose thinking and 
popular fallacies that prevail. 


Tre CYCLE OF PROSPERITY AND 
. DEPRESSION 


In the first place, industry is gener- 
ally thought of as running along on a 
normally level course of prosperity, 
sooner or later, by accident as it were, 
to be plunged into the abyss of deep 
depression. Statistical investigation 
shows that such is not the case. On 
the contrary, industry continually 
rides a sea of undulating waves, now 
riding the upward waves of prosperity, 
now turning the crest of the crisis, now 
sailing the downward wave of depres- 
sion, and finally trimming its sails in 
the trough of the wave in preparation 
for the next -cycle. Neither pros- 
perity nor depression are static condi- 
tions. They are dynamic phenomena 
always changing into something else. 
Prosperity inevitably develops into 
crisis, crisis into depression, depres- 
sion into recovery, and recovery into 
prosperity. . 


Inflation and Prosperity 

Another popular fallacy relating to 
prosperity and depression is that every- 
one Is benefited by prosperity, and 
likewise everyone is adversely affected 
by depression. But society is made 
up of a great complex of industrial 
groups and classes, and the changes 
taking place in the industrial cycle by 
no means affect all alike. This is 
especially true when such profound 
changes take place in the cyclical 
movement of industry as have taken 
place in the war period under discussion. 
In fact, this opposition of interests has 
been so keenly felt during the last few 
years that it has served to obscure in 
the popular mind the meaning of the 
term prosperity. Has the war been a 
period of prosperity? Certainly not 
to the classes with fixed incomes, to 
the investing class or to the salaried 
class. It therefore turns out to be a 
considerable shock to many people to 
be told that a period of rising prices is 
uniformly a period of prosperity, and 
a period of falling prices a period of 
depression. To most people, at the 
present time, falling prices would 
appear a consummation devoutly to 
be wished, but they certainly do not 
think they want depression. 

What they fail to realize is that the 
wheels of modern industry are con- 
trolled by the compelling power of 
profit making. Industry goes or stands 
still in accordance with the profit 
making advantage of the business 
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entrepreneur. Since modern industry 
is controlled by the entrepreneurial 
class, whatever period is profitable to 
- them must necessarily be a period of 
great industrial activity and prosperity, 
regardless of how other classes may be 
affected. 

Now a period of rising prices is 
always a period of profit making, and 
this is true particularly for the reason 
that in a period of rising prices the 
spread between costs and selling prices 
is widened. Wages and rents partic- 
ularly lag behind selling prices, and 
thus the margin of profits is increased. 
The opportunity for profit making 
thus afforded stimulates production 
and industrial activity ensues. Thus 
the process of producing goods is 
subordinated to the process of making 
profits, and the prosperity of society 
is viewed through the spectacles of the 
profit receiving class. 


The Enigma of U nemployment 


Here we encounter the greatest 
enigma of modern industrial society, 
viz., thefailure of the existing industrial 
organization, except in brief periods of 
the very greatest prosperity, to utilize 
to the full its productivepower. Much 
is said about the scarcity of labor and 
the lack of industrial equipment, yet 
it is estimated by Secretary of Labor 
. Wilson that there are from one to three 
million workmen who are employed or 
unemployed according to our position 
in the cycle of prosperity and depression. 
Another estimate! places the figures at 
from one to four and one-half million. 
Everyone is familiar with the spectacle 
of plants running at low percentage 

1 Hornell Hart, Fluctuations in Unemployment 


in Cities of the United States, 1902 to 1917, Helen 
S. Trounstine Foundation, Cincinnati. 
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capacity. The industrial cycle is an- 
index of the extent to which we are 
utilizing to the full our productive 
power. In recent decades, probably, 
there have been only two periods in 
which we have measurably approached 
our full power to produce, the period 
of intense prosperity in 1906 and 1907 
and the period of the recent war. The 
extent to which we normally fail to 
utilize our productiye capacity becomes 
evident when we consider the increase 
of production that took place during 
the war despite the withdrawal of 
over 4,000,000 men into the service. 
The reliable data worked out by Wesley 
C. Mitchell? indicate that our physical 
production in the war years 1917 and 
1918 exceeded our physical production 
in 1913 by 14 per cent and 16 per cent 
respectively. It has been estimated? 
that this increase in production was 
sufficient to cover the cost of the war 
in tangible goods without reducing 
either our normal supply of capital 
equipment or the average standard of 
consumption. 

The cycle of prosperity and depres- 
sion is the record of industrial activity. 
In the modern industrial society this 
cycle is a continuous process which 
finds its expression in the movements 
of money, credit, prices, profits and 
production. An analysis is here pre- 
sented of monthly data pertaining to 
the above mentioned movements for 
the years 1915-1919. The following 
series are included in the study: 


1. Ratio of reserves of Federal 
Reserve Banks to net Habilities. 


* Mitchell, History of Prices During the War, 
Summary, War Industries Board, Price Bulletin 
No. 1. : 

3 Viner, “Who Paid for the War,” J. of Pol. 
Econ., January, 1920, p. 58. 
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~ 2. Total reserves of the Federal 
Reserve Banks. 
3. Total deposits of the Federal 
Reserve Banks. 
4. Federal Reserve notes in circula- 
tion. 
5. Deposits of New York clearing 
house banks. 
6. Loans of New York clearing 
house banks. 
7. Money Rates on 4-6 months 
prime commercial paper. 
_ 8. Prices of twenty industrial stocks. 
9. Prices of twenty copper stocks. 
10. Industrial dividend payments. 
11. Production of pig iron. 
12. Production of copper. 
13. Unfilled tonnage of U. S. Steel 
Corporation. 
14, Exports. 
15. Wholesale commodity prices. 
The data pertaining to the Federal 
Reserve System were taken from the 
Commercial and Financial Chronicle, 
and the figures for the other series were 
obtained from Babson’s Desk Sheet of 
Tables and Charis. The actual figures, 
with the exception of the ratio of re- 
serves to liabilities, were in each case 
reduced to relative figures or index 
numbers for the purpose of com- 
parison. The months of June and 
July, 1917, constitute the mid-point 
of the period under consideration, and 
the average of the figures for those 
two months has, in each series, been 
taken as the base. It will be noted 
‘that the first half of the period corre- 
sponds substantially to the period of 
American neutrality, and the last half 
is the period of American participation 
in the war. 


Movements or THE Money MARKET 


Prior to the establishment of the 
federal reserve system the surplus 
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reserves of the New York clearing 
house banks constituted the primary 
index’ of the condition of the money 
market. Since the establishment of 
the reserve system, the reserves of the 
member banks are replenished through 
the process of re-discounting at the 
federal reserve banks. Bank credit 
rests, therefore, ultimately on the 


` reserves of the federal reserve banks 


and not on the reserves of the member 
banks. 

Table I gives the index numbers 
worked out as explained above ‘for 
money rates, total reserves of federal 
reserve banks, deposits of federal 
reserve banks, federal reserve notes, 
loans and deposits of the New York 
clearing house banks, and the actual 
per cent for the ratio of reserves to 
liabilities. Federal reserve notes do 
not begin to assume any large propor- 
tions until the middle of the period 
under consideration. The ratio of- 
reserves to liabilities is limited .to 
deposit liabilities for the months 
June to November, 1917, otherwise 
liabilities include federal reserve notes 
in circulation. 

It will be noted that reserves ex- 
panded enormously during the greater 
part of the period. This was made 
possible by the huge importation of 
gold, amounting to a total of $1,200,- 
000,000, during the period of American 
neutrality. The jump in reserves 
immediately following our entrance 
into the war resulted from the rapid 
impounding of gold into the federal 
reserve banks.e Under ordinary con- 
ditions it is usually found that surplus 
reserves rise with an increase in 
reserves, and money rates, therefore, 
usually move in inverse ratio to 
reserves. In this case, it will be noted 
that money rates and reserves moved 
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Taste I. Money Marger CoNDITIONS 


(Index numbers, base June-July, 1917; actual percentages are given for the ratio of reserves to net 


liabilities.) 
Ratio of Reserves | Deposits Notes r 
reserves | Money federal federal federal e e eo k 
to rates reserve reserve reserve bank ba a 
liabilities banks banks | banks j : 
1915 
‘danuary...... 93.3 80.6 19.3 19.6 59.7 57.1 
February..... 96.7 75.6 20.9 20.2 63.7 59.4 
Marech....... $1.0 70 .6 19.8 20.1 66.0 61.6 
Apl re 89.3 75.6 19.8 20.6 67.6 62.0 
May... sass 93.3 74.0 20.6 20.4 67,9 62.0 
JUNE.. 5. ou ie 97.4 74.0 22.8 20.9 71.1 67.7 
Jy... 91.8 73.1 21.6 21.4 73.8 66.9 
August....... 88.2 73.1 21.6 22.2 76.9 60.2 
September.... 88.7 68.0 23.5 23.1 81.6 72.2 
October ...... 87.5 65.5 28.9 25.1 91.8 78.6 
November.... 86.9 63.0 26.9 28.9 94.1 82.7 
December .... 89.1 65.5 27.2 28.9 94.5 83.8 
1916 
January...... 80.8 63.0 27.4 31.8 96.5 85.0 
February..... 80.4 60.5 26.9 81.2 97.3 85.7 
March....... 76 0 63.0 26.6 31.7 96.5 86.1 
AD es sacieae 72.2 65.5 24.83 31.8 96.1 $6.5 
May......... 70.1 65.5 27.0 36.4 93.4 86.1 
JUNE oera eees 73.4 74.0 30 . 4 37.3 91.0 84.2 
PUY 4a EEA 69.9 83.2 28.6 38.2 87.1 81.2 
August....... 70.6 75.6 28.0 38.6 88.6 81.9 
September 71.0 73.1 29.7 39.2 91.8 85.8 
Qctober...... 72.8 73.1 30.6 40.7 92.9 86.5 
November. ... 75.3 70.6 36.0 46.3 95.7 88.5 
December ..... 70.7 80.6 84.3 47.0 91.8 86.1 
1917 
January...... 76.3 70.6 40,8 49.9 99.2 . 88.7 
February..... 73.6 83.2 38.5 49.8 101.2 90.6 
March....... 81.2 90.7 43.1 51.1 103.1 92.9 
Aprul......... 74.2 90.7 41.5 57.3 105.1 95.1 
May 62042454 67.8 98.3 76.3 74.1 100.4 93.6 
JUNE.. esses 68.4 103.3 93.7 100.6 96.8 99.6 99.6 
DUS sig oes ia os 78.8 96.8 106.3 99.6 103.3 100.8 100.7 
August....... 79.9 100.8 105.7 97.4 113.9 101.5 101.1 
September... . 74.5 108.4 109.5 97.3 129.6 100.4 103.4 
October...... 70.3 113.4 116.6 112.2 164.2 116.4 124.4 
November.... 62.8 110.9 126.0 129.9 196.5 132.4 166.2 
December .... 63.6 113.4 127.5 127.9 237.5 136.3 164.6 
1918 
January. s.n.. 65.4 115.9 134.0 129.0 239.0 141.4 159.9 
February. .... 66.0 115.9 187.8 124.0 254.5 139.8 156.4 
aren sarean 63.4 121.0 139.9 131.5 276.8 142.2 160.5 
ADE iriste 61.3 121.0 142.2 136.0 295.5 144.5 163.5 
May. éasp ines 62.0 121.0 148.5 139.5 310.0 142.9 168.4 
June......... 63.4 121.0 148.8 144.0 324.8 144.5 166.5 
dyraria 57.9 121.0 153.7 151.0 378.5 139.8 162.0 
August....... 56.4 121.0 155.4 149.5 405.0 139.8 165.8 
September. ... 51.6 121.0 155.8 163.0 454.0 144.5 168.5 
October ...... 49.6 121.0 157.5 180.5 486.0 146.1 173.7 
Novyember.... 50.0 121.0 159.3 168.0 497.0 146.5 175.5 


December .... 50.6 115.9 160.4 165.9 516.0 149.6 172.9 








together, for, while reserves were 
mounting up, deposits and federal re- 
serve note circulation wereincreasing at 
a still greater rate. This is indicated by 
the movement of the ratio of reserves 
to liabilities which progressively de- 
clined in spite of the expansion of 
reserves. Therefore; even though re- 
serves rapidly accumulated, the money 
market became tighter and money 
rates became higher. Only during the 
year 1915 and the early part of 1916 
did the ratio of reserves to liabilities 
run very high and money rates low. 
Beginning with the latter part of 1916 
and extending to the close of 1918 the 
demands made upon the money market 
were so great that in spite of added 
reserves the ratio of reserves to net 
liabilities declined and money rates 
moved up. Further inflation of bank- 
ing credit was measurably stopped by 
the close of 1918. The ratio of reserves 
to liabilities ran nearly uniform from 
September, 1918, to September, 1919, 
and for the first ten months of 1919 
money rates ran correspondingly on a 
fairly level course. At the close of the 
year banking credit was still further 
strained and rates became higher. 
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Taste I. Monty Market Conprrrons—Continued 
Ratio of Reserves | Deposits Notes i 
reserves | Money | federal | federal | federal N, ep wee Pets Yo k 
to rates reserve reserve reserve td ke ba oa 
liabilities banks ‘banks banks we ee 
1919 f 
January...... 53.0 108.4 163.8 164.4 474.0 152.3 176.7 
February..... 51.3 103.3 164.5 171.2 478 .0 147.2 176.7 
March ....... 51.6 108 . 4 166.0 179.4 486.0 151.2 180.1 
ADT sirocic 51.7 198.4 168.0 169.8 493.0 154.3 180.8 
Mays. .ccsetis 51.8 105.8 169.2 172.5 487.0 157.8 183.8 
June... 52.5 110.9 168.0 183.0 ` 482.0 155.1 181.6 
n a ch.c2 aces 50.5 110.9 162.0 175.0 485 .0 157.0 184.2 
August....... 50.7 108 . 4 161.0 171.0 499.0 155.8 184.2 
September 51.0 108.4 164.5 177.8 513.0 161.3 191.7 
October...... 47.9 105.8 165.8 190.5 532.0 162.5 199.6 
November.... 45.5 113.4 162.4 202.8 552.0 162.5 195.5 
December .... 44.8 118.4 160.5 194.2 592.0 159.0 191.3 


Money Rates, Stocek Values and Profits 


The relative movements of money 
rates and industrial stock prices are 
shown in Chart I. The index num- 
bers for the industrial stock prices 
were constructed by averaging the 
prices of twenty industrial stocks and 
twenty copper stocks. The curves are 
placed in juxtaposition to bring out 
more clearly the inverse correlation. 
The two most fundamental factors 
affecting stock values are the current 
rates on the money market on the one 
hand and the trend of corporate profits 
on the other. Stock prices move in 
inverse ratio to -the former and in 
direct ratio to the latter as appears in 
Chart II, since production may safely 
be accepted as a reasonably accurate 
index of the trend of profits. The 
production index numbers are the 
simple arithmetic average of produc- 


tion of pig tron, production of copper, 


unfilled tonnage of the U. S. Steel 
Corporation, and exports. It is an 
index, therefore, of the production of 
war materials rather than of produc- 
tion in general. General production 
of course did not increase in any such 
proportions. A comparison was made 
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` 


of the production index with industrial 
dividend payments averaged quarterly 
as a further evidence of the trend of 
profits. Production reached the trough 
of the wave in December, 1914, and 
rapidly rose during 1915 in response to 
the war demand of the allies. The 
period of maximum production of war 
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The two charts then indicate the 
relation between stock prices and 
money rates on the one hand, and — 
production and profits on the other. 
Assuming profits as constant, stock 
prices would fluctuate inversely with 
the movement of moneyrates. Assum- 
ing money raten as constant, stock 


CHART |. 


HILLEL EE ENESES 


INDEX NUMBERS 
zil 
a as 
a 
pe 


E 15 1916 


materials was during 1916 and the 
first half of 1917, the peak beingreached 
toward the end of the period of Ameri- 
can neutrality. With the readjust- 
ments incident to the’entrance of the 
United States into the war and the 
consequent withdrawal- of men from 
industry, production declined some- 
what, but rose again during 1918. The 
last year brought a heavy decline, 
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values would fluctuate directly with 
the movements of profits. The influ- 
ence of both factors are apparent in the 
trend of stock prices and, on the whole, 
tend to reinforce each other. 


INFLATION AND PRICES ' 


The remarkable expansion of pro- 
duction occasioned by the European 
demand for our goods brought with it 
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‘inflation of bank ‘credit. The Euro- ` 


peans paid for our goods, mainly, in 
two ways: (1) by sending us gold and 
(2) by selling us securities. This 
enormous importation of ‘gold resulted 
in a surplus of reserves and forced: a 
decline in the rate of discount during 
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the year 1915. The banks were in a 
position to generously. extend loans, 
the war industries rapidly expanding 
needed funds, and the purchased 
securities were at hand to serve as 
convenient and adequate collateral. 
Thus the European war trade furnished 
not only the stimulus for increased 
production but also the means for 
rapid inflation of bank credit. The 
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inevitable result was a general rise in 
prices. l 

Chart III shows the curves for 
inflation of bank credit and for com- 
modity prices at wholesale. Thecredit 
inflation index is a simple average of 
the deposits and loans of the New York 













clearing house banks. This average 
has been used in preference to the 
credit expahsion of the federal reserve 
system because of the fact that the 
reserve system practically started from 
nothing at the beginning of our period, 
and, therefore, the relative expansion 
that took place in that system was 
out. of all proportion to the general- 
expansion of credit in the country as a 
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whole. The price index is Bradstreet’s 
index of wholesale prices. 


Inflation and Shortage of Goods 


The opinion appears to be held quite 
generally that the recent enormous 
advance in prices is the result of a 
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index of physical production, Viner 
estimates’ that the aggregate increase 
in production from January, 1917, to 
May, 1919, was 10.8 billions of dollars 
in terms of 1913 prices. The total 
estimated cost of the war for the 
corresponding period in terms of 
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shortage of goods occasioned by the 
war. If Mitchell’s estimate of the 
increase in physical productién during 
the war is correct it appears that after 
subtracting the war materials con- 
sumed by the United States, as well as 
the excess of materials sold to our 
allies, the physical product or supply 
of goods remaining is little if any lower 


than before the war. Using Mitchell’s 
17 





1913 prices he finds to be 10.4 billions 
of dollars. If this estimate is reason- 
ably correct, no shortage of goods 
occurred in the United States because 
of the war. 

It may still be argued, however, that 
the enormous excess exports of the 
period 1915-1919 must have resulted 
in a shortage of goods. Following is an 


4 Viner, J. of Pol. Econ., Jan. 1920, p. 58, 
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estimate of the value’ of our excess 
exports in terms of 1913 prices, using 
the wholesale price index of the Bureau 
of Labor Statistics as the means of 
conversion to the 1913 basis. 


Exports on Excess war ex- 

basis of 1918 | ports on basis of 
Year prices in 1913 prices in 

billions of billions of 

dollars dollars 

1913 2.5 
1915 3.6 1.1 
1916 44 1.9 
1917 3.5 1.0 
1918 3.1 0.6 
1919 3.7 1.2 


The total excess war exports was 
therefore 5.8 billions in terms of 1913 
prices. But the excess production of 
1915 and 1916, viz., 7 per cent and 11 
per cent respectively according to 
Mitchell, more than equals this amount. 
On the basis of 1913 prices the excess 
production for these two years would 
be 6.2 billions of dollars. If, then, 
these estimates are at all reliable the 
extraordinary production of the war 
years fully compensates for the sup- 
posed shortage of goods arising out 
of exports as well as our own consump- 
tion of war materials. The rise in 
prices cannot then be explained on the 
basis of shortage of goods. It can 
only be accounted for on the basis of 
inflation of currency and credit. The 
importation of over a billion dollars 
of gold, and the credit creating 
capacity of the federal reserve system 
made enormous inflation inevitable 
in the absence of rigid govern- 
mental regulation. Thus prices rose 
with the volume of currency and 
bank credit, 
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Tue NORMAL SEQUENCE IN THE 
Business CYCLE 


The normal sequence of the banking, 
investment and industrial movements 
of the business cycle are completely 
upset by the unusual conditions arising 
out of the war. Normally, as found 
in a study made by the writer of 
monthly data from 1902 to 1908 
inclusive, the sequence runs as follows: 
Depression brings on a reduction of 
outstanding bank credit and a return 
of money from hand to hand circula- 
tion, following the decline in prices. 
The resulting accumulation of reserves 
is the essential feature of the period 
of recovery. Bankers progressively 
lower the rate of discount to a point 
low enough to make the employment 
of bank credit again profitable. Bank 
loans are readily obtained, new securi- 
ties are freely issued, and the purchas- 
ing power of business enterprises 
increases. Thecycleismoving upward. 
The increased demand which results 
from the expansion of bank credit soon 
shows itself in a rising stock market, 
greater production, larger volume of 
imports, more general employment of 
labor, increased immigration and rising 
prices. Rising prices and the increased 
volume of production result in increased 
earnings and profits. The demand for 
bank credit continues to be strong 
while prices are rising. But rising 
prices result in more money being 
drawn out into hand to hand circula- 
tion. ‘THere follows, therefore, an 
actual diminution of reserves at the 
very time when bank credit is being 
extended. It therefore becomes neces- 
sary’ not merely to stop the expansion 
of bank credit, but actually to reduce 
the outstanding volume. The demand 
for bank credit is not lacking but the 


243 


War PROSPERITY AND INFLATION 


CHART 4 


TOLLE PE aa 
goj | |-[BRNKING erouet | | tt | | dtr TL dt 
L eropwvesymemT grpue| | tt | | tT tt tT U. 
©/20|| |-t-lNousirma.|erquP| | ll | tl | | | A 
a (TTT ETT T RT AAT TT ETTA T 
Swot i | TT TTT TAEA EEN TTR | 
StI TE TT I Nabe EEE Pe Ee 
mooi SET LT ETA te ELE A Ta E 
S WATT aA ey ED MN Sat 
~ 90 ha iat al be DERE 


70 Hin 


(902 1903 1904 1905 i96 /907 1908 


244 


supply is strained to the limit of safety. 
The banks protect themselves by 


raising the discount rate and by scruti- 


nizing more carefully the solvency of 
borrowing firms. A gradual reduction 
in outstanding bank credit is forced. 
This movement results in the forced 
sale of securities because of the inability 
on the part of borrowers to renew their 
loans. The stock market begins to 
decline, trading on the stock exchange 
is reduced and bank clearings fall off. 
Newsecurities are issued with difficulty, 
-and this, coupled with the inability to 
obtain loans readily at the banks, 
reduces the purchasing power of busi- 
ness enterprises. Presently, building 
falls off; then production, imports and 
commodity prices. Thus the limita- 
tion on the volume of bank credit 
gradually drags down stock prices, 
shares traded, bank clearings, building, 
employment, imports, prices, profits 
and production. When the diminu- 
tion in profits appears, the downward 
movement is further accelerated by 
the letting up in the demand for bank 
credit. Thus the downward move- 
ment, like the upward movement, tends 


_ _ to become self-perpetuating. 


But as the upward movement cul- 
‘minates because of the strain placed 
upon bank reserves through an undue 
extension of bank credit, so the down- 
ward movement brings on recovery 
because of the rapid accumulation of 
reserves due to the reduction of bank 
credit and the return of money from 
hand to hand circulation consequent 
upon falling prices. Thus the eycle 


develops inevitably: from one phase - 


into another. 

The above analysis finds verification 
in Chart IV. Seasonal fluctuations 
have been eliminated in these curves. 
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The curve labelled Banking Group is 
a weighted- average of reserves of New 
York clearing house banks, deposits of 
New York clearing house banks, loans 
of New York clearing house banks, call 
loan rates (inverted), and rates on 
prime commercial paper (inverted). 


The curve labelled Investment Group 


is a weighted average of the prices of 
ten investment stocks, the prices of 
forty transportation stocks, shares 
traded on the New York stock ex- 
change, total bank clearings, and liabili- 
ties of business failures (inverted). The 
curve labelled Industrial Group is a 
weighted average of wholesale prices, 
production of pig iron, railroad gross 
earnings and imports. 

The general movements may be 
followed by reference to the chart. 
Since the separate individual move- 
ments do not appear the following 
brief statement is given. The first 
movement appeared in bank reserves, 
loans, deposits and discount rates. 
Reserves began to accumulate late in 
1903. With-the upward swing of 
reserves there followed an extension of 
loans and deposits. The extension of 
bank credit increased the demand for 
securities. The stock and bond mar- 
ket began to rise in the early part of 
1904. The average for the investment 
group started upward in’ March. 
Building began to increase in May, 
commodity prices in July, imports and 
railroad gross earnings in August, and 


` the production of pig iron in Septem- 


ber. The average for the industrial 
group started upward in August. 
Thus the upward swing of reserves, 
and the expansion of loans and bank 
credit, consequent upon the easing up 
of the rate of discount, pulled up one 
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by one stock values, prices, profits, and 
production. 

The downward movement again 
began with reserves, deposits, loans 
and discount rates. The reduction of 
bank credit affected the security 
market and stock prices began to drop. 
The average for the investment group 
began to move downward m the early 
part of 1906. Industrial activity still 
continued to increase for a time, but 
gradually the inability to obtain bank 
credit readily or float new securities 
had its effect. Building began to 
decline in May, 1907, and the average 
for the production of pig iron, imports, 
commodity prices and railroad gross 
earnings began to fall in July. 

Similar facts appear in the upward 
movement following the depression. 
The banking group started upward at 
theclose of 1907. Stock prices followed 
in the early months of 1908. The 
average for the investment group began 
to rise in January, 1908. Building 
increased in March and the average 
for the industrial group started on the 
upward movement in June. 

Here the interplay of banking, 
investment and industrial forces are 
working themselves out without 
external governmental interference. 
Industrial activity is held in check or 
speeded up according to the business 
possibilities of profit making. Only 
in the period of rising prices is the 
ability to sell at a profit equal to the 
productive capacity of society. Pro- 
duction rises and falls with prices, and 
prices in turn rise and fall with the ebb 
and flow of the money market. 

What is the reason for this ebb and 
flow? Banking institutions alone, ex- 
cepting the government, have the 
power to create money or its substi- 
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tutes, i.e., to issue notes or create de- 
mand deposits. In other words, banks 
manufacture purchasing power. But 
the supply of tbis bank product in no 
way depends upon the multiplication 
of banks. The possible expansion of 
bank credit is ‘restricted, within some- . 
what flexible limits it is true, by the 
physical volume of gold reserves in the 
nation and ultimately in the world. 
The supply of bank credit is in no way 
dependent upon the cost of banking, 
and only slightly upon the cost of 
production of gold since the annual 
production of gold is very small com- 
pared to the total supply. Therefore, 
banks place no “reservation prices” 
upon bank credit. They will sell it for 
whatever they can get. The price 
depends purely upon the demand. 
When loans are being reduced and 
reserves accumulate banks must 
reduce the price (rate of interest) in 
order to dispose of all their wares (bank 
credit). The reduced price of bank 
credit again makes production profit- 
able. Loans are called for, securities 
are issued, the purchasing power of 
business is increased, prices rise. Sell- 
ing prices rise sooner and faster than 
cost prices and profits are increased. 
The upward movement of prices for 
the time being releases the pressure of 
production on profit making. Pros- 
perity is in full swing and continues to 
be until bank credit has expanded to 
its limit and a halt is called to the rising 
movement of prices. Profits decline 
and bank loans are reduced until a 
fresh accumulation of reserves starts 
another cycle. It is as though you 
threw a ball to which is attached a 
rubber band. The rubber band pulls 
back the ball with the same force with 
which it is thrown. And were it not 
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for the force of gravitation the ball 
would continue to bound and rebound. 


The War Sequence 


Thus under normal conditions, when 
the motive of profit making controls 
industrial activity, productive capac- 
ity is utilized to the full only in the 
period of inflation of bank credit and 
rising prices, and this inflation inevi- 
tably finds its termination in the limi- 
tation of bank reserves. But the war 
introduced a new factor in production 
and inflation. It.was no longer wholly 
. a question of reserves or profit making. 
It was a question of national need. 
Hence the war sequence did not run 
from reserves to loans, deposits, issue 
of securities, and. thence to prices, 
profits and production. Purchasing 
power was no longer limited by the 
physical volume of reserves. Govern- 
ment credit entered the field directly 
in the form of paper money in many 
countries, and everywhere indirectly 
through taxation and the issue of 


Tus ANNALS OF THE AMERICAN ACADEMY 


treasury notes and bonds. Reserves 
were no longer the limit of prosperity 
and inflation. The limit was the sky, 
and for proof witness the paper infla- 
tion in Europe. 

The inflation arising from the war 
need might, no doubt, have been 
restricted to a considerable extent by 
a greater resort to taxation with less 
reliance on bond issues as a means of _ 
financing the war, or by the selective 
conscription of labor and capital for 
war production. _ But either method 
would have had a tendency to reduce 
production. The taxation method, 
by compelling greater economy, would 
have reduced the demand for goods 
non-essential for war purposes. And 
the industrial conscription method 
would, by compulsion, have reduced 
the quantity of production of such 
goods. In short, the greatly increased 
production of the war period would 
have been impossible without consider- 
able inflation. 


The Cause and Process of Inflation 


By Guorce E. ROBERTS 
Vice-President, National City Bank, New York City 


Crepir EXPANSION AND PRICES 


HE general level of commodity 
prices has risen since 1914 to 
figures about double those of that year, 
and bank loans and bank deposits have 
risen in about the same proportion. 
What is the connection between the 
volume of currency or bank credit and 
prices? We have one group of people 
contending that the rise of prices has 
resulted from the increased use of 
credit, and another group holding that 
the higher price level has compelled 
the expansion of credit. In other 
words, one side treats the higher prices 
as a result and the other side treats 
them as a cause. Evidently there is a 
relationship between the price level and 
the volume of the media of exchange 
and at least superficial reasons may be 
found to support either side of the 
argument. Once the joint movement 
is started, the controversy is somewhat 
like the old one as to which came first, 
the egg or the hen. . 

The principle involved is the same 
as in the historic controversy over the 
depreciation of Bank of England notes 
about one hundred years ago. Specie 
payments had been suspended so long 
that the relationship between Bank of 
England notes, prices and the gold 
standard had become obscure. Those 
who defended the polic? of continued 
suspension argued that the situation 

"was perfectly normal as far as the 
operations of the bank were concerned; 
the only trouble was that.in the existing 
state of trade the need to make pay- 


ments on the Continent caused gold to 
command a premium over bank notes. 
They insisted that there was no infla- 
tion of the circulating medium; no 
more notes were being issued than were 
required for the transaction of business, 
and the bank was making no loans 
except for proper and necessary busi- 
ness purposes; hence, there was noth- 
ing to do about it. 

They did not realize that they had 
lost their bearings; they were judging 
the need for credit by the demands of 
an abnormal situation. England was 
off the gold basis, the paper currency 
was inflated and depreciated, prices 
were inflated and of course the demand 
for credit was just as great as though 
conditions had been normal. The 
famous Bullion Report, by Lord Liver- 
pool’s committee, pointed out the 
fallacy of judging the state of credit or 
of currency merely by the amount re- 
quired to carry on business at the 
existing level of prices. That criterion 
is unsafe unless the price level is 
related to the gold standard, or some 
other concrete standard. To allow 
the volume of currency to be regulated 
by the demand, while the demand in 
turn is dependent upon values and the 
values are dependent upon the volume, | 
is traveling in a circle. 


Means of Reducing Inflation 


Surely there can be no question that 
the purchasing power of a currency 
which has no definite relation to gold, 
or to any concrete standard, is depen- 
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dent upon the volume put into circu- 
lation. Currency issues are usually 
under the control of some authority 
and regulated to supply a circulating 
medium which will itself ‘sustain a 
fixed relation to the standard of value 
and therefore a normally stable level 
of: prices, but where not regulated 
according to this policy, but simply 
paid out upon governmental expendi- 
tures, the purchasing power inevitably 
declines. - Every additional issue di- 
lutes and diminishes the value of all 
that is outstanding. Once issued it 
stays out until it is redeemed, not 
necessarily in gold, but by cancellation 
which involves a contraction of credit. 
If the notes are issued by a central 
bank it is in the process of granting 
credit, and the notes may be retired 
in payment of the credit. But this 
means that the only way to reduce 
inflation is by producing and saving 
wealth and applying it to the cancella- 
tion of credit. 

The economic offense in printing 
money to carry on the expenses of a 
government is in attempting to get 
something for nothing. That cannot 
be done in any economic sense; there 
is always a settlement somewhere by 
somebody. The people must pay in 
some manner for whatever their govern- 
ment expends. If it prints money 
to meet its payments, they suffer in the 
- corresponding depreciation of all the 
outstanding paper issues. If it creates 
and uses purchasing power in any other 
form of credit, the effect upon prices is 
the same. 

This effect upon prices or, in other 
words, the resulting depreciation of 
the purchasing power of credit, follows 


from an attempt to use a large amount: 


of purchasing power without any 
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corresponding increase in the supply 
of things to be purchased. The effect 
of inflation upon prices is not a myste- 
rious or occult phenomenon peculiar to 
currency, but simply a phase of the 
familiar operations of the law of supply 
and demand. In so far as an increased 
supply of currency is called for by a 
more general state of industrial activity 
and a more complete industrial em- 
ployment of the population, “expan- 
sion ” is the proper term to describe it; 
“inflation” begins when the amount of 
credit in use is not required and offset 
by greater production and a corres- 
ponding increase in the amount of 
commodities to be handled. 


THe War anD PRICE INFLATION 


Wages and Prices 


The original cause of the recent 
rise of prices undoubtedly was the war. 
It created a practically unlimited de- 
mand for man-power, equipment and 
supplies. ‘The first effect was to take 
up whatever slack there was in the 
industries, and if the demand had gone 
no further, the effect upon wages and 
prices would have been but slight. 
But it could not be stopped at this 
precise point. It soon assumed the 
form of a competitive struggle for 
labor and materials. The government 
let the contracts for its cantonments, 
which were located in all parts of the 
country, on a cost-plus basis, and the 
contractors proceeded to offer wages 
which would attract labor from other 
employments. Then came the con- 
tracts for munition works, gun works, 
aeroplane factories, shipyards and 
equipment of all kinds. And the 
demand for labor in the ordinary 
industries did not fall off. The enor- 
mous expenditures of the government 
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poured more money into the regular 
channels of trade; the demand for goods 
- for private consumption increased, and 
the makers of such goods struggled 
vigorously to hold their employes 
against all competitors, including the 
war industries. In short, there was a 
practically unlimited, competitive de- 
mand, playing upon a strictly limited 
supply of labor and materials, and a 
great rise of wages and prices was the 
natural result. 

This is the basis for the contention 
that the inflation of credit followed and 
resulted from the rise of prices and did 
not contribute to it, but the contention 
goes too far. Those who hold that an 
increased supply of credit will promote 
higher prices are free to admit that it 
is the use of the increased supply, and 
not the mere fact that the supply is 
available, which makes prices rise. 
But they point out that if the increased 
supply of credit was not available it 
could not be used, and that under the 
war-time conditions, if freely available, 
it was certain to be used and certain 
to force up wages and prices. The 
heedless attempt to drive the industrial 

. machine beyond its physical capac- 
ity caused the inflation. Because of 
enormous pressure for goods we turned 
into the channels of industry and trade 
twice as many dollars as had been in 
use before, each representing nominally 
the-old purchasing power. 


Bank Credit Expansion and Production 


The available information indicates 
that production in this country in- 
creased but slightly after the United 
States entered the war. It increased 
in some lines by drawing labor from 
others, but not much on the whole. 
There was a great expansion of bank 


omy. 
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credit, however, for the purpose of 
financing the competitive struggle over 
the limited supply of labor and mate- 
rials. This expansion furnished com- 
petitors with the means to bid against 
each other and thus contributed 
directly to the rise of prices, while 


‘contributing very little, if at all, to 


production. We had a grand scramble 
for labor and materials instead of 
an organized scheme of utilizing our 
industrial forces. 

If a single family, living in a position 
of partial economic independence, as on 
a farm, should suddenly face reverses 
or the necessity of making heavy non- 
productive expenditures, it would know 
immediately what it would have to do. 
It would have to work harder, produce 
more, live more economically, and have 
a larger surplus with which to meet the 
new demands upon it. The economic 
law is the same for a nation as for a 
family, but there is not the same ready 
apprehension of the facts. Our peo- 
ple did not understand that the out- 
lays upon the war must be met by 
increased production and greater econ- 
They thought that they could 
go to the banks and borrow for the 
government loans and even to pay their 
taxes, and but for a few gasless Sundays 
and some economy in the use of sugar, 
flour and a few other commodities 
which we were required to share with 
our Allies, they expected to go on about 
as usual. Indeed, in business circles it 
was argued that business must go on 
as usual in order that the war taxes 
might be paid. 

This is not written in criticism. We 
were no different from other peoples 
in this respect. There is no such popu- 
lar knowledge of economic law as 
would be required to suddenly reorgan- 
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ize a nation to meet the emergency of 
war without inflation. That would 
mean the most resolute and abstemious 
voluntary self-denial on the part of 
every person, in order .that the indus- 
trial resources of the country might be 
turned over to governmental uses, or 


there would have to be an arbitrary - 


seizure of the industries and comman- 
deering of the population. Inasmuch 
as the public would not understand the 
reasons for such a course, it may be 
assumed that it could not be followed 
without an amount of contention and 
dissatisfaction that would have seri- 
ously interfered with its effectiveness 
and perhaps lessened the power of the 
country in the war. In other words, 
the conduct of a war without more or 
less inflation is impossible. 


Borrowing as a Cause of Inflation 


This admission, however, is outside 
of the argument that the free use of 
bank credit, with the failure to coördi- 
nate and control industry, and the 
wholesale promotion of competition 
over labor and materials, contributed 
largely to the rise of wages and prices 
and the cost of the war. This conten- 
tion is not answered by simply saying 
that the rise of wages and prices re- 
quired the use of more credit. It is 
necessary to go back of the rise of 
wages and prices and take account of 
the fact that, while every employer 
was interested in increasing his own 
eutput, he could only increase his 
working force by hiring labor away 
from his competitors, and that the 
labor turnover had reached propor- 
tions never before approached. In the 
last analysis this was the situation 
largely responsible for rising prices and 
the demand for more credit. ‘This bor- 
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rowing for the purpose of enlarging the 
output of an individual plant, but which 
did not increase the total production, - 
was pure inflation. 

Now that we have this inflated state 
of credit, how are we to get rid of it? 
Upon the theory of those people who 
hold that a supply of currency or bank 
credit is analogous to a supply of 
railway cars an increased supply of 
currency, having no greater influence 
in creating business than the latter, all 
of this inflation will disappear as soon 
as conditions in production work back 
to normal, or when a period of depres- 
sion comes. But the analogy is un- 
sound. There is a difference between 
idle money or bank credit and idle 
railway cars. The latter are instru- 
ments of carriage, pure and simple, but 
idle capital or credit can be made 
effective in creating business. They 
can be used in different ways and 
shifted to different fields. Their own- 
ers are never content to have them idle 
for long. 

This great body of outstanding bank 
credit can only be retired as it is can- 
celled by earnings and savings and by 
liquidation of the stocks of commodities 
held against it. A fall of prices would 
reduce the amount of credit necessary 
to carry new stocks in the future and 
make cash resources go farther, but 1t 
would involve losses upon existing 
stocks. 

Payment and Elimination.—It is 
difficult tọ make people see that the 
existing great volume of bank deposits 
must be reduced in precisely the same 
manner as an over-issue of paper cur- 
rency would be reduced, namely, by 
payment and elimination. The de- 
posits were created by the loans and 
should be used in part to pay the loans. 
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That would bring banking conditions 
back to where they were when the 
inflation began. When a man borrows 
$10,000 at a bank and takes credit for 
it in his account, the deposits as well 
as loans of that bank go up $10,000, 
and when he checks it out the deposits 
‘of other banks will go up correspond- 
ingly, and that $10,000 of credit will 
stay in circulation, precisely as though 
it were paper money, until $10,000 of 
real savings—capital—is devoted to 
its elimination. 

This makes deflation slow business. 
The people have, become accustomed 
to using more credit. The new bank- 
ing system, which makes for a more 
economical use of reserves, favors a 
larger use of credit than under the old 
system, and the profits of bankers will 
be enhanced by having their funds fully 
employed. In order to secure defla- 
tion, the banks should take up the 
slack as fast as the demand for credit 
relaxes and not let it out again; but 
banking in the United States is on 
a highly competitive basis, and the 
_ probability is that when money be- 
comes easy the bankers will reduce 
interest rates and compete sharply to 
get their funds into use. 

The process of deflation is compli- 
cated also because we are involved in 
a world situation and subject to the 
play of world influences upon prices, 
credits and gold reserves. In the past 
we never lost gold in large amounts, 
except to Europe, and we had a 
considerable degree of control over that 
movement by reason of, the fact that 
the European market would always 
take our securities at a price. Now, 
we have a fair degree of control over 
direct European demands by reason of 
Europe's indebtedness to us, but new 
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demands for gold have developed from 
South America and Asia. Europe 
owes us and we owe South America and 
Asia, but we cannot use our credits in 
Europe to settle with our creditors. 
The latter are drawing on us heavily 
and lowering our bank reserves. Our 
remedy is to lower our prices and 
sell more goods in Asia and South 
America. 

Nominally, the United States is on 
the gold basis, but that is only because 
of the great store of gold accumulated 
in the past. While it lasts we will be 
able to maintain gold payments. ‘That 
wages and. prices in this country are 
not on a gold basis is evident from the 
fact that gold production is rapidly 
declining. Only well developed mines 
which have afforded an unusual margin 
of profit in the past can continue to 
operate at present costs. The coal, 
copper, silver and lead operators can 
afford to pay present mining costs 
because the market prices of their 
products have risen, but the price of 
gold remains 23.22 grains to the 
dollar, as before the war. The pro- 
duction of gold in the United States 
has fallen below our consumption in 
the arts, and will continue to decline 
until wages and prices return to the 
gold basis. 


Errects of Crepir RESTRICTION ON 
WaGES AND Pricss 


With the banking system expanded 
to the limit of reserves and with 
reserves declining, the outlook is for 
a continued constriction of credit. It 
must be considered that in a growing 
country, like the United States, where 
the volume of production and trade is 
constantly increasing, the volume of 
credit is normally increasing. If the 
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country is to do business on the gold 
standard, wages and prices must be 
in terms of the gold standard; in other 
words, they must come down, and if 
the volume of credit is restricted they 
will be eventually brought down. But 
what will the public have to say about 
this credit restriction and the effect 
upon wages and prices? That is the 
next important question. 

Every period of falling prices and 
business depression in the -history of 
this country has brought on an attack 
upon the banking and monetary sys- 
tems.. No other public question or 
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question of governmental policy is so 
adapted to serve the purposes of politi- 
cal and social agitators and revolu- 
tionaries as the money question. Will 
the old and insidious greenback and 
free silver arguments be revived and the 
attack on the existing gold standard be 
renewed? Will the $24,000,000,000 
of fresh government indebtedness—the 
Liberty bonds recently proclaimed as 
the best security in the world—be paid 
by common consent in gold of the 
existing standard, as they come due, or 
will there be a struggle to change the 
standard? 


Inflation 


By Jacos H. Hotianper, Pa.D. 
Johns Hopkins University 


\HE American citizen is swiftly 
awakening to the meaning and 
import of the word inflation in relation 
to every-day life. Instead of being 
regarded as “a high-brow fancy of 
the professors” to be tolerantly ignored 
by the public and summarily dis- 
missed by hard-headed men of affairs, 
it is now generally accepted as the 
glaring evil of our war economy— 
responsible for high prices, business 
profiteering, speculative excesses and 
for the economic injuries and social 
injustices that make up the popular 
unrest with which the country is now 
beset. 

There are definite reasons for the 
delayed recognition of the extent and 
effect of inflation. On the one hand, 
governmental authority has systemat- 
ically obscured the fact and denied the 
inference. At intervals, mflation has 
been held forth bogey-fashion as the 
penalty which would follow non- 
adoption of the official policies. But 
measures, frankly inflationist in effect, 
have been freely resorted to whenever 
administrative purpose or opportunist 
convenience dictated. On the other 
hand, expert economic opinion—bar- 
ring a few notable exceptions—has 
been slow in making its influence felt. 
Reaction from a false scent, cancentra- 
tion upon a specialized formula, absorp- 
tion in governmental service and 
perhaps the intricacy and novelty of a 
new type of inflation have made the 
economist a less prompt, perhaps a less 
certain guide than in other popular 
economic vagaries. 
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Primary Cause or INFLATION 


The indictment of inflation as a 
consequence of fiscal bungling in our 
war economy rests squarely upon the 
doctrine that a relative increase in the 
volume of currency is the cause and 
not the effect of rising prices. With 
this conclusion the great body of 
theoretical economists and practical 
financiers in this country and abroad 
are now in agreement. A few irre- 
conciables still sanction the dissent 
which Professor Laughlin and his 
disciples have so earnestly and so 
unconvincingly set forth. Something 
less than this has been invoked by the 
Federal Reserve Board to justify the 
increasing note issues of the Federal 
Reserve Banks. But even here there 
has been a perceptible weakening in 
asseveration; and it seems not unrea- 
sonable to assume that in about 
the same interval of time the ad- 
vocates of the English bank restric- 
tion became converts to the doctrines 
of the Bullion Report of 1810, and the 
defenders of Secretary Chase’s fiat 
issues yielded to the logic of greenback 
prices—there will be admission on the 
part of fiscal stand-patters that our 
hugé creations of bank credit and note 
currency have been the direct cause of 
swollen. prices. 

The facts as to inflation can be set 
forth in a paragraph: As compared 
with the spring of 1914—the eve of the 
World War—the people of the United 
States are carrying on their business 
at the present time with practically 
twice as much circulating medium and 
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bank deposits. There has been an in- 
crease in the actual circulating medium 
of the country from $3,402,015,427 
on June 30, 1914, to $5,846,171,213 on 
February 1, 1920; an increase in the 
deposits of national banks, state banks 
and trust companies from $13,430,000,- 
000 on June 30, 1914, to $25,731,000,- 
000 on June 30, 1919, and an increase 
in the individual deposits subject to 
check of the national banks alone from 
$8,470,747,000 on June 30, 1919, to 
$9,682,618,000 on November 17, 1919. 
Altogether it is likely that the coun- 
try 1s now transacting its business 
with $15,000,000,000 more circulating 
medium and deposits than five years 
ago. 

This huge addition to the nation’s 
money has been for fiscal convenience 
and not for commercial requirement. 
The direct consequence of the attempt 
to play the business game with twice 
as many chips has been to cut in half 
the commodity-buying power of the 
money unit, evidenced by a rise in 
general prices to 249 in February, 1920, 
as compared with 100 in 1914. 


COURSE OFr INFLATION 


There have been three stages in the 
course of our inflation, each marked 


by an unsound administrative policy: . 


(a) from the outbreak of the World 
War in August, 1914, to the entry of 
the United States into the great strug- 
gle, an incoming flood of gold was 
permitted to serve uncorrected as the 
basis of a towering credit structure; 
(b) in the eighteen months of our 
active belligerency lavish supplies of 
fiat credit by bank loans through 
certificate borrowing were created in 
the interest of fiscal opportunism in- 
stead of economic requirement; (c) 
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from the armistice of November, 1918, 
almost up to the present the policies of 
the Federal Reserve Board as to credit 
control have been frankly dominated 
by the convenience of the Treasury. 


From the Outbreak of the World War 
to the Entry of United States into 
Struggle 


Thanks to huge exports of munitions 
and supplies to the belligerents and 
the sharp decline in commodity imports 
from the war area, an undreamed-of 
stream of gold poured into the United 
States during the period of our neu- 
trality. Largely in consequence, the 
volume of coin, including bullion in the 
Treasury, increased from $2,638,496,- 
956 on June 30, 1914, to $3,807,161,348 
on June 30, 1918. This increase in 
our stock of monetary gold of more 
than one billion dollars was magnified 
by the changed reserves of the banks, 
consequent upon the operation of the 
Federal Reserve System and the gold- 
centralizing amendment of June 21, 
1917. Had our financial administra- 
tors been more skilled in world bank- 
ing, prompt attention would have been 
paid to the significant price movements 
that followed such changes. Increased 
reserve percentages would have been 
urged and higher discount rates would 
have been imposed to check the 
inflating effect of the gold flood. 
Nothing of this was done, and we 
passed from the uninformed state that 
marked*our neutrality financing to the 
outright error that marred our war 
borrowing. « 


From the Entry of United States into 
World War to the Armistice 


The worst blunder of our war-time 
financing, in its subsequent effect upon 


INFLATION 


social ‘well-being, was the Treasury’s 
large reliance upon bank borrowing 
during the period of active belligerency 
and indeed for some time thereafter. 
To supply itself painlessly with ample 
borrowed funds and to keep the money 
market artificially within favorable 
limits, a huge volume of credit currency 
was created by bank loans, taking the 
form of issues of Treasury certificates 
of indebtedness in anticipation of loan 
proceeds and tax revenues. In an- 
other place I have described the 
mechanism whereby this was accom- 
plished! What could at that time 
only be proposed tentatively can now 
be asserted definitely, for events have 
confirmed the forecast with almost 
startling exactness. 

Through the devices of payment 
“by credit,” redeposit of funds, exemp- 
tion of government deposits from 
reserve requirements and preferential 
rediscount rates upon war paper— 
anticipatory certificate borrowing from 
the banks, as practiced by the Treas- 
ury, involved the direct creation of a 
volume of additional bank credit in 
the form of public deposits dictated 
entirely as to time and amount by 
fiscal convenience and entirely unre- 
lated to commercial need. Such emis- 
sions of fiat credit were dispersed 
among individual deposit accounts in 
the course of public expenditure, pro- 
ducing a direct expansion of credit 
and currency without succeeding 
contraction incident to certificate 
liquidation. i 


From Armistice to Present Day 


The inflation due to the gold flood 
from warring Europe in the period of 


1 War Borrowing: A Study of Treasury Cer- 
tificates of Indebtedness. (Macmillan, 1919.) 
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our neutrality and to the reliance upon 
fiat credit in connection with war bor- 
rowing in the period of our belliger- 
ency may perhaps be explained, though 
insufficiently, on the score of the igno- 
rance of our financial administrators as 
to the potency and far-reaching effect 
of the great economic forces they were 
invoking. Not even this justification 
can be found for the amazing renewal 
in our post-war financing of the fiatism 
of the war period, by the resumption 
of certificate borrowing eight months 
after the armistice in accordance with 
Secretary Glass’s program of July 23, 
1919. At the time the Treasury so 
resumed its policy of bank borrowing 
the inflationist effect of such procedure 
had been established to the point of 
outright demonstration by analysis 
of banking operations in the United 
States during the period of war bor- 
rowing and thereafter. Further, such 
conclusions, although ignored by our 
financial administrators, were accepted 
in every particular in this country and 
abroad by the great body of financial 
experts not actually engaged in bank- 
ing operations or identified with gov- 
ernmental financing. 


Expansion of Fiat Credit 


Since August 1, 1919, the Treasury 
has emitted issue after issue, first of 
“loan” (to be distinguished from 
Liberty Loan or Victory Note certifi- 
cate) and later, of tax certificates. 
These were. absorbed by the banks 
under a form of administrative com- 
pulsion and were paid for almost 
entirely “by credit,” that is, by the 
creation of additional deposit currency. 
Enabling the Treasury to sustain its 
floating indebtedness only at the ex- 
pense of mortgaging prospective rev- 
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enues and of deflecting the policies of 
the Federal Reserve Board, the harm- 
fulness of such fiat financing has been 
even greater in monetary than in fiscal 
influence. With each succeeding issue 
there has thereby been injected into 
the deposit currency of the country a 
very considerable body of fiat credit, 
in the form first of government depos- 
its, and thereafter as liberated and 
dispersed n public expenditure, in the 
form of ordinary individual depos- 
its. Such additions to the effective 
circulating medium of the country, let 
it be emphatically restated, have not 


. been in response to the country’s. 


business needs, but have come into 
being because the Treasury has elected 
to provide itself with funds in this 
comfortable way rather than undergo 
the effort of additional funding or 
taxing operations. It was much in 
this way, for example, that for the 
year ending June 30, 1919, the deposit 
liabilities of the national banks in- 
creased by the amount of $948,920,000 
in excess of the increase in Joans and 
discounts—an increase which the 
Federal Reserve Board itself recog- 
nized as “a pure credit expansion, not 
called for by increased industrial 
activity, but occasioned by the use of 


the banks’ credit for government. 


financing.” 

In commenting at the time upon 
the wisdom of the’ foregoing policy, 
the present writer wrote in terms which 
in the light of succeeding events may, 
at this time, be reasonably repeated: 
“A bitter sequel of war dislocation is 
that long after armies and fleets are 
demobilized inflated currencies and 
expanded credit fabrics remain. De- 
flation is hard in practice and painful 
in effect and a democracy is not likely 
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to have strength or to show courage 
enough for heroic operation. But if 
the Treasury be not willing to enter 
upon the hard, straight course of cur- 
rency contraction and credit restric- 
tion, let it at least avoid the treacher- 
ous ease of further bank borrowing. 
At a time when corporate flotations 
have been crowding in swift succession 
and foreign governments are standing 
queue-like at our financial gate, it is an 
incompréhensible thing that our own 
public borrowing should revert to a 
form which only the desperate exigency 
of wartime need should have tolerated. 
If to this anomaly be added the fierce 
quest of public and private leaders for 
the cause of high prices, the picturesque 
array of culprit elements and the soft- 
pedalling as to an obvious and indubi- 
table factor—one may venture that 
the next-century New Zealander will 
musingly recognize that the lamented 
Phineas T. Barnum plumbed. the 
depths of the American mind.” 


EFFECT OF INFLATION ON ECONOMIC 
CONDITIONS 


The bitter penalty of inflation is that 
its evils are, in the main, beyond 
remedy. Like some tissue-destroying 
malady of the human body, it changes 
the whole functional life of the society 
which has suffered its raváges. We 
can never completely recover from the 
credit orgy of the past five years, nor 
return to the economic condition from 
which it has dislodged us. In the 
sense of 2 complete and final antidote, 
deflation is an academic term. In 
actual practice, the business world 
would never stand the stress of crum- 
bling markets, the debtor class would 
never bear the burden of falling 
prices, the public treasury would never 
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endure the load. of „heavier debt 
burden. 


Methods of Recovery 


But if complete deflation be a 
counsel of perfection, there are certain 
wholesome things that can be done, and 
it is upon these that ‘present effort 
should be centered. In the first place, 
there should be no further recourse, 
under any warrant or pretext to those 
fiscal methods and banking practices 
which have up to this time encouraged 
or permitted inflation. ‘To tolerate an 
ill is one thing; to aggravate it is 
another. The doctrine of practical“ 
necessity may do yeoman, service in 
defense of unsound war-time “policies; 
it may not be as securely invoked i in 
the calmer years that follow. 

In the second place, there should be 
no placid acquiescence. in the existing 
state_of affairs and no tolerant uncon- 
cern as to the courses which have 
brought us here. Responsibility for 
inflation should be definitely and spe- 
cifically assigned to persons and 
policies—this in no vindictive sense, 
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but that there may hereafter be com- 
plete avoidance of like error. It was 
the effective indictment of Secretary 


_Cliase’s greenback policy that, more 
than anything else, has since saved us 


from descent to inconvertible paper. 
It is only by full clear recognition that 
the fiscal methods of the past five years 
have brought us to our present pass 
that sure protection will be afforded for 
the future. 

Finally, though we may not’ fully 
retrace our steps or undo the largest 
mischief that has been done, yet our 


«tages should be set in the true direc- 


‘tion. The great evil of inflation has 
been social injustice. To atone in 
part for this by a gradual but coura- 
geous contraction of bank credit, with 
its reasonably certain consequence of 
an appreciating money unit as specula- 
tion is checked. and production in- 
creases—is a wise and just policy. If 
we neglect this, under the inflience of 
financial convenience and _ business 
advantage, we shall be dropping back 
again into the old vicious cycle of class 
exploitation and social reaction. 


PREFACE 


TaoucH the present extreme con- 
fusion of the whole economic life of the 
world must without doubt be ascribed 
to several different causes, the general 
disorder of the monetary system seems 
to be one of the most essential of them. 
It is essential in that absolute sense 
that- it is vain to look for any real or 
permanent improvement of the present 
conditions of production and trade if 
not a certain stability is previously 
restored to the world’s monetary 
standards. This, therefore, is a prob- 
lem which ought now to command the 
first interest and the most arduous 
efforts of all those who are, either as 
‘practical bankers or as representatives 
of economic science, competent to 
judge on monetary matters. 

It seems to be a rather general belief 
that the exchanges will right them- 
selves fast enough when trade resumes 
its normal course. This would do, of 
course, if the different monetary stand- 
ards could: be restored to their old 
parity with gold. But this is, as 
everybody knows, quite out of the 
question. The monetary disturb- 
ances are much deeper than people 
think of when taking such an easy view 
of the problem before us. First of all 
a stable monetary standard must be 
established in each separate country. 
In so far the problem might be regarded 
. merely as each country’s own business. 
But in fixing such a standard every 
country will doubtless have a certain 
regard to its effect on the rates of ex- 
change with other countries and prob- 


ably also with gold. Further the gold 
policy of every big country will have 
its influence on the value of gold in the 
world and, therefore, on the capability 
of each country of giving to its money a 
fixed value as against gold. Thus the 
problem inevitably becomes an inter- 
national problem. 

The definite treatment of this prob- 
lem will require a certain coöperation 
of the different nations. The first step 
in this codperation should naturally be 
an international discussion of the mat- 
ter. A conference of a strictly non- 
political character between leading 
bankers and economists of the world 
would, I venture to think, be the right 
forum for such a discussion. It seems 
desirable, however, that some principal 
points with regard to the actual nature 
and the causes of the disturbances as 
well as to the measures to be taken 
should previously be brought under 
the notice of those interested in this 
matter. In order thus to further an 
inquiry which seems to be, in the pres- 
ent situation, of the utmost importance 
for the economic future of the world, 
I venture to offer, on the following 
pages, some leading propositions on the 
present monetary question. I have 
tried to be as brief as possible and have, 
therefore, only given the main points 
of the matter. Where further ex- 
planations will be needed I shall be very 
glad to furnish them. 


Gustav CASSEL. 


Djursholm, Sweden, September 1919. 
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Some Leading Propositions for an International 
Discussion of the World’s Monetary Problem 


By Gustav CASSEL 
University of Stockholm, Sweden 


HE war has been financed to a 
great extent by means of creat- 
ing more money: partly in the form of 
new issues of bank-notes or state paper 
money; partly in the form of extended 
bank-credits, which could be used as 
means of payment. The latter method 
has indirectly caused a corresponding 
increase of the circulating medium of 
exchange to satisfy the increased de- 
mand for cash for smaller payments. 
For the proportion between the pay- 
ments in bank-credits and those in 
cash has been pretty constant as de- 
termined by the customs of each 
people. ) 

The result of the creation of new 
money has been, in both cases, that a 
new buying capacity has been put at 
the disposal of the government. The 
total buying capacity of the community 
having in this way been increased 
without a corresponding increase in 
the commodities. to be bought, a 
general rise of prices has followed. 
With higher prices the need for means 
of payment has been increased pro- 
portionally and the mass of the 
medium of exchange which could be 
kept in circulation has, therefore, at 
every time been proportiqnal to the 
general level of prices. But the primus 
motor to the enhancement of prices 
has always been the creation of an arti- 
ficial buying capacity. 

Inflation.—In this way an inflation 
has taken place in every one of the 
countries involved in the war. The 


cause has been that the government 
has given out more for the war than it 
could get at its disposal in the form of 
real savings; and the result has been an 
enforced restriction of consumption by 
means of which real commodities have 
been set free for the disposal of the 
government. Thus inflation has, with- 
out doubt, been an effective means of 
war finance; but certainly a means 
which has caused great hardship and 
done much harm. 


It has often been said that inflation — 


could have been avoided if war-finance 
had been based to a greater extent on 
taxes. No doubt there is much sound- 
ness in this view. But it ought to be 
observed that taxes as well as loans 
may be paid partly by real savings and 
partly by credit operations involving 
inflation. With sharply progressive 
taxation of income and capital the 
latter method of payment of taxes has 
probably had a very wide application. 

The process of inflation has also ex- 
tended itself to neutral countries which 
have been, more or less, compelled 
to give advances to the belligerents. 
As long as these advances could be kept 
within the limits of the saving capacity 
of the country they would not cause 
any inflation. But as soon as this 
limit was exceeded the advances could 
be given only by aid of the creation of 
more money and the process of infla- 
tion began. Of course, extraordinary 
state expenditure also has had its part 
in this process. 
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Gold has not been unaffected by this 
general deterioration in the value of 
money. The masses of paper money 
created have pressed down the value of 
gold as against commodities to some- 
thing about the half of what it used to 
be before the war. In earlier cases 
when a country has flooded itself with 
paper money, the gold has gone out to 
other countries. Gold thus having 
become more abundant in the rest of 
the world has without doubt lost a part 
of its value, but a very insignificant 
part. Now, when gold has been driven 
out from so many and big countries, 
there has been very narrow space left 
for the superfluous gold and the follow- 
ing depreciation of the metal has 
necessarily been very severe. The 
dollar represents at present most truly 
gold. The general level of prices in the 
United States being about 200 as 
against 100 before the war, the dollar 
has come down to something about 
half its old value and the same should 
then be the case in respect to gold. A 


fully reliable estimate of the value of’ 


gold as against commodities is, how- 
ever, hardly possible as long as the 
gold movements in the world are not 
free. 

The inflation of any monetary stand- 
ard should of course not be measured 
by the agio for a metal which is itself 
depreciated, but by the agio that has 
to be paid for commodities, and no 
country must think that it has gone 
free from the process of inflation be- 
cause ib may see its way to resume gold 
payments. 

The depreciation in the value of gold 
has caused some neutral countries to 
protect themselves against an import of 
gold which would have meant a further 
depreciation of their monetary stand- 
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ard. Sweden has taken the lead in this 
policy but has not attained its aim. 
Other depreciating factors, viz., more 
or less compulsory loans to foreign 
countries and extravagant state ex- 
penditure, have been quite predominat- 
ing. The Swedish crown has without 
doubt lost far more of its purchasing 
power as against commodities than the 
dollar. 


‘THe CAUSE OF THE GENERAL RISE OF 
Pricss 


Decreased Production —The creation 
of more money is not the only cause of a 
rise of prices. A reduction of the total 
mass of commodities to bé handled: bya 
given stock of money must have the 
same effect on prices, as long as this 
stock of money is unaltered. Such a 
reduction has probably taken place 
during the war in most European 
countries. If the mass of commodities 
decreases by 10 per cent and the stock 
of money at the same time increases by 
100 per cent, the result must be a rise of 
prices from 100 to 220. The main 
cause of the rise of prices has in reality, 
as in this example, been the increased 
supply of money, the reduction of the 
mass of commodities having always 
played a very secondary rôle in this 
respect. For such a reduction is very 
sharp, indeed, if it surpasses the limit of 
say 20 or 30 per cent. But the stocks 
of money have been increased by 200 or 
300 per cent and in the most impover- 
ished countries even more. 

If the mass of commodities in any 
country diminishes by 10 per cent, the 
stock of money of that country ought 
strictly to be diminished by 10 per cent 
also. Where this is done no rise of 
prices will take place. In this sense 
one may say that every rise in prices 


Pa 
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is caused by a too abundant supply of 
the means of payment and is propor- 
tional to this abundance. 

Inflation has been defined by the 
Federal Reserve Board of the United 
States as “the process of making re- 
ductions in credits not based upon a 


commensurate increase in the produc- ` 


tion of goods.”!? But the omission of 
making reductions in credits commen- 
surate to a decrease in the production 
of goods must have the same effect 
upon ‘prices and may, therefore, justly 
be called an inflation too. Thus we 
may speak of “inflation” in a more 
narrow or in a more general sense. 
If there has been no increase in the 
mass of commodities, as is probably 
the case for most European countries 
during the war, the increased supply of 
money represents inflation in the nar- 
row sense. But in a wider sense in- 
flation is measured by the rise of the 
general level of prices. ; 
Popular Ideas.—The popular ide 
that a shortage in commodities could 
cause a rise of prices which would 
necessitate the creation of more money 
is obviously a fallacy. Popular ex- 
planations of the rise of prices generally 
start from such factors as the high costs 
of transportation, the prohibition of. 
imports, the diminished output of 
labor, etc. Such factors can obviously 
have an influence on the general level 
of prices only in so far as they contrib- 
ute to a decrease in the total mass of 
commodities. But so far due regard 
has already been paid to these factors 
in the explanation here given. Other 
factors which used to be set forth in 
the discussion refer themselves ulti- 
mately to an increased supply of 
money. This is the case, e.g., when 
1 Fed, Res. Bulletin, July 1, 1919, p. 614. 
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people speak of high wages, high costs 
of raw materials, etc., as causes of a 
general increase of prices. In reality 
there can be no other independent 
causes of an upward movement in the 
general level of prices than those two 
which have been stated above. 


THE [INTERNATIONAL EXCHANGES 


The Purchasing Power Parity.—The 
internal value or, what is the same 
thing, the purchasing power of the 
money of a country is determined 
exclusively by the scantiness of the 
supply of means of payment in that 
country in comparison with the volume 
of trade to be handled. 

In any other country this money is 
valued proportionally to its buying 
capacity as against such commodities 
as can be exported from the first 
country. This valuation takes place 
in the money of the other country and 
must, therefore, be proportional to the 
general level of prices of that country. 
If trade between two countries, A and 
B, is free, the price of the money of A 
in the money of B stands consequently 
in direct proportion to the purchasing 
power of the A-money and in inverse 
proportion to the purchasing power of 
the B-money. The rate of exchange 
between the monetary standards is, 
therefore, determined, essentially, by 
the quotient of the purchasing power 
of these standards in their respective 
countries. This rate, which may be 
called the purchasing power parity, 
should always be regarded as the nor- 
mal parity. 

Change in Parittes—During the 
war the buying capacity of the different 
monetary standards has, owing to the 
overabundant supply of means of pay- 
ment, been much reduced, though in 
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very different proportions. Conse- 
quently the purchasing power parities 
have undergone very important altera- 
tions and are now quite different from 
the parities which were in force before 
the war. 
therefore, now lost their old significance 


and can no longer in any respect be.’ 


regarded as normal. 

Rates of Exchange and Parities—In 
the earlier part of the war, when a 
certain amount of freedom still was left 
for international trade, the actual rates 
of the exchanges used to coincide fairly 
well with the purchasing power parities. 
But later the sharp restrictions of the 
trade between nations have often dis- 
torted the exchanges. Thus if trade 
between two countries is more ham- 
pered in one direction than in the other, 
the value of the money of the country 
whose export is relatively more re- 
stricted will fall, in the other country, 
beneath the purchasing power parity. 
There are many instances of such ab- 
normal deviations of the exchanges. 
Thus the inflation in the United States 
has without doubt been much smaller 
than in Sweden and the dollar has kept 
much more of its old purchasing power 
than theSwedishcrown. The purchas- 
ing power parity must, therefore, have 
risen considerably above the old parity 
of Kronor 3:73 for the dollar. But 
the actual rate has fallen, under the 
time of the severest restrictions of 
American exports to Sweden, far be- 
neath their old parity, the mean 
monthly rate for November, 1917, be- 
ing aś low as Kroner 2: 55. 

There are also other factors which 
_ may cause temporary deviations from 
the purchasing power parity, as distrust 
in the future of a monetary standard, 


outselling of the money of a country 


~ 


These old parities have, 
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at any price when foreign credits can- 
not be secured, export of money in 
order to evade exorbitant taxes at 
home, etc. 

Variations in the purchasing power 
parity naturally have a disturbing in- 
fluence on thg trade between the coun- 
tries. But as soon as this parity has 
been established at a certain level it is 
of no importance whether this level is 
high or low. Thus the export trade of 


„a country is not hampered by low 


quotations of the foreign exchanges as 
long as these quotations correspond 
only to a high level of prices in foreign 
countries or a low level at home. 

It is equally clear that every devia- 
tion of the actual rate of exchange from. 
the purchasing power parity must be 
the cause of considerable difficulties for 
international trade. The export from 
A to B must be very much hampered if 
the money of B-is quoted in A lower 
than would correspond to the general 
level of prices in B as compared with 
that in A. At the same time the im- 
port to A from B would get an artificial 
stimulus from such a quotation. Both 
these effects would tend to enhance the 
value of the B-money in A and bring it 
up again to its purchasing power parity, 
which is, therefore, the point of equi- 
librium for the exchanges. Of course, 
as long as payments can be made from 
A to B in gold this may cause in Ba 
superabundant supply of money and, 
therefore, a rise in prices. . 

The present exchanges are deter- 
mined, principally, by the purchasing 
power parity between the different 
monetary ‘standards. But there are 
important deviations from these ‘nor- 
malrates. These deviations will, how- 
ever, mainly come to an end as soon as 


freedom is restored to international 
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trade and somewhat stable conditions 
have been established. The exchanges 
will then show only small variations 
about their purchasing power parities. 

When the exchanges move against a 
country people generally explain it as 
a result of an adverse balance of trade. 
But this explanation is obviously quite 
inadequate if the deviation of the ex- 
changes is considerable and has more 
than a temporary character. For if a 
country buys more from another than 
it sells to it the balance must be paid in 
some way, either by export of securities 
or by loansin the other country. Thus 
the balance of payments must, on the 
whole, equalize itself and there is no 
reason for an alteration in the rate of 
exchange. Should such an alteration 
occur it must be taken as a proof of an 
inflation which has brought down the 
internal value of the monetary unit 
of the country and raised its general 
level of prices. With an unaltered 
price-level and an adverse rate of 
exchange the country’s export trade 
should get a strong stimulus which 
would tend to bring the exchange back 
to its normal rate. A temporary 
alteration in the rate of exchange could 
of course take place if the international 
trade were not free. A one-sided 
hampering of the export of the coun- 
try would, as explained above, cause 
- an undervaluation of its money abroad. 
But the explanation of the deviation of 
the rate of exchange from its purchas- 
ing power parity would then have to 
be sought in the one-sided hindrances 
against the trade between the coun- 
tries. . 

It is often believed that a country 
which has seen the price of its money in 
foreign places sink very much below its 
pre-war parity will be able, after the 
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war, to restore the old exchanges only 
by increasing its exports. This will 
certainly be possible if the low quota- 
tions of the money of the country have 
been caused exclusively by one-sided 
hindrances against its exports. But if 
they are signs of a deteriorated internal 
value of the money no development of 
the exports of the country can better 
the exchanges. These will, in the 
future, be governed exclusively by the 
purchasing power parities and will, 
therefore, be improved only if the 
country succeeds in reducing its infla- 
tion thus giving its monetary unit a 
higher internal value. 

In the popular explanations of the 
enhancement of prices a prominent 
place usually is given to the fact that 
prices have risen in other countries. 
We can now see that this explanation 
must be false. The exchanges adjust 
themselves to the general price level 
of each country. If then a general rise 
of prices has taken place in A, the value 
of the money of A in B will sink in the 
same proportion and with this new rate 
of exchange the higher price level in A 
cannot generally cause a higher price 
level in B. If the supply of means of 


‘payment in B is kept scanty enough the 


purchasing power of the B-money will 
be unaltered and quite independent of 
any inflation in A. 


MBASURES ror STABILIZATION OF 
MONETARY STANDARDS 


The world is suffering, at present, 
most severely from the uncertainty of 
the internal value of money in the 
different countries and from the inces- 
sant fluctuations of the rates of ex- 
change. Production which involves 
investment of capital becomes very 
hazardous when the future value of 
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money is quite uncertain. And the 
same holds true in regard to every 
international business transaction as 
long as nobody can tell, not even ap- 
proximately, what the rate of exchanges 
will turn out when the transaction 
is completed. Under these circum- 
stances the revival of productive 
activity and of international trade is 
very much hampered and delayed, to 
the greatest material detriment to the 
whole world and the most formidable 
danger for the preservation of civilized 
society. 


Stabilize Money of the Separate Countries 


Rates of Discount.—In meeting these 
difficulties our first aim should be to 
restore stability to the money of each 
separate country. This involves of 
course the cessation of all further in- 
flation. The general means of keeping 
up a monetary standard is the sufficient 
limitation of the supply of means of 
payment in that standard. The regu- 
lator of this supply is the rate of dis- 
count. In the whole world the rates of 
discount have been too low during the 
war. The real scarcity of capital 
would have commanded a much higher 
interest than the 5 or 6 per cent which 
have generally prevailed but which 
have only been the result of a continual 
falsification of the money market. 
Even now, after the war, the world’s 
need of capital is so great, in compari- 
son with the scanty supply, that a real 
equilibrium can be attained only by aid 
of higher rates of interest than those 
generally prevailing. 

Reduction of State Expenditures.— 
But even the most restrictive discount 
_ policy cannot set a limit to the inunda- 
tion with money which still is going on. 
This steady inundation is mainly the 
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result of lavish expenditures of the 
governments, expenditures which go 
beyond the amount of actual savings 
which the state can dispose of either in 
taxes or in loans and which must, 
therefore, partly be paid for by creation 
of moremoney. Stability in the value of 


"money can nowhere be attained unless 


state-expenditures are most severely 
cut down. ‘With state expenditure 
reduced to a sound base a rational dis- 
count policy will always be able to 
prevent further inflation and keep up 
the buying capacity of the money at its 
present level. This stabilization of the 
monetary standard will, of course, be 
facilitated by a general return to 
more intense work and by the increased 
supply of goods which might be at- 
tained in this way. But these improve- 
ments, very desirable in themselves, 
will be of no help whatsoever as long 
as the supply of means of payment is 
not regulated with the decided aim of 
keeping the value of the unit of money 
unaltered. 

Stabilize Value of the Unit of Money. 
—It is important to root out the 
popular fallacy that a general rise of 
prices can be prevented by legislation 
enacting maximum prices and in- 
flicting punishments on speculators, 
while the government is incessantly 
flooding the country with fresh money 
and the bank-rate is kept too low. 

Likewise the fallacy that it is possible 
to improve a monetary standard by 
heaping up masses of gold in the vaults 
of the central bank ought to be aban- 
doned. The value of the money of any 
country is determined by the scanti- 
ness of the relative supply of means of 
payment in that money. As long as 
this supply is not reduced, no measures 
whatever can give the monetary unit a 
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higher value. If the money of the 
country is kept about par with gold by 
a. sufficient limitation of the supply 
of means of payment, a gold reserve 
may prove useful for the actual carry- 
ing through of gold payments. But if 
this fundamental condition is not ful- 
filled the gold in the vaults is not much 
more than anempty show. The value 
of the money of a country is often con- 
founded with the credit of that coun- 
try. It is believed that a higher value 
can be restored to the monetary stand- 
ard if only the government can re- 
establish ‘its credit. According to 
what has been said here, this view must 
be false. 


Restrictive Discount Policy 


By aid of a very restrictive discount 
policy it would theoretically be pos- 
sible to restore to any monetary stand- 
ard its former value or a part of it. 
_ This would, however, involve an in- 
cessant lowering of prices during a long 
period, a proceeding which could not 
but have the most disturbing effect 
on all enterprise, hamper production 
and expose the country to serious 
depressions. Besides, every rise in the 
value of the monetary unit of a country 
means a corresponding increase in the 
real burden of the debt contracted in 
this money, an increase which most 
countries are not able to bear. There- 
fore, though small adjustments of a 
monetary standard may be desirable, 
every attempt at a restorateon of the 
old value of money or the old level of 
prices should be giveneup where the 
monetary unit has lost, as in most 
cases it. actually has, the greater 
part of its pre-war value as against 
commodities. The popular belief that 
prices by and by will come down to 


their old level by themselves or at 
least without any definite measures 


- of monetary policy seems to be quite 


groundless. 


THE INTERNATIONAL MONETARY 
PROBLEM 


The stabilization of the internal 
value of money, t.e., of its buying 
capacity against commodities, is by 
far the most urgent object to be pur- 
sued by the monetary policy which we 
now have to enter upon. Between 
two nations which have attained this 
end a new normal rate of exchange will 
establish itself, this rate being deter- 
mined by the quotient of the purchas- 
ing power of money in the respective 
countries. As freedom of trade and 
general confidence are gradually re- 
stored the actual rates will tend to 
coincide nearer and nearer with this 
normal rate. 

The new normal rates of exchanges 
may be, and in some cases certainly 
will be, very different from the pre- 
war-parities. But this is a matter of 
secondary importance. The essential 
thing is that there should be normal 
rates and that these be kept as con- 
stant as possible. For this end no 
measure is needed other than the 
stabilization of the internal value of 


each monetary standard concerned. 


It follows, however, that all countries 
are, in respect to the future of the 
international exchanges, dependent 
upon one another. It is, therefore, 
highly desirable that one country 
should take the lead, fixing the value 
of its money as against commodities 
and keeping it henceforth as constant 
as possible. The country from which 
this could first be expected is the 
‘United States. In their own national 
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interests, as well as in the interests of 
the world, they should give up every 
attempt at a reduction of their present 
level of prices, but on the other hand 
- strongly resist the tendency to further 
inflation of the dollar which actually 
has shown itself in the last few months, 
in spite of the vain political campaign 
against the enhancement of prices. 

With the dollar stabilized in the 
United States every other country 
could adjust the value of its money in 
a convenient proportion to the dollar 
and then, keeping its money in a con-- 
stant internal value, attain a fixed rate 
of exchange with the United States 
as well as with every other country 
that followed the same line of endeavor. 


Tur Gouip QUESTION 


_ There seems to be in all nations a 
desire to return to gold payments. 
The value of gold as against commodi- 
ties having been reduced, during the 
war, to about the half of what it used 
to be before the war, the resumption of 
gold payments will be easy enough for 
those countries where the deteriora- 
tion of the monetary standard has not 
gone much further. But a country 
with still more inflated money should 
give up every aim at a redemption of 
its notes in gold in conformity with 
the old standard. Such a country 
must first attain a certain stabiliza- 
tion of the internal value of its paper 
money. When this valueis sufficiently 
fixed and foreign exchanges have set- 
tled themselves according to it, the 
country may take into consideration 
whether a new gold parity shall be 
given to its monetary unit. 

The United States having already 
resumed gold payments, the dollar 
may be taken henceforth to represent 
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gold. When a country, as said above, 
establishes a fixed relation of its money 
to the dollar, it has then therewith also 
put its money in a fixed relation to gold 
and can, if it wishes, resume gold pay- 
ments on this basis. If the relation 
lies in the neighborhood of the old 


` parity, the country will probably try 


to adjust its monetary standard so as 
to correspond exactly to the old parity. 
This will be possible, e.g., for England, 
but only at the price of the most 
energetic application of the above 
named measures for rising the value of 
a monetary standard: viz., a high rate 
of interest and a severe restriction of 
state expenditure. Other countries 
will find their standards far too much 
deteriorated to be brought up to the 
old parity with the dollar and will con- 
sequently choose a new convenient 
parity and concentrate all their energies 
upon keeping their money on that 
parity for the future. ; 
In so far as resumption of gold pay- 
ments are thought desirable it is es- 
sential that the value of gold as against 
commodities should henceforth be kept 
as constant as possible. This is a mat- 
ter which will require the most care- 
ful attention. Gold, as is said above, 
now stands at about half its former 
value. The cause is that the demand 
for gold has diminished. The actual 
circulation of gold is very generally 
abandoned and the great central banks 
have reduced their claims on relative 
gold-coverings considerably. Should 
a return to pre-war conditions in this 
respect set ing the inevitable conse- 
quence would be an enhancement of 
the value of gold which would make 
resumption of gold-payments much 
more difficult than it otherwise ought 
to be and which would expose.countries 
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with effective gold standards to a pro- 
longed and probably most serious de- 
pression. It seems, therefore, to be a 
common interest for the whole world 
that such a rise of the value of gold 
should be avoided. Thus all coun- 
tries should abstain from measures for 
reintroducing an actual gold circula- 
tion and the central banks should con- 
tent themselves with their present 
. standard of gold-covering. Countries 
which like the United States are in a 
position to draw gold to themselves 
from the rest of the world should ab- 
stain from doing so. The stabilization 
of the value of gold will clearly require, 
in the next years, a close coöperation of 
all countries. 

We should on this subject constantly 
have in mind that the stability of the 
value of gold has very seriously suffered 
by the diminished demand for gold 
here referred to. Gold has never been 
a very stable standard of value; but it 
will henceforth, as far as can be judged, 
be a more inferior standard than it 
used to be. From this, friends of the 
gold standard may draw the conclusion 
that the old demand for gold should be 
restored, even at the cost of a new 
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‘price-revolution and a prolonged Bence 


of industrial depression. 

Theoretically it may, on the other 
side, be argued that the present situa- 
tion should be used to abolish gold al- 
together as a standard of value and go 
over ‘to a more rational standard, 
based on index numbers. Every coun- 
try is, of course, free to do that for 
itself, but it seems practically sure that 
the time for any sort of international 


‘agreement on a common standard of 


this ‘nature is yet distant. Schemes 
for creating a new world money, which 
now and then are suggested in the 
papers, mostly involve the flooding of 
the world with additional paper money 
and, indeed, make themselves at- 
tractive to the general public only by 
measures which have ultimately this 
effect.. That the way out of the present 
difficulties, however, cannot be sought 
in any such direction seemsclear enough. 

Which policy in regard to gold will 
in reality be preferred is very difficult 
to predict. But in any case it is of 
paramount interest that all countries 
should act in this delicate matter in 
concord with one another and in clear 
understanding of the whole bearing of 
the problem. 


SOME OBSERVATIONS ON PROFESSOR CASSEL’S PAPER 


By B. M. Anvrerson; JR., Pu.D. 
National Bank of Commerce, New York City 


-~ Anything from Professor Cassel’s 
pen is sure to be interesting and im- 
portant. The paper under discussion 
raises a great many important issues. 
I shall content myself with a series of 
comments upon certain aspects of it 
rather than try to give a systematic 
treatment to the subject of the paper 
as a whole. 

The basis of Professor Cassel’s 
= doctrine is a very rigorous form of the 
quantity theory of money. For this 
theory the level of prices is a simple 
function of the number of exchanges 
on the one hand, and the quantity of 
circulating medium on the other, and 
it makes no difference whether the 
circulating medium is made of gold 
or of paper, or whether the paper is 
redeemable in, gold or irredeemable. 
It is purely a question of the number 
of monetary counters. The number 
of exchanges, moreover, is commonly 
confused by quantity theorists (includ- 
ing Professor Cassel in the paper before 
us), with the stock of commodities, 
although in point of fact the volume of 
exchange is primarily a function of the 
amount of speculative turnover. For 
every bushel of wheat that came to 
the Chicago grain market in 1915 there 
were sixty-two bushels sold in futures 
alone, to say nothing of an enormous 
volume of spot transactions. Volume 
of exchanges may be very great or may 
be very small with a given stock of 
commodities. With a given stock of 
commodities it may vary radically 
in the same market from time to time, 


and it may vary greatly as among 
different markets at the same time. 
A general discussion of the quantity 
theory is not called for in this con- 
nection and the writer contents himself 
with reference to his book, The Value 
of Money, in which he has sought to 
demonstrate the fallacy of that general 
type of reasoning. ‘The interest here 
is in seeing certain consequences that 
flow from the quantity theory in con- 
nection with the problem of the inter- ~ 
national exchanges, and certain errors 
in Professor Cassel’s conclusions which 
the employment of the quantity theory 
involves. 


J Professor Cassel’s position appears 


to be that the international exchanges 
are primarily governed by what he 
calls the purchasing power parity, 
that is, by the relative levels of prices 
in two different countries, the price 
level in each of the two different 
countries being determined by the 
quantity of money and volume of trade 
in each country. Any deviation in the 
exchange rates from this purchasing 
power parity he regards as abnormal, 
temporary and unimportant. ) Thus, 
he says, “When the exchanges ‘move 
against a country people generally 
explain it as a result of an adverse 
balance of trade, but this explanation 
is obviously quite inadequate if the 
deviation of the exchanges is consider- 
able, and has more than a temporary 
character.” (Again, he refers to such 
factors as “‘distrust in the future of 
the monetary standard” as merely a 


268 


‘ Discussions 


cause for temporary deviation from 
the exchange rates indicated by the 
purchasing power parity, and argues 
that, when deviation from the pur- 
chasing power parity occurs, influences 
are set in motion which would “tend 
to enhance the value of the B-money 
in A and bring it up again to its pur- 
chasing power parity, which is, there- 
fore, the point of equilibrium for the 
exchanges.” } 

(The notion that exchange rates and 
gold movements between twocountries, 
both of which are on the gold standard, 
are governed by their relative price 
levels, is a very indefinite and inac- 
curate notion. It is true that the 
prices of articles which enter into inter- 
: national trade have a great deal to do 
with international gold movements, 
and with the international exchange 
rates. If such prices are high in 
country A and low in country B, the 
tendency will be for goods to leave 
country B and for gold to come to 
country A, and for the exchange rates 
to be adverse to A and to be favorable 
to B. But articles of international 
commerce make up a relatively small 
part of the articles which must be 
considered in determining price levels. 
Many commodities are too bulky to 
move far. The whole body of wages 
and house rents, to say nothing of 
real estate prices and the prices of 
local securities, have remote and 
incidental control over the gold move- 
ments. Further, as is well known, 
discount rates, international banking 
transactions and the like, normally 
and regularly influence the gold move- 
ments and the exchange rates in a very 
powerful way. Further, a country in 
which the general level of prices is 
rising in a period of prosperity may 
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easily draw gold away from a country- 
which is going through a period of 
depression, and in which prices are 
falling. ‘Gold reserves may be piling 
up in the latter country and not needed 
for business expansion there, while 
gold is needed in the country with 
active business and rising prices, and 
higher discount rates may easily tempt 
it away from the country of falling 
prices. po 

Even though something be granted, 
however, to the validity of the notion 
that comparative price levels! affect 
gold movements and international 
exchange rates in a situation where 
two countries are both on the gold 
standard, and where the movement of 
gold is free, it by no means follows that 
this will hold true in the type of case 
which Professor Cassel is discussing, 
namely, exchanges among countries, 
all of which are on an interconvertible 
paper money basis. Here there are 
simply no parities at all. Here there 
is no possible basis for stability, except 
as one of the countries with a stronger 
position may “peg” the exchanges of 
the weaker country by giving it unlim- 
ited credit—and even this as a long 
run matter is exceedingly doubtful 
and difficult. The great fact wnlen 
governs the value of irredeemabl 
paper money is, not its quantity; 
directly, but rather the prospect of its 
being redeemed in gold.2 The quan- 
tity of paper outstanding will, of 
course, greatly affect this prospect, 
just as the volume of debt which an 


i The writer ventures to refer to the chapter 
in his Value of Money on the “Quantity Theory 
and International Gold Movements,” pages 
315-320. 

2 That this is not the whole story is indicated 
in the writer's chapter on “Dodo Bones” in 
The Value of Money. 
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individual owes will affect the prospect 
of his being able to meet his debts and 
the standing of his credit in the mar- 
kets.- But a large volume of paper 
money issued by a strong government 
|may easily have a higher value per 
unit than a smaller volume of paper 
issued by a weak government. Incon- 
vertible paper money is at the mercy 
of every rumor affecting the credit of 
the governments.- Political events, 
battles, policies in taxation, the success 
or failure of great funding loans, the 
volume of floating debt of the govern- 
ment:apart from the circulating paper 
money, labor conditions, the export 
and import situation, the prevalence or 
absence of social unrest, the strength 
or weakness of political alliances, the 
volume of gold reserves, the vigor or 
timidity of the government’s gold 
policy—all these things, changing day 


by day, govern the value of the paper ` 


money, govern its standing in the 
international exchange markets and 
influence powerfully the level of prices 
within the country. ‘There are three 
great markets in which the value of 
such paper money may be measured. 
One is the foreign exchange markets; 
the second is the gold market, if active, 
open and free trading in gold is per- 
mitted; the third, the markets for, 
commodities, securities, land and labor. 
The matter has been elaborately 
worked out for the period of the green- 
backs in the United States from 1862 
to 1879. I would refer here to Wesley 
C. Mitchell’s well known studies, and 
particularly to his History of the Green- 
backs. Variations in the value of the 
greenbacks were measured in all three 
of these ways in the United States 
during this period. The prices of 
gold in the free gold market in New 
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York and the price of sterling exchange 
moved very closely together. The 
prices of commodities in the United 
States moved more slowly. If, how- 
ever, the curves for the standing of the 
greenbacks in those three great mar- 
kets are plotted, the general parallelism 
among them is very striking. There 
was always, however, a substantial 
lag for the movements of commodity 
prices. 





Certainly, therefore, it could 
not be said that the course of commod- 
ity prices governed the exchanges. 
The more highly organized exchange 
market moved first and the less highly 
organized commodity markets re- 
sponded less rapidly to changes in the 
value of the greenbacks, growing out 
of variations in the world’s belief in 
heir prospect of redemption) 

In recent months the same thing has 
happened in Germany with mark ex- 
change and commodity prices. When 
the exchange rate was four or five cents 
(American) tothe mark, a distinguished 
European economist, reasoning on the 
same basis that Professor Cassel is 
now employing (namely that the pur- 
chasing power parities would govern 
the exchange rates), presented the fact 
that prices in Germany had not risen 
as fast as the mark had fallen in the 
international markets, and urged that 
consequently a rise in marks was to 
be expected. The prediction failed. 
Marks continued their downward 
course until they reached one cent 
per mark. Prices in Germany, though 
they have*not risen as fast as the 
marks have fallen, continue to rise. 
{The purchasingepower parity did not 
[govern the exchange rate, and does 

ot govern it. Rather, both the 
internal purchasing power of the 
mark and its external standing are 
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governed by more fundamental forces, 
namely, the value of the mark, which 
primarily reflects the degree of expecta- 
tion that it will some day be made good 
in gold. This expectation has steadily 
diminished as Germany’s troubles and 
difficulties have become more appar- 
ent. ‘The increased issue of marks, in- 
dicative of continued weakness on the 
part of the German Government and 
leading to an increase of the burden on 
the Reichsbank, has of course acceler- 
ated the process. 

The heavy adverse balances of trade 
of virtually all the countries of Europe 
are factors of first magnitude in affect- 
ing their exchange rates. In part, 
for countries like Germany and some 
others, the great excess of imports Is a 
reflection of the rapid fall in the 
internal value of the paper money. 
People in Germany do not check their 
foreign purchases as the exchange 
rates turn against them, because they 
expect the rates to be still more 
adverse in the future, and hasten to 
buy all they can before the bottom 
drops out entirely. They treat their 
money like overripe fruit, and get 
rid of it before it spoils on their hands. 
In part, however, even for the Euro- 
pean countries whose currencies are 
soundest, there are heavily adverse 
exchange rates because of the sheer 
burden of the balance of quick liabili- 
ties to the United States and other 
non-European parts of the world, due 
to the one-sided flow of foreign trade. 
For Britain, e.g., the exchanges are 
burdened not only by the internal 
depreciation of the p&per pound, but 
also by the adverse trade balance, and, 
in addition, by Britain’s efforts to 
give credit to the Continent, through 
buying Continental exchanges, and 
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through selling on long time to the 
Continent. External depreciation has 
probably gone further than internal 
depreciation for the pound sterling. 
For some other countries external 
depreciation has ‘probably not yet 
measured adequately the internal 
depreciation. 

Professor Cassel rejects as “a pop- 
ular idea,” the notion that a shortage 
in commodities would cause a rise in 
prices, which would necessitate the 
creation of more money, declaring it 
“an obvious fallacy.” In general, he 
minimizes the extent to which short- 
ages of goods have occurred during 
the war, suggesting the figure of 10. 
per cent at one place as indicating the 
shortages of comimodities, and indicat- 
ing a 20 or 30 per cent shortage as 
apparently an impossible outside limit. 
That rising prices can occasion and do 
occasion an increase in note issue under‘ 
an elastic banking system, is, however, | 
one of the commonplaces of banking 
theory. John Stuart Mil! gives it 
his sanction, agreeing with the con- 
tention of Tooke that“in point of 
fact, in every signal instance of a rise 
or fall of prices, the rise or fall has 
preceded, and therefore could not be 
the effect of, an enlargement or con- 
traction of the bank circulation.” 
(This relates to the period covered by 
Tooke’s History of Prices, down to 
1832.) 

In the writer’s view, Professor 
Cassel minimizes to a degree that | 
almost grotesque the extent to which| 
shortages of goods have been brought! 
about by the tremendous wastes and 
demoralized production of the last 
five years. In ordinary times the 


3 Principles af Political Economy, Book 3, 
Chapter 24, par, 1. 
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world lives from hand to mouth. The 
accumulated stocks of goods, available 
for consumption at any given moment, 
are normally small.) It was estimated 
before the war that England. usually 
had on hand about a six weeks’ supply 
of food, and that a six weeks’ interrup- 
tion of her shipping would conse- 
quently bring England to the verge of 
starvation, since the bulk of her 
food comes in from abroad. The 
great bulk of the wealth of the United 
States consists of real estate, railways 
and their equipment, trolley lines, 
telegraph and telephone systems and 
the like—fixed capital and land rather 
than wealth available for immediate 
consumption. Comparing the income 
of the people of the United States with 
their-supply of consumable goods on 
hand at any. given time in the year 
. 1912, the writer feels safe in estimating 
that a four months’ supply of consum- 
able goods would be the outside limit 
of our current stocks in that year, 
and that cessation of production for 
anything like four months would have 
brought us to utter destitution. 


® : . 8 
Such a decrease and disorganization 


of production, and such a wasteful 
consumption as the World War 
brought about, necessarily curtailed 
the world’s stocks so greatly as to make 
a price revolution inevitable. The 
world cannot live upon its accumulated 
wealth. Land, bricks, mortar, rails 
and bridges, houses and factories can- 
not be used for food or clothing. 
Only the current product, which makes 
a very minor part of the total wealth 
of the world, is available for immedi- 
ate consumption. In measuring the 
effects of the war’s waste upon prices, 
then, we must institute comparison 
not between the waste of the war and 
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\ the total wealth of the world, but 


rather between the waste of consum- 
able goods in the war and the current 
stocks of consumable goods in the 
world. It is absurd to deny that the 
war has created great scarcities. It 


‘is in these scarcities that we must find 


in the gold prices of goods that have 
occurred during and since the war. 

These considerations make it clear 
also that when production and con- 
sumption come back to something 
like normal relations, when exports 
and imports come back to normal 
equilibrium, when stocks of goods 
are replenished again, when labor is 
fully and efficiently utilized and wastes 
and extravagance reduced, relief from 
high prices in the United States will 
have been brought about. 

The countries in which the gold 
standard has been abandoned have, 
of course, a more thorny path through 
which to go. For some of them, as 
Austria and Russia, the difficulties 
of restoring their currencies may be 
so great that we may well suppose 
them impossible. For others, like 
Great Britain, the restoration of the 
gold standard in a reasonable time 
may be confidently expected. The 
restoration of the gold standard, even 
in Austria and Russia, may be looked 
for by the same course that Mexico: 
employed two or three years ago when 
she frankly repudiated her unman- 
‘ageable mass of paper money and 
proclaimed “a new gold standard, 
making only hard money legal tender. 
It may indeed happen that the coun- 
tries where monetary chaos has gone 
farthest will be the. very first to come 
back on a hard money basis, through 
the complete unwillingness of their 


i major explanation of the changes 
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people to accept any other kind of 
money. For other countries there 
may be a prolonged period during 
which a struggle will be made to 
_ restore equilibrium between taxes and 
outgo in the public budgets, and to 
fund the public floating debts, includ- 
ing the debts of the states to the banks 
of issue, with a consequent reduction 
in the volume of bank notes outstand- 
ing, and with the ultimate resumption 
of specie payments held in view. 

One must protest, however, against 
Professor Cassel’s statement that “th 
restoration of the old gold parities is, 
as everybody knows, quite out of the 
question.” Some countries may be 
unable to reëstablish their old gold 
standards, but many of the countries 
of Europe will be able to do so, and 
most will at least be justified in making 
the attempt to do so. In any case it 
can be confidently asserted that no 
stability in international exchange 
rates will be possible until the cur- 
rencies of the world are again at a 
fixed ratio with gold, and that the 
only way in which a currency can be 
kept at a fixed ratio with gold is to 
redeem it directly or indirectly in 
gold on demand. I say “directly or 
indirectly” wishing to allow room in 
the generalization for such cases as 
“gold exchange standard,” under which 
the gold reserve is held in a foreign 
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country, and under which the currency 
of a country is redeemed in gold bills 
drawn on that foreign country, rather 
than in actual coin. This constitutes, 
however, merely a modification of the 
gold standard proper, and can work 
effectively only if actual gold can 
be secured at the end of the process. 
We must especially guard ourselves 
against the notion that any scheme 
for the regulation of the quantity of an 
arredeemable paper money can lead to 
stability, either in the internal or in 
the external value of that paper. 

In summary: finding much that is 
interesting and important in Professor 
Cassel’s paper, I limit my discussion to 


the points of dissent. I think that y 


he minimizes the really important 
factors affecting the exchange rates, 
such as the trade balances, the grow- 
ing distrust of irredeemable paper 
money, and the like, and that he is 
dealing with a myth-when he speaks of 
“purchasing power parities” as govern- 
ing exchange rates between countries, 
both of which have inconvertible 
paper money. The only parity that 
can have any meaning in interriational 
exchange rates-is a gold (or silver) 
parity, and when gold is abandoned, 
“parity” ceases to mean anything. 
Stability in international exchange 
rates depends on the restoration of the 
gold standard. ) 


DISCUSSION OF PROFESSOR CASSEL’S ARTICLE 


By Loro D’ABERNon 
Surrey, England 


It is a keen intellectual pleasure to 
read Professor Cassel’s brilliant state- 
menton “The World’s Monetary Prob- 
lem ” and to contrast it with the puerile 
inanities which form the basis of most 


that is written and spoken on the 
subject. 

To show how widely Professor Cas- 
sel’s views differ from those generally 
held, it may be well to place in close 
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. juxtaposition and in clear relief the 
popular view and those set forth in the 
article under review. 

The popular view is that the ex- 
changes will right themselves when 
trade resumes its normal course. 

Professor Cassel holds that this 
return to the old basis is quite out of 
the question. 

The rise of prices is popularly 
attributed to high cost of transport, 
to diminished output of labor, etc. 

Professor Cassel holds that there can 
be no independent cause of a. rise in 
the upward movement of prices other 
than a decrease in the total mass of 
commodities and an increased supply 
of money—the latter cause being in 
the present case incomparably the 
most important. 

It is generally thought that an 
unfavorable exchange favors the ex- 
port trade of a given country and 
impedes the import trade. 

Professor Cassel holds that once 
exchange is stabilized, it is of no 
importance whether the level is high 
or low. 

People generally explain a low 
exchange as the result of an adverse 
balance of trade. 

Professor Cassel points out that this 
explanation is quite inadequate to 
explain considerable and non-tem- 
porary fluctuations. These can be 
explained only by inflation which has 
brought down the internal value of the 
monetary unit of the country. 

The popular expectation is that the 
old exchange level can be restored by 
increased exports. 

Professor Cassel holds that this is 
only possible where the low exchange 
has been caused exclusively by war- 
time prohibitions of export. Where 
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the cause is an internal depreciation 
of the monetary unit through an 
excessive supply of currency, a reduc- 
tion of inflation is the only remedy. 

The popular view is that a general 
rise of prices can be prevented by 
legislation against profiteering and 
the enactment of maximum prices. ` 
. Professor Cassel says that result is 
unattainable so long as the government 
is incessantly flooding the country 
with fresh money, and the bank rate 
is kept too low. 

-The popular view is that heaping up 
masses of gold in a central bank will 
improve the monetary standard. 

This the Professor regards as an 
illusion, the value of the money of any 
country being solely determined by 
the scantiness of the supply of means 
of payment relative to the demand 
for means of payment. Unless the 
national currency is on a par with 
gold, gold in the vaults is not much 
more than an empty show. 

It is generally believed that a higher 
value would be attained by the national 
currency (leading to improved ex- 
changes and a reduced cost of living) if 
the government of the country can 
reéstablish its credit. 

This view the Professor holds to be 
false, the sole reason of the depre- 
ciated currency being superabundance. 

The general view is that prices will 
by and by come down to their old 
level by themselves. This view is 
held by the Professor to be quite 
groundless in the absence of definite 
measures of monetary policy. 

The above enumeration by no means 
exhausts the list of articles of popular 
currency belief which Professor Cassel 
holds to be totally erroneous and 
misleading, 
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The question is, are these statements 
merely scintillations of academic para- 
dox written as intellectual amusement, 
or are they the expression of a com- 
plete theory of currency and prices, 
fundamentally different from the 
vague beliefs on which the slipshod 
monetary policy of nearly all the 
governments of the world is based? 
-~ The two conceptions of the problem 
are so divergent that no compromise 
or half-way house is possible between 
them. 

If the Professor is right, the mone- 
tary policy which is now being fol- 
lowed in most countries in the world 
is radically wrong, and will lead, 
unless modified, to an aggravation of 
the discontent, unrest and financial 
disturbance which now prevail. 

If the Professor is wrong, it must be 
shown where the fallacy lies, and 
recorded facts must be explained and 
reconciled on some other general 
hypothesis. 

Personally, I agree with Professor 
Cassel in nearly all his main conclu- 
sions, and I regard his paver as at 
once the boldest and the mos: clear-cut 
statement which has yet been made on 
the problem. 

This is not the moment =o discuss 
some minor differences, when general 
identity of view is proclaimed. 

The facts recorded in the Monthly 
Bulletin of the Supreme Economic 
Council, and those presented still more 
strikingly in the White Paper (Com- 
mand Paper 434) are not explainable 
on any other hypothesis. 


DISCUSSIONS: 


Q75 


Unless a general theory similar to that 
stated in the present paper is adopted, 
what explanation is there of the 
admitted fact that prices in each 
country have risen in direct proportion 
to -the over-supply of currency, and 
that foreign exchange in each country 
has fallen in nearly similar proportion? 
Is any such result conceivable if super- 
abundance of currency was either a 
non-existent cause or a minor cause? 
Do not the facts and figures point 
directly to the conclusion that cur- 
rency is the dominant factor? 

Great importance is attached in 
some quarters to the influence of 
excessive imports -and inadequate 
exports, but in Russia where the dis- 
turbances caused by inflation are 
seen in their most extreme form, and 
where prices are higher and exchange 
is lower than anywhere else, there has 
certainly been no excessive importa- 
tion of foreign goods; similarly with 
Germany and Austria. Does anyone 
contend that the fall of the mark 
to one-tenth its par value or lower has 
been caused by an excess of importation 


‘from abroad? 


The conclusion of the whole matter 
is that a faulty currency policy dur- 
ing the war and still more since the 
war has been the main cause of high 
prices and low exchange, and of all 
the resulting unrest and disturbance. 
Until a wiser currency policy is adopted 
by the great nations of .the world, 
there is no chance of permanent 
improvement. 
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A DISCUSSION OF PROFESSOR CASSEL’S ARTICLE 


By Irvine FISHER 
Yale University 


There is nothing, I think, in Pro- 
fessor Cassel’s able paper to which I 
cannot give a very hearty assent. 
Under these circumstances there seems 
to be no need for me to attempt any 
lengthy comment. I shall, therefore, 
merely restate, briefly, what seem to 
me the salient truths brought out by 
Professor. Cassel and add a little em- 
phasis to the remedies available. 

While, theoretically, there are many 
possible causes for changes in the 
price level, the master key is always, 
or almost always, monetary. Even 
during the great war, when some coun- 
tries’ scarcity of goods played a big 
part, inflation played a still bigger part. 
This inflation has, incidentally, cut 
the purchasing power of gold in two, 
primarily through the displacement of 
gold by paper. 

Changes and uncertainty in the pur- 
chasing power of the dollar and other 
monetary units escape notice as such, 
yet they are, in actual fact, far more 
serious than changes in the foreign 
exchanges. Furthermore, the change 
‘in the rate of exchange is, for the most 
part, a reflection of changes in relative 
purchasing power. The franc is worth 
so little today in America because it 
will buy so little in France. The true 
remedy, therefore, 1s to stabilize the 
purchasing power of monetary units in 
each separate country, (1) by stopping 
inflation, which implies stopping ex- 
cessive governmental expenditures; (2) 
by a proper control.of banking, espe- 
cially as to the rate of discount, and (3) 
if we wish a complete solution, by 
varying the weight of the dollar. 
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If the United States will set the 
example other countries will follow. 
The great practical question is to 
select the price level for each country 
which we wish to maintain. 

Undoubtedly, we shall soon see 
arrayed against each other the forces 
favoring inflation and those favoring 
deflation. There ought to be in each 
country, I believe, a judicial commis- 
sion to determine what real justice 
demands. Merely to resume specie 
payment is not necessarily to render 
contractual justice, if the specie in 
which the resumption is to take place 
continues to have only half the value 
it had before the war. On the other 
hand, we would be too drastic if we 
attempted to go back to pre-war price 
levels. There has been a veritable 
“price revolution.” The present high 
altitudes are not much above the 
levels of two or three years ago. 
Meanwhile, a great mass of contracts 
have come into existence, including 
government bonds. If all countries 
should deflate to restore the pre-war 
price level the French war debt, under 
which France is already staggering, 
would virtually be multiplied by three, 
for her present inflated price level 
represents a three-fold depreciation of 
the franc. 

I imagine that a judicial commission, 
taking testimony as to contracts now 
outstanding dnd the price levels at 
which they were started would con- 
clude that, while the immense amount 
of injustice created ‘by the price up- 
heaval of the war cannot be undone, 
the amount of injustice will be less if a 
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price level is chosen for the future, 
only slightly below the present price 
level, say 5, 10, or 15 per cent, varying 
in different countries. 

Why should we not thus judicially 
and deliberately choose new price 
levels for our new world? In other 
words, why not choose anew our 
sovereign, franc, mark and dollar? 

What the coins representing these 
monetary units weigh is of no conse- 
quence compared with what they buy 
and if we once decide on what they 
ought to buy, that is, what the general 
level of prices ought to be, it is easy to 
decide what the weight of the respec- 
tive monetary units shall be to start 
with. 

I do not mean that we should im- 
mediately. drop down 5, 10, or 15 per 
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cent. There should be a gradual 
approach, an inclined plane or gang- 
plank, from existing price levels to the 
permanent price level decided upon, 
descending perhaps one-half of one per 
cent per month, or whatever other 


rate 1s, after careful consideration, 


found to be best. 

I shall not attempt here to restate the 
plan, which I have so often advocated, 
of stabilizing the dollar, but take the 
liberty of referring the reader to my 
book by that title, now out, which 
attempts to give the full argument for 
stabilization for which, in some form, 
the needs of the times cry aloud. 

If we once stabilize each individual 
monetary unit, we shall thereby also. 
stabilize international exchanges þe- 
tween them. 


DISCUSSION OF PROFESSOR GUSTAV CASSEL’S “PRICES AND 
THE MONETARY PROBLEM” 


By Wiiitam A. Scorr 


University of Wisconsin 


Professor Cassel’s diagnosis of the 
monetary and price problem which now 
confronts the world is, in my judgment, 
confused and my own confidence in the 
value of the remedies he suggests is 
weakened by his loose use of the term 
inflation and his exclusive reliance upon 
the quantity theory of prices. 

His test of the presence or absence 
of inflation appears to be prices. If 
their level has risen, he concludes that 
inflation is present, whether the imme- 
diate cause of the rise be the cheapening 
of gold or the depreciation in the in- 
controvertible currencies of Europe. 
There would be no harm in such a use 
of the term if he did not rely chiefly 
` upon inflation for his explanation of 


the change in the price level. To con- 
clude that there is inflation whenever 
there is a rise in the level of prices and 
then to explain the rise by inflation is 
to reason in a vicious circle and to lead 
nowhere. 

The quantity theory of prices Is 
equally confusing and valueless in the 
present discussion. To refer to that 
old formula, in a discussion of the 
ultimate causes of price changes, is to 
misconceive the problem and to follow 
a false scent which will lead back to the 
point from which the start was made 
and throw no ray of light upon the dark 
places. | 

As I see the situation, there are three 
fundamental problems now awaiting 
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solution which, in importance, have 
precedence over all others. ‘They are 
the increase in the production of 
staple commodities; the resumption of 
specie payments in Europe; and such a 
revision of the budgets of the govern- 
ments of the countries which were 
engaged in the World War as will 
enable them, out of current revenues, 
to pay current expenses, the interest on 
their public debts and an annual sum 
sufficient for the accumulation of a 
sinking fund, adequate to the pay- 
ment of the principal of their debts in 
a reasonable period of time. Of 
course, these problems are not entirely 
independent of each other, either in 
origin or in solution. The solution of 


one will help in the solution of the- 


others and no complete and final solu- 
tion of one is possible without the 
solution of the others, but they are 
sufficiently independent to warrant 
their being attacked separately. 

For the solution of the production 
problem’ we need, primarily, peace, 
including a league of nations or some 
other settlement of our post-war mter- 
national political problems, ‘the re- 
‘moval of embargoes on commerce and 
the restoration of practicable working 
relations between laborers and their 
employers. 

The problem of the resumption of 
specie payments can be solved only by 
the retirement of the inconvertible 
notes, which the governments of 
Europe issued during the war, for the 
purpose of forcing a loan from the 
people, and the reduction of the issues 
of European banks to such a volume as 
will restore their convertibility into 
gold on demand. Any attempt to 
compromise on this matter in the man- 
ner suggested by Professor -Cassel, or. 
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_in any other way, in my judgment, will 


only prolong the agony. This is not 
an insoluble problem and its solution 
within the next five years will be easier 
and attended with less disturbance 
than at any subsequent period. The 
solution will be found, however, only 
if economists and statesmen resolutely 
face the problem. If they entertain 
the feeling that the situation is hope- 
less and that past experience can no 
longer serve as a guide, and toy with 
such nebulous ideas as are involved in 
Professor Cassel’s “purchasing power 
parity,” we may wallow in the present 
“slough of despond”’ for an indefinite 
period. l 
The difficulties of the budgetary 
problems of the governments of Eu- 
rope can hardly be exaggerated, but 
they cannot be lessened or removed by 
beclouding the question at issue. The 
debts incurred during the war, includ- 
ing those in the form of notes now cir- 
culating as money, must either be paid 
or repudiated, and the financial con- 
sequences of these two methods of 
procedure will not be so different as at 
first glance they appear to be. The 
debts in question are mostly domestic, 
and, if they are paid, taxes sufficient to 
meet the annual interest charge and to 
build up an adequate sinking fund 
must be levied on and collected from 
all the persons subject to taxation, and 
turned over to the holders of bonds and 
other public securities. If they are 
repudiated, a tax likewise will be levied 
but exclusively on security holders. 
Assuming that all security holders are 
taxpayers, and all taxpayers security 
holders, an assumption not very re- 
mote from the facts, the resulting 
financial position of each citizen will 
depend upon whether he loses more as ‘ 
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taxpayer than he gains as a public 
security holder or vice versa. The 
` balance of gains and losses will, of 
course, vary with different persons and 
will not be the same in perhaps any 
case under the debt-payment and 
debt-repudiation plans, but in many 
cases the difference will not be great, 
and in every case there will be gains 
and losses to be balanced under either 
plan. 

Of course, a combination of the two 
plans is. possible, amounting in sub- 
stance to partial repudiation or a 
sealing of the debts. It is this which 
Professor Cassel suggests when he 
recommends that “every attempt at 
the restoration of the old value of 
money” should be abandoned. The 
old value of money and the old price 
level are not identical, though his 
. method of reasoning forces him to 
maintain that they are. The old 
value of money in the gold-standard 
countries is the value of the amount of 
gold constituting the unit of the value, 
. whatever that may be, and, if that 
value is less now than it was formerly, 
as it doubtless is, the restoration of the 
value of money would not restore the 
old level of prices, but it would restore 
the convertibility into gold of all forms 
of the currency of each country. 
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The solution of the above mentioned 
problems will restore the exchanges to 
their pre-war state and will relieve the 
banks of the world of the greater part 
of the strain under which they are at 
present operating. The chief cause of 
their present overexpanded condition 
is the support they have been obliged 
to give their respective governments in 
the financing of the war. As soon as 
Ahe finances of these governments have 
been placed upon a sound basis, the 
banks will be relieved of that obliga- 
tion. Another cause of expansion is 
speculation which is everywhere ram- 
pant at the present time, especially in 
this country. For the support of this 
the banks are themselves responsible 
and the remedy for whatever amount 
of over-expansion is due to this cause ' 
they have in their hands, and they 
should apply it vigorously and without 
further delay in the form of increased 
discount rates and greater discrimina- 
tion In the granting of credits. To 
expect the banks to accomplish more 
than this amount of deflation, to use a 
widely current term, is to expect the 
impossible, and to rely upon bank 
deflation as the chief element in the 
solution of present price and monetary 
problems is, in my judgment, to court 
disappointment and to delay a real 
solution. 


OBSERVATIONS ON ARTICLE OF PROFESSOR GUSTAV CASSEL 


By. WALTER LICHTENSTEIN 
Foreign Trade Department, First National Bank, Chicago, Il. 


In general, I find mysélf in complete 
agreement with Professor Cassel, and 
it is interesting to note that he empha- 
sizes certain aspects of the question of 
high prices with which the public is 


altogether too unfamiliar. The state- 
ment that “it is important to root out 
the popular fallacy that a general rise 
of prices can be prevented by legisla- 
tion enacting maximum prices and 
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inflicting punishments on speculators, 
while the government is incessantly 
flooding the country with fresh money 
and the bank rate is kept too low,” 
cannot be repeated too often.. The 
popular fallacy, to which Professor 
Cassel refers.in the paragraph quoted, 
is leading to agitation in this country, 
which, if sufficiently long continued, 
will have disastrous effects upon busi- 
ness enterprises. If our large em- 
ployers of labor are to be com- 
pelled to pay high wages, and at the 
same time are afraid to charge suf- 
ficiently for their products for fear 
that they may go to jail if they do so, 
it is obvious that we shall soon face a 
complete stagnation in business. As 
stated in several recent, papers, it is 
not at all desirable for this country 
that there should be a very: sharp 
reduction in the present price levels, 
and it would be well if we all realized 
that any reduction in price levels ought 
to be rather gradual. To be sure, Pro- 
_ fessor Cassel is probably not correct in 
believing that the present price levels 
should be maintained for all time. As 
Professor Wesley C. Mitchell of New 
York showed at a recent meeting of 
the American Economic Association, 
the experience of the past teaches us to 
believe that in course of time the level 
of prices will become again more nearly 
what we regarded as normal before the 
war. 

Professor Cassel’s explanation of 
ratios of exchange between various 
countries is interesting and illuminat- 
ing. He makes it perfectly clear that 
the ‘panacea put forth recently by 
various gentlemen for doing away with 
present exchange difficulties by creat- 
ing a kind of international currency, 
would not solve our difficulties at all, 
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since, according to his view, the ex- . 
change ratios do not depend by any 
means entirely upon the question of 
the relation of monetary units to gold, 
but to a large extent upon the pur- 
chasing power of the currency of any 
country within that country itself. It 
is therefore evident that if every coun- 
try had the same currency it would 
not mean that this currency would 
necessarily be of identical value in 
every country, and international bills 
of exchange would not by any means 
be payable at par the world over. 

In his discussion at the meeting of 
the American Economic Association, 
Mr. James B. Forgan agreed with, and 
In a sense anticipated the remarks of 
Professor Cassel regarding the desira- 
bility of raising discount rates. Pro- 
fessor Cassel is entirely correct in 
stating that this was too long delayed 
from a theoretical pomt of view, but, 
on the other hand, there were many 
practical considerations why the gov- 
ernments did not dare to do what 
undoubtedly their financial. advisors 
thought desirable. 

Professor Cassel has not touched 
upon one remedy which might aid the 
situation very much, and which has 
been discussed at considerable length 
in the book of Mr. J. M. Keynes, The 
Economic Consequences of the Peace, ° 
recently published. According to Mr. 
Keynes, and he undertakes to prove 
his points by means of a wealth of sta- 
tistical material, the trouble with the 
whole world at present is that it. is 
laboring under a mass of governmental 
debts which ¢an’ never be paid, but 
which will be a source of continuous 
irritation and uncertainty. Probably 
the whole world, including the United 
States, would be better off if some 
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international conference would be 
called, consisting of leading financiers 
and economists to consider carefully 
the question of the situation in each 
and every country, and on this basis 
readjust the financial obligations of 
the various countries, one to another. 
This would bring about a sanitation of 
economic relationships which would 
lift a burden from the shoulders 
of everyone engaged in productive 
activity. The world at present is 
much like a bankrupt concern which, 
nevertheless, 1s continuing to stagger 
on without trying to reach some ad- 
justment with its ‘creditors. In addi- 
tion to an international economic con- 
ference, the question might well be 
raised in many of the countries whether 
it would not be better for everyone 
concerned if the internal debt were 
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cancelled. If we take a country like 
Germany, for example, its internal debt 
and its international obligations are 
such that in one form or another every- 
one having means at all will face what 
amounts to a recurrent confiscation of 
property. Would it not be better if the 
state were to frankly repudiate all its in- 
ternal debts and permit everyone start 
afresh? After all, such a repudiation 
would strike those very same people 
who will suffer from a system of taxa- 
tion which is to be regarded as being 
equivalent to gradual confiscation. 
An old proverb says, “An end with 
frightfulness is to be preferred to 
frightfulness without end.” It seems 
to me that this proverb might readily’ 
be applied to the present financial 
state of the world. 


A DISCUSSION OF PROFESSOR CASSEL’S ARTICLE 


By A. Barron HEPBURN 
Chairman, Advisory Board, Chase National Bank, New York City 


I have read Professor Gustav Cas- 
sel’s paper with very great interest and 
general approval. I take exception 
to some things, however. What has 
Happened to the Worlds Monetary 
Standards is well stated. 

Like all devotees of the quantity 
theory of money, however, Professor 
Cassel gets the cart before the horse. 
Under the heading “Popular Ideas,” 
in arguing that the quantity. of money 
fixes the price level and in combating 
popular ideas which are erroneous in 
his opinion, he says, “This is the case, 
e.g., when people speak of high wages, 
high cost of raw material, etc., as 
the causes of the general increase in 
prices.’ The cost and hence the 


prices of finished goods are represented 
mainly by the cost of labor and the 
cost of raw material. When the cost 
of these items Is increased, the cost 
of the finished product is neces- 
sarily increased, and high or higher 
prices inevitably result. This is so 
manifestly true that it seems strange 
that anyone can argue that the quan- 
tity of money is alone responsible 
for increased prices. People do not 
actually borrow money in advance 
with which to go shopping, even when 
they arrange credit in advance. The 
issue of the credit instrument in pay- 
ment imvaribly follows the trans- 
actions. People buy products and 
then they seek some sort of credit 
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with which to pay for the same. ‘This 
may result in increased bank credit; it 
may result, in certain instances, in 
increased bank circulating notes, but 
the increase of the credit instrument, 
whatever form it may take, follows 
the business transaction, and is the 
result and not the cause. When at 
the beginning of the European war, 
because of the limited supply of com- 
modities, different nations began bid- 
ding against each other in order to 
supply their needs, that bidding nec- 
essarily increased the price. Then 
these respective bidders sought credit 
as a means of payment. It was the 

competitive bidding that advanced 
the prices, not the creation of credit 
instruments with which to pay for 
commodities. 

The fact that Europe, in the first two 
years of the war, sent us a billion 
dollars in gold in payment for their 
purchases was not what advanced 
prices, nor would the cause have been 
money, had they made loans in this 
country instead, to pay the debts in- 
curred. It was their necessitous and 
insistent demand for the product and 
their bidding against each other that 
advanced prices, and not the quan- 
tity of money or credit instruments. 
Credit instruments, whether currency 
or otherwise, are not created in ad- 
vance of business transactions, but are 
created to enable the party purchasing 
to consummate the transaction by 
means of payment. Payment is a 
` subsequent event. 

I agree with Palsa Cassel that 
the world is suffering at present most 
severely from the uncertainty of the 
internal value of money in the different 
countries. Many years ago my bank 
correspondent in Amsterdam gave me 


cents on the dollar. 
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a luncheon which was attended gen- 
erally by the bankers of Amsterdam. 
I recall one of the bankers telling me 
that during our Civil War he pur- 
chased a large volume of United States 
bonds, paying for the same in European 
exchange, which of course was the 
equivalent of gold at that time, at 43 
He held these 
bonds until after the resumption of 
specie payment in 1879 and later sold 
them at 118. Gold went to a premium 
in the United States in 1862 and re- 
mained at a premium until the resump- 
tion of specie payment, January 1, 
1879. During this interval we had the 
“greenback” craze and the doubt as to 
whether the United States would 
redeem its obligations in gold according 
to their tenure had the effect of greatly 
depreciating our currency. Our legal 
tender note was worth at one time only 
40 cents on the dollar. From the 
close of the Civil War till January 1, 
1879, there was a continuous trade 
balance in favor of the United States. 
The balance of trade is only one factor 
in determining exchange; the doubt as 
to the real value of a country’s cur- 
rency is another, and very important 
element to be considered. 

Professor Cassel says also, “Xn the 
whole world the rates of discount have 
been too low during the war.” That is 
manifestly true. If our government 
had offered its bonds at the current 
rate of interest instead of appealing 
to the pgtriotism of the people and 
resorting to a propaganda in order to 
place the issue, the bonds would have 
stayed at par or above and the public 
would have continued to own them 
instead of selling them, forcing them 
into money centers, and very largely 
into the banks. The apparent saving 
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in the low rate of interest cost people 
many times that rate of interest in the 
depreciation of their securities and the 
inflation of prices generally. 

Prices generally depend upon the 
law of supply and demand. Money 
is no exception. High prices lessen 
the demand and tend to bring about 
a stable equilibrium. It is always in 
the interests of commercial commu- 
nities to charge fair rates for money as 
it is to charge fair rates for any other 
article or service. Had our govern- 
ment paid fair rates they would have 
kept their securities at or about par, 
kept them in the hands of the public 
and made it much easier to overcome 
high prices which are the result of 
inflation. i 

Our government spent over a billion 
dollars purchasing its own securities 
in the market, under the mistaken idea 
that they were sustaining the prices of 
the same. The prices, nevertheless, 
continued to recede. Had they not 
adopted this policy, the interest being 
certificates in the banks would be less- 
ened by that amount, and our com- 
mercial and financial interests would 
be in that much better position. 
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We can have no deflation until this 
floating debt of the government carried 
by the banks in the form of interest- 
bearing certificates, which now exceeds 
three billions of dollars, is retired. 
The banks will then have sufficient 
funds to supply the commercial de- 
mands of the business community, and 
prices will go down from their present 
dizzy height to a more normal level. 

I cordially endorse what Professor 
Cassel says about the reduction of 
state expenditures. Until the incomes 
of the governments recently at war 
equal their expenditures; in other 
words, so long as they go on increasing 
their debt, deflation is impossible and 
the uncertainty of the value of their 
currency is Intensified. 

This is a question which must be 
settled by each country itself. Eng- 
land’s trade balance, according to 
Lloyd George, is now favorable and her 
income will, for the present fiscal year, 
equal her expenditures. England is in. 
a position to “come back” and resume 
her position as one of the leading com- 
mercial nations of the world. The 
continental countries are by no means 
in as favorable a condition. . 


COMMENTS ON PROFESSOR CASSEL’S ARTICLE 
. By Epwin Cannan, M.A., LL.D., 


Dean, Faculty of Economics, University of London 


AM entirely in agreement with 

Professor Cassel’s explanation of 
the general rise of prices and of what 
is called the “dislocation of the ex- 
changes.” I applaud his exposure of 
the folly of supposing that a hoard of 
gold which no one may draw upon is 
of some immediate use in, supporting 
the value of a paper currency, and I 


welcome his support for the doctrine 
which I have (without much success) 
been trying to teach the public, that - 
the high profits, supposed to be due 
to some witchcraft called “profiteer- 
ing,” are simply the result of a depre- 
clating currency which means a rise 
of prices between the time of buying 
and the time of selling. As to reme- 
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dies also I am in agreement with him. 
I am only inclined to add a little with- 
out taking away anything. 

First, I think it should be clearly 
understood that a “discount policy” 
is not likely to work, unless those 
who have to put it in force recognize 
that the purpose of it is to reduce the 
currency, and are themselves in sym- 
pathy with this purpose. I do not 
believe, for example, that .the Bank 
of England could bring the pound up 
to its proper value of 113 grains of 
fine gold or $4.86 by putting the bank 
rate up, unless the other banks and 
the government saw that what was 
wanted was to reduce the outstanding 
amount of bank notes and currency 
(usually called “treasury’’) notes, and 
were really desirous that the reduction 
should take place. Consequently, I 
put more faith in direct action for 
reducing currency. In England, at 
any rate, it is perfectly easy for the 
government to reduce the bank-note 
currency by a very large amount in a 
very short time and-without any 
expense, but with considerable profit. 
Gold equal to a hundred and thirteen 
million sovereigns is held by the Bank 
of England against its notes. The 
notes are convertible, but if a private 
person presumes to convert them and 
then to export or melt the gold, the 
government can and does prosecute 
him; no one, however, can prosecute 
the government itself for drawing 
out and exporting as much gold as it 
can present notes for. The British 
Government, therefore, unlike all other 
institutions and persons, is able to pro- 
cure with £1 what will pay a debt of 
nearly $4.86 in America, since it alone 
is able not only to get five sovereigns 
with a £5 Bank of England note but 


also to send the sovereigns abroad to 
be sold for what they will fetch. If, as 
is probable, it shrinks from thus 
affronting the worshippers of “gold 
backing,” rt can still reduce the cur- 
rency notes by the simple process of 
getting some of them in by taxes, 
or by borrowing at interest, and can- 
celling them. Of course, any of these 
methods will tend to cause an imme- 
diate rise in the money market rate 
of interest, but I do not think a rise 
so caused would excite nearly so much 
opposition as what would be called 
an “artificial” rise brought about for 
the purpose of reducing the currency. 
secondly, I think it is necessary to 
insist strongly on the fact that each 
country acting alone, however indebted 
and poverty stricken it may be, has 
the power of bringing its money—its 
unit of account—into some fixed 
relation with gold and keeping it there. 
It may be impossible, or if not impos- 
sible very undesirable, for Germany 
to bring the mark up to the value of 
24 cents, but it is quite possible for 
Germany alone to fix the mark at 
1 cent or some rather higher figure, and 
very desirable that it should do so. 
To cure the violent variations in 
exchange which are the real evil of 
the “dislocation,” what is required is 
for each of the countries not at present 
on a gold standard to come back to 
that standard, no matter, so far as 
civilization in general is concerned, 
what partieular rate each of them may, 
having regard to its own circumstances, 
find convenient, This is not a matter 
for international action, and nothing 
but harm is done by the perpetual sug- 
gestion that the United States or all 
the countries with the least depreciated 
currencies are to take steps to reha- 
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bilitate the more depreciated curren- 
cies of other countries. ` 

It is only after civilization has been 
restored by the reéstablishment of 
the common monetary unit, t.e., an 
ounce of pure gold, which prevailed 
` before the war throughout all the world 
except a portion of the east where 
silver was the unit and a few disor- 
dered localities in the west, that inter- 
. national action is admissible. 

There is no need for the restoration 
of gold as a standard to cause a great 
additional demand for it. There is 
no reason for giving up the circulation 
of paper and taking again to pockets 
and tills full of heavy metal. We, in 
England, do not want sovereigns and 
half sovereigns again; we should have 
discarded them long ago, like the 
Scotch and Irish and the inhabitants 
of most of the white colonies, if our 
banks’ convenience had not caused our 
legislature -to persist in the prohibi- 
tion of notes under £5. The stocks of 
gold in the banks and these hoarded 
away for the present by. individuals 
are together quite sufficient to provide 
the reserves necessary for keeping the 
different paper currencies in their 
proper relation to each other and to 
gold. But the infirmities of reasoning 
power in the human race and the back- 
ward state of elementary instruction 
in economics are such that it is possible, 
as Professor Cassel fears, that the 
restoration of the gold standard may 
be accompanied by a large demand 
for gold for currencies and reserves, 
even if it takes place*as the consid- 
ered policy of governments. There is 
another possibility—that gold may be 
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restored as a standard by the people, 
independently of their governments. 
Tired of the perpetual depreciation 
of paper money, people have often 
refused to deal in it any more, and have 
taken, in spite of their government, 
to buying and selling in metal instead 
of notes; if this should happen, as we 
are told it has already happened in 
Mexico, there would necessarily be a 
large demand for gold for currency. 

It may be, therefore, that the res- 
toration of the gold standard, in the 
absence of corrective measures, may 
involve a great and inconvenient drop 
in prices when reckoned in that 
standard.. 

On the other hand, nothing of this 
kind may occur. Professor Fisher 
may be right in believing that the 
demand for and the supply of gold 
will be in such relation that prices in 
gold will not fall, but will go on rising 
as they went on rising before the war, 
and that to an inconvenient extent. 

If pressed for a guess, I should be 
inclined to hazard that the immediate 
result of the restoration will be a fall 
of prices, but that the old rise would 
soon be resumed. The thing that is 
most unlikely is that gold would be 
very stable. When my grandmother 
was told by one of her sons that he 
intended to “trust in Providence,” she 
retorted, “I never saw any good come 
of that!” If mankind wants a stable 
standard, they must bestir themselves 
to make one, and not trust that Provi- 
dence will arrange that gold or any 
other particular metal shall always buy 
the same quantity of goods in general. 
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The Trend Toward Industrial Democracy 
By E. P. Caryney, LL.D. 


University of Pennsylvania 


SUPPOSE the fact that we are all 
experimenting in various ways, 
in various forms of industrial democ- 
racy, is an unquestionable one. But 
the question that appeals to me is 
whether this is simply a temporary 
thing, simply a chance effort to meet a 
chance problem, or does it fall in with 
that general trend of events which one 
gradually gets to trust as being the 
best clue to the importance and the 
probable continuation of any move- 
ment that one sees an instance of in 
our midst. In an effort to test this 
trend I think it will be possible to see 
three things; first, that it belongs to 
a long movement, one that has gone 
over a long period of time; secondly, 
that it is a broad movement, that it is 
only one part of a whole series of 
changes; thirdly, that it is analogous 
to the great political movement that 
we have been so interested in in the 
last century and are still in the midst 
of, and that it therefore has whatever 
strength the political movement to- 
ward democracy possesses. 


Tae GOVERNING Crass In ENGLAND 


To show those facts as they seem to 
me, I intend to go to English examples. 
English examples are more available 
than American examples for two or 
three reasons. One is that England 
has only one legislature, and her leg- 
islation is, therefore, a simpler problem; 
whereas we have some forty-nine. 
Another reason is that they were 
earlier on the ground than we in most of 
these things. Most political phenom- 
ena and, I think, all economic phenom- 
ena of recent times have shown them- 
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selves first in England. Then again it 
is easier to stand off and look at what 
somebody else is doing than to analyze 
and classify the occurrences of which 
we are ourselves a part. 

As everybody knows, a hundred 
years ago, if we can take that large a 
span, England was subject to a class - 
government. She possessed an aristo- 
cratic type of political government. 
Out of the 12,000,000 people in Eng- 
land at that time, if you took about 
100,000, you would find in that group 
all the members of Parliament and 
those who were influential in elections, 
all the members of the ministry, all dip- 


- lomatic representatives abroad, all the 


judges on the bench and the minor judi- 
ciary of the country, all the officers in 
the army and navy, all the clergy of 
the established church, all the pro- 
fessors and students in the universities 
and in the great public schools. From 
almost every point of view you chose 
to look at persons of political or social 
influence you would find them a closed 
circle. A comparatively small number 
of persons were controlling the politi- 
cal destiny of England and all other 
phases of society that fall naturally in 
with its political fortunes. England, 
in other words, had an aristocratic 
form of government in which 12,000- 
000 people were governed by about 
one-hundredth of their own number. 
Only about one grown man in eight 
was a voter. Political aristocracy was 
nearly complete. The members of it 
were proud of their success. They 
pointed with pride ‘to the great wars 
which they had carried through suc- 
cessfully and to what they considered 
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their good government. The Duke of 
Wellington, who was Prime Minister 
in 1830, said that if he were asked to 
make a government for any country 
he would not say that he would make 
a government like that of England, 
because the power of man could not 
accomplish that, but he would make a 
government just as nearly like that of 
England as could be. The reason it was 
such a good government was because 
property was so largely represented, 
especially landed property. 


Tar Economic GOVERNING CLASS IN 
ENGLAND 


Such was the position and such was 
the attitude of the governing class of 
England. That is familar, but I do 
not think we are quite so familiar with 
the fact that, looked at from an eco- 
nomic point of view, exactly the same 
thing was true in England one hundred 
years ago. 
narrow class government. If you 
should have taken 100,000 people, or 
probably a much smaller number than 
that, you would have found in that 
100,000 persons all those who had any 
effective control over the economic 
concerns of England—all the manufac- 
turers in the larger forms of industry, 
all the mine owners, all the owners of 
the railroads that were just then being 
laid, all the owners of the steamship 
lines that were just then being estab- 
lished. Looked at from every point of 
- view that has to do with the industrial 
life of a nation, including all the great 
landlords of the country, you would 
find that it was again a closed circle. 
The actual numbers I do not think it 
is practicable to obtain, but, certainly 
they were much less than 100,000 
persons. Sometimes they were the 
same as the political aristocracy. 
Lord Melbourne, for instance, was not 
only Prime Minister of England but 
one of the largest coal mine owners in 


The country was under a | 


England. You may find other in 
stances where the two classes lap over 
each other, though in most cases this 
was not true. However, if you took 
those 100,000 persons or fewer, they 
had very much the same position in 
economic concerns that the political 
aristocracy which governed England 
had in its political concerns. 

They were alike proud of their 
success and alike approved by the 
dominant spirit of the times. Cir- 
cumstances had so worked out that 
the new inventions of the industrial 
revolution had come, not into the 
hands of the whole community, as 
seems to have been anticipated by the 
earlier inventors and the organizations 
which offered prizes for new inventions, 
but had come into the hands of a cer- 
tain group of persons. The prevailing 
view of laissez-faire was that the gov- 
ernment was to leave economic con- 
cernsalone. Butlaissez-faireas usually 
interpreted means to leave things 
alone as they are at any one time. It 
does not mean to let everybody start 
fresh from scratch; it means to leave 
some people with a very heavy handi- 
cap and other people with very great 
advantages. To “leave things alone” 
at that time meant to leave the con- 
trol of the newly organized industry to 
those persons who, by family connec- 
tion or by inheritance, or by other 
opportunity were able to obtain capital. 
Moreover, laissez-faire meant to leave 
them with the political system of the 
time intact, a system of government by 
the few, government by an aristocracy. 
When the workmen began to form 
combinatigns the employers appealed, 
in the first place, to an aristocratic 
and, therefore, sympathetic legislature. 
Parliament, tHereupon, strengthened 
the old combination acts. Then they 
appealed to the courts and the opposi- 
tion of the common law to any kind of 
organization. I presume there never 


THE TREND TOWARD INDUSTRIAL DEMOCRACY 3 


has been any such body of class law 
‘in the world as the English common 
law as it was as late as a century ago. 
It was the law of the state as against 
the individual citizen. It was the law 
of the landlord as against the tenant. 
It was the law of the employer as 
against the employee. It was the law 
of the husband as against the wife, of 
the man as against the woman. The 
relations of economic classes were then 
under the domination of the law of the 
time, the common law, and of statutes 
that were being adopted from time to 
time by an aristocratic legislature. 

In 1810 the journeymen printers on 
the London Times struck for higher 
wages. A number of them were 
prosecuted under the combination 
laws and were sentenced to imprison- 
ment for periods from nine months to 
two years. Sir John Sylvester, the 
judge, when sentencing them said: 
“ Prisoners, you have been convicted of 
a most wicked conspiracy to injure the 
most vital interests of those very em- 
ployers who gave you bread. 

The frequency of such crimes among 
men of your class of life and their 
tendency to ruin the fortunes of those 
employers, which a principle of grati- 
tude and self-interest should induce 
you to support, demand of the law 
that a severe example should be made.” 
That is, employers were a class who 
gave bread to another class—the 
-workingmen. A certain magistrate 
who was also a mine owner, reporting 
to the Home Secretary in 1830 con- 
cerning a strike against the truck 
system writes, “I shall have the men 
apprehended who have ‘left their 
employ and have them sent to the 
treadmill.” Not only was there a 
governing and a governed class indus- 
trially, but the former were also consid- 
ered to be, as in the case of aristocratic 
political government, the patrons and 
benefactors of the workingmen and of 
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the community as well. A judge in 
1816, sentencing nine hatters of Stock- 
port to two yearsimprisonment for com- 
bining to stop work till their employer, 
a Wiliam Jackson, should pay them 
better wages, said, “A person who, like 
Mr. Jackson, has employed from one 
hundred to one hundred and thirty 
hands, common gratitude would teach 
us to look upon as a benefactor of the 
community.” 

In a certain sense and at first sight 
the pride of the manufacturers and 
railway and‘mine owners and the 
support of them in their class domina- 
tion by the rest of the community was 
justified. The myth that labor was 
merely a commodity to be bought, like 
fuel and raw material, by employers, 
and put to the most effective use for 
purposes of production, was all but 
universally accepted. 

The workingmen themselves, like 
others, glad to be credited with some- 
thing of their own and easily led astray 
by a figure of speech, accepted the delu- 
sion that their work could be boughtand 
sold apart from their personality, and 
that they had no interest and respon- 
sibility for its use after the contract 
was once made or implied. 


Tse Errect or ECONOMIC 
ARISTOCRACY 


The capitalists or managing employ- 
ers were thus credited with being the 
producers of wealth and it was believed 
they were making England rich. Ina 
certain sense England was becoming 
a rich country. But, individually 
speaking, it was only rich at the top. 
Further down, just as in the rural 
districts of England during the period 
of the domination of the landlord, you 
find the most impoverished, the most 
miserable and the most demoralized 
peasantry of the world, so, industri- 
ally, the first half of the nineteenth 
century was one of the worst periods 


Q 
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in economic history. It is true that 
there was a large amount of wealth in 
England and it was somewhat widely 
. distributed among a certain upper and 
upper middle class, but below these 
there was a vast mass of poverty— 


poverty to the extent of absoluté’ 


destitution, extreme irregularity of 
employment, and miserable conditions 
of living. 

I may say frankly that there was a 
long period in which I did not believe 
that this was the condition of England. 
I believed that the general effect of the 
industrial revolution was to raise the 
mass of the people industrially; but 
the more I study this period the more I 
am convinced that this is a mistake. 
The effect of the introduction of ma- 
chinery and of large amounts of capital 
and the adoption of a new, industrial 
organization was, for the time at least, 
and under the influence of laissez-faire, 
deleterious to the masses of the people. 
England had a great body of popula- 
tion, overworked, underpaid, underfed, 
uneducated and untrained, without 
opportunity and without incentive. 
It was a very miserable population 
compared even with the masses on the 
continent of Europe at the time. I 
should be sorry to give the impression 
that I am imputing any especial blame 
to the capitalist managers of industry 
of that period, any more than blame is 
to be attached to the aristocratic rulers 
of England in a political sense. The 
question is not an ethical but an insti- 
tutional one. A man might be a good 
or a bad man individually, or, like 
most of us, partly good, partly bad, but 
his larger business relations must be 
carried on under the dominating 
conditions of his time. 


UDISAPPEARANCE OF POLITICAL ARIS- 
TOCRACY 


I have tried to make it clear that 
two or three generations ago England 


was under class government. This 
governing class, whether looked at 
from a political point of view or an 
economic point of view, consisted of a 
small group of persons who dominated 
all the interests of the English people. 
It is from this state of. things that 
modern conditions emerge. The fact 
that aristocracy has passed away in a 
political sense is familiar. A great 
series of Parliamentary reform bills, 
the bill of 1832, the bill of 1867 and 
the bill of 1884 gradually extended the 
right to vote throughout England. 

The Parliament act of 1911 gave 
the popular house, the House of Com- 
mons, power over the House of Lords, 
so that the House of Lords can now do 
nothing more than block the House 
of Commons for two years; and the 
Representation of the People Act of 
1918 extended the right of voting to 
practically all persons who had not 
possessed it before. It included the 
previously disfranchised half of human- 
ity, so that women are now represented 
as well as men; and took away plural 
voting, so that each person has only 
one vote. It practically equalized the 
electoral districts, so that since 1918, I 
presume England stands out in form of 
government the most complete democ- 
racy of any large nation that exists in 
the world or ever has existed. For 
the old political aristocracy the degree 
of democracy so far attained has been 
gradually substituted. It is only an > 
embryonic form of democracy, but, 
at least, we have madea good beginning 
that is easily recognizable now. The 
same thing has been occurring in the 
other realm of ancient aristocracy, the 


economic field. This has not been, 
~--however, so simple a process, nor Is it 


quite so easy to follow. Yet if we 
will look at it we will see, I think, 
that England and, less consistently, 
other countries have passed through 
very nearly the same series of phenom- 
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ena. A hundred years ago an em- 
ployer, the man who provided the 
capital, might say, “This is my busi- 
ness. {I will carry it on as I see fit, I 
will engage such people as I choose and 
I will discharge them when and how I 
choose, and I will carry the business 
on during such hours as I choose to 
carry it on. Iwill go into any line of 
business that pleases me. Hours, 
wages, prices, materials, labor condi- 
tions and marketing conditions, what 
I pay for labor and what I charge for 
my products are my own affairs and 
mine alone. My business is my invio- 
lable personal property.” He could 
say this with a certain amount of 
truth and a certain amount of general 


approval. But how long could he 
continue to say it? That is the 
question. 


Errrect or tHE Factory Acts 


As early as 1802 the first of the 
Factory Acts was passed. It was very 
slight but factory legislation gradually 
extended from bound children to free 
children, from children to those of 18 
years of age, then to women. It 
extended to sanitary conditions of 
factcries, to matters of machinery, 
ventilation, prevention of accidents, 
use of materials; it extended to mines, 
and as late as 1912 we have it extended 
to ordinary retail storesand restaurants, 
providing for holidays and scores of 
requirements as well as for hours of 
labor. Any employer who now or at 
any time within the last fifty years 
should say, as employers often do, 
“I started this business and I will 
carry it on as I see fit,” will realize 
if he stops to think that he is saying 
something which he cannot support by 
facts. Some great power has inter- 
vened, some external force, like the 
force of nature, has intervened and 
taken away from him his power to 
carry on his business as he sees fit, It 


=- which the state has intervened. 


allows him td engage only persons of 
certain ages, it does not allow him to 
earry on his work at night, it makes 
him shut up his shop on Saturday 
afternoons. A little chit of a girl can 
come into his factory or shop and 
say, “I am a representative of the 
Labor Department,” and immediately 
he has to show her all over the place so 
that she can see if things are run, not as 
he wants them run, but in a way that is 
satisfactory to her; to see if the water 
is running, if there are enough chairs, 
and if there are rest rooms for girls, etc. 
She is a small representative of a large 
power. The government has come in 
and taken away from employers their 
control of many of the conditions of 
labor. . 


INCREASE OF GOVERNMENT FUNCTIONS 


This is only one of many ways in 
The 
state has come in to say that if an 
accident occurs in a place the employer 
has to pay an indemnity, has to pay 
a certain amount toward the support of 
the persons who are injured or lost in 
the industry; that is to say, the cost of 
accidents in industry are incumbent 
on the person who provides the capital 
that carries on the industry. In 
England, every employer of labor is 
bound to pay a little something every 
week for each one of his employees as 
insurance against sickness, and in some 
trades against the lack of employment. 
One could go on with a long list of 
illustrations of the loss of control of in- 
dustry by employers as individuals or 
as a class. The government has taken 
up part of the field of occupation. In 
1861 the government started in with 
the Government Savings Bank. It 
then bought up the telegraphs, then 
the telephones. After this it took 
up the Parcel Post, then the govern- 
ment handed over the tramways 
largely to the local governments, 


6 Tur ANNALS OF THE AMERICAN ACADEMY 


By the Town Planning Act, passed 
a few years ago, any ‘town or local 
government is at liberty to build dwell- 
ings, open up suburbs with water- 
works and organize itself for all the 
purposes of living of its people. 
the government has extended its field 
to compete in that of private industry. 
This is a great field, in which the old 
individual aristocratic control of busi- 
ness used to be carried on quite without 
interference. That field has been very 
much narrowed, very much invaded 
by others powers. Economic aristoc- 


„racy does not flourish as it did once. 


r 


Tue COÖPERATİVE MOVEMENT IN 
ENGLAND 


Morever, since 1844 there has 
arisen a rival power, though it is prob- 
ably seldom recognized as a rival 
power. It does not worry employers 
very much now, but it is a very real 
threat nevertheless. This is the growth 
of the coöperative movement. In 
England from the time when twenty- 
eight weavers put in their pound 
a piece and bought some oatmeal and 
butter and other such groceries and 
began their little store, the codperative 
movement has spread quietly but 
irresistibly like a flood. In 1864 they 
opened up their great wholesale store. 
Then they bought, one after another, 
the vessels which they sent to Holland, 
Denmark, and other countries to buy 
and transport goods. They opened 
up agencies in various countries. They 
bought up tea plantations in Ceylon 
and they own cotton lands in India. 
They own approximately 12,000 
acres of farms in England. They 
have opened up factories for boots and 
shoes, woolen goods, flour, biscuits 
and a dozen other products. At the 
present time there are about 1,500 
codperative societies in England, with 
three and one-half million members. 


= They have $350,000,000 of share capi- 
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Thus. 


tal, and last year did almost an even 
billion dollars worth of business. Co- 
operation is not to be despised by any 
means simply as a business movement. 
Moreover, the codperators are the 
most ambitious people in the world, 
the most sanguine; they look forward 
to the future as a field for illimitable 
extension, both in business and politics. 

In April of this year, it was reported 
that a committee of the codperative 
organizations of England had entered 
into a combination with the Labor 
party and the Parliamentary Com- 
mittee of the Trade Union Congress, 
in which they agreed to act together 
in the formation of a political party. 
In 1917 the codperators determined, 
after a quarrel with the present prime 
minister, to go into politics and to 
recommend representatives for parlia- 
mentary seats. They are not strong 
enough politically to accomplish very 
much alone, but with the rising Labor 
party and with the whole trade union 
movement back of them, their political 
potentialities in the future are great. 
Their ambitions correspond to the 
agreement made that the three groups 
“will support one another in their 
respective and combined efforts to set 
up a new social order, with the ulti- 
mate object of the establishment of a 
coéperative commonwealth.” It must 
be remembered that, if business or- 
ganized under capitalistic manage- 
ment does not succeed in making pro- 
duction continuous or in carrying it on 
satisfactorily to the community, there is 
a great competitor standing alongside 
of them who is not attracting very 
much attention at present, but who 
seems in many ways capable of meeting 
English conditions, especially war con- 
ditions and post-war conditions. So 
in measuring the passing away of the 
old aristocratic control of business by 
the individual capitalist employer, we 
will have to include the building up of 
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this great democratic system of indus- 
try; a system of industry in which 
there is no employer; in whick the same 
persons provide the management, the 
capital and the body of purchasers of 
the goods. 


Tus Trape Unton Movement 


The trade union movemert is more 
than a century old in England, but it 
was just a century ago that it obtained 
what is sometimes called ifs Magna 
Charta, the bill of 1825, which for the 
first time made collective bargaining 
legal—the bill which allowed the trade 
unions to exist lawfully and to carry 
on their ordinary and most simple 
functions. From that time the trade 
unions have been steadily more and 
more fully legalized. In 1&71 there 
was the great legalizing statute, which 
recognized them as having the advan- 
tages of corporations; in 1875 zhere was 
the modification of the criminal law, 
which provided that nothirg which 
organizations such as trade unions did 
was criminal unless it was criminal for 
an individual to do it. In 1901 there 
was an unexpected decisior against 
the trade unions, by which it was found 
that their general funds could be levied 
upon for losses suffered by enployers 
in connection with a trade struggle, 
but in 1906 a law was passed im Parlia- 
ment by which that decision was 
practically reversed, or, at least 
made inapplicable in the future. This 
` provides that trade unions cannot be 
sued as unions for any action of their 
officers; that they cannot be sued for 
damages for any action that is carried 
on in connection with a tradé struggle 
unless that action was illegal, and 
declares boycotts and pickezing not 
illegal; so that the trade unicns since 
1905 practically cannot be interfered 
with by law in a civil sense, any more 
than they could since 1875 in a crimi- 
nal sense. In 1909 there was another 


decision that came unexpectedly to 
them. This restricted their right to 


` use their funds to a narrow group of 


purposes; but in 1913 again a law was 
passed in Parliament by which a new 
definition was given of what constituted 
a trade union. This law enables them 
at the present time to use their funds 
for practically anything they want to. 
Therefore, trade unions have been 
gradually made as completely legal 
as any other organized groups of 
citizens. : 

During the same time the growth of 
trade unions has been almost continu- 
ous, until at the outbreak of the war 
there were about 3,000,000 organized 
trade unionists in England. In 1906 
they had fifty-two “Labor” ‘members 
in Parliament, a number that has been 
increased to sixty-one at the present 
time. 

The effect of the war on trade unions 
was apparently to intensify every form 
of their action, as it did almost 
everything else. The war has had 
very little effect on actually initiating 
movements in economics or politics or 
social life, but it has had a very great 
influence in increasing the rapidity of 
development of movements which 
were already in progress. 

The war had four or five very dis- 
tinct effects on the trade unions. In 
the first place it increased the number 
of trade unionists very rapidly. Large 
numbers of men joined the unions, 
especially after the second year of the 
war, so that now there are about 
4,000,000 regular dues-paying members. 
Again, it brought new groups of per- 
sons into the movement—clerks, book- 
keepers, post-office employees, govern- 
ment clerks, ‘‘ black-coated unions,” as 
they are sometimes called in England; 
and a whole-series of persons, who had 
not before participated in the trade 
union movement, have now formed 
unions. 
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The war introduced a certain ele- 
ment of industrial unionism, and in 
1919 Parliament passed a law making 
such amalgamations legal; that is to 
say, that organization of workmen 
should be by industries instead of by 
special crafts. It also increased the 
unwillingness of the rank and file of 
the working classes to obey orders, to 
submit to their officers. The series of 
events that we have seen within the 
last few weeks in the instance of the 
railroad strikers in this country is 
exactly what happened in England. 
Indeed it threatened to happen over 
and over again, right through the war, 
though successfully warded off each 
time. Trade unionists, however, are 
very restive, even under their own 
officers. Other effects were not less 
perceptible. The so-called “triple alli- 
ance”? was formed. Three of the 
largest unions—the railroad workers 
with 650,000 members, the miners with 
over a million, and 250,000 transport 
workers—have not only been closely 
organized but they also have formed a 
combination, at least for defensive 
purposes. ‘They have, as a matter of 
fact, never yet acted together, though 
they have recently acted one at a time. 
If they should ever act together, social 
and economic life in England would be 
paralyzed; it would have all the char- 
‘ acteristics of a general strike. 

Thus the war intensified all trade 


union movements, so that atthe present . 


time no employer can carry on his 
industry without dealing in some way 
or other with a union. Whether he 
likes it or not, whether he considers it 
good or bad, the fact is that the old 
aristocracy of economic life has come 
to an end, whether by intervention of 
the state, or by the rise of another 
element in industry into a position 
which makes it so powerful that it has 
to be carefully considered. 

The remaining point that I want to 


mention as a result of the war is that in 
these latter days in England there has 
been a very visible spirit of democracy 
infused in all affairs. The readiness 
with which the proposed Whitley 
councils were accepted by employers, 
employees and the government is a good 
indication of this. 


Economic Democracy IN ENGLAND 


Finally, the state of affairs I have 
been trying to analyze 1s a continuous 
one. There has been no period of 
twenty years during the last one 
hundred years in which some contribu- 
tion was not made to a more controlled 
social treatment of industrial condi- 
tions than existed before, or in which 
the old control] of industrial affairs by 
the employers was not intruded upon 
in one way or another. An employer 
who now declares that the business in 
which his money is invested is his own, 
to do with as he wishes, without inter- 
ference by others, is as impractical 
and is engaged in as hopeless a struggle 
against the spirit of the times as was 
Charles I, when on the scaffold he 
declared that government was no 
concern of the people, or the Duke of 
Wellington when he opposed the first 
reform bill on the ground that England 
already had the best possible form of 
government, because she was gov- 
erned by her propertied classes. ‘The 
spirit of democracy, the spirit of con- 
trol by persons other than capitalist — 
managers, is merely the final step up 
to the present time in English mdus- 
trial development. It is quite evi- 
dent that this movement has been 
going onfor a long period, that it is 
not simply a momentary claim by the 
labor class, hut has been carried on 
along three or four lines, the rise of 
state control, rivalry of another form 
of industry growing up alongside of 
capitalistic industry, a self-assertion of 
the working classes and their insistence 
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on having a larger amount to say in 
‘everything connected with -ndustrial 
life. Such a continuous movement as 
this, so analogous to the movement for 
political democracy, so wide in its 
extent, cannot be expected to stop 
short of some great epoca-making 
change. It obviously has all the 
characteristics of evolution n human 
society. It is part of the organic 
growth of the community. 

If we look from England to other 
countries we will find that we have to 
trace much the same steps, the same 
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intrusion of the state, the same growth 
of the organized working classes, the 
same spirit of democracy coming into 
the public attitude toward mdustry, 
that there has been in England. There- 
fore, the trend toward industrial 
democracy, from the historian’s view- 
point, is a general and permanent 
trend. It is a movement which has 
all the characteristics of long continu- 
ance, of wide application, of existence 
in many countries, of continuity and of 
rising force as the years have gone on, 
until we are now in the very thick of it. 


Industrial Principles Applied in the Shops of the 
American Sash and Door Company 
KANSAS CITY, MISSOURI 
By F. J. Moss ~ 


President 


SHALL state only the fundamental 
principles which I beleve to þe 
basically sound because, assuming that 
the wages or salaries paid in each indi- 
vidual case are in keeping with the work- 
er’s worth to the business, the returns 
to him under this plan are in the exact 
proportion that he contributes to the 
success of the business. I state “re- 
turns” to the worker, which, cf course, 
inchide wages and his share of the 
profits. 

In arriving at returns to labor and 
capital under my plan, the purpose has 
been to determine what in fazt is the 
correct return, rather than to state 
what in my opinion, or the opinion of 
any other person, might be the correct 
return. In order to do this I heve dealt 
with only two factors of cast, viz., 
labor and capital, which js correct, be- 
cause in the last analysis, rega-dless of 
the number of divisions and subdivi- 
sions in cost accounting, there are but 
two factors of cost—labor and capital. 

Applying this rule, the following 


principles are what I am contending 
for, and putting into operation as far 
as possible in the absence of this 
or some other plan being generally 
adopted. 


Returns TO LABOR AND CAPITAL 


The product of labor today, if con- 
served, is capital tomorrow; and be- 
cause a worker has not the capital to 
Invest in the business in which he is 
employed, or possibly is not permitted 
to invest, is no justification for depriv- 
ing him of the profit on that part of the 
capital he provides, which is repre- 
sented in the wages received. That is 
to say, if the actual vested capital in a 
business undertaking is $800,000 and 
the payroll (including salaries and 
wages of every nature) is $200,000 per 
annum, then labor has furnished one- 
fifth of the capital, and should receive 
one-fifth of the profits made during 
the year, after paying a fair rate of in- 
terest upon the vested capital. Thus 


. the returns to labor and capital in the 
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business is in the exact proportion to 
the contributions of each. 


ORGANIZED AND UNORGANIZED LABOR 


It is generally admitted that organ- 
ized labor, operating under union 
rules and restrictions, is far less eff- 
cient than in the case of unorganized 
labor. Therefore, it is the height of 
ingratitude and stupidity to pay a 
lesser wage to the loyal nor\-union man 
than is paid to the organized group of 
workers in the same industry, as it has 
-the effect of forcing other workers in 
self-protection to organize or join the 
union contrary to their wishes. 

The crying need in all lines of busi- 
ness is more production, and yet every 
influence at Washington has encour- 
aged shorter hours, even during the 
war when patriotism should have in- 
spired every man to his maximum 
production. Our people have been led 
to believe that they can work fewer 
hours and enjoy the same comforts if 
the wage rate per hour is increased. 


We must get back to sound principles - 


and encourage industry and thrift. 

In addition to paying unorganized 
labor the same wage as organized labor, 
good morals demand that we recognize 
what. every student of cost should 
know, and that is that the longer work 
hours effect a saving to the manufac- 
turer in the overhead expense; that is 
to say, the 9-hour work day effects a 
saving of approximately 10 per cent 
on the overhead burden as against an 
8-hour work day. Plain justice de- 
mands that the saving thus effected 
should go to the worker because it 
not only effects a saving in produc- 
tion cost, but also increases the 
output and sales upon which the addi- 
tional profit can be realized. The in- 
variable and universal rule should be 
that if the wage scale for an-8-hour day 
is 70 cents per hour, the 9-hour-per- 
day worker should receive 77 cents per 
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hour, and the 10-hour-per-day worker 
should be rewarded on the basis of 84 
cents per hour. 

In indicating the wage rate per hour 
and saving effected, it is for the pur- 
pose of illustration only, the principle 
being that the saving in the production 
cost, by reason of a longer work day, 
should go to the worker. Until this 
principle shall have been generally 
recognized and made a part of our 
industrial system, we will suffer from 
industrial paralysis. We cannot have 
industrial harmony in the absence of 
justice both to employer and employee. 
With justice will come efficiency, in- 
creased production, and increased earn- 
ing and consuming capacity. 


Farr Business PRINCIPLES 


It is futile for us to close our eyes 
to the fact that it is human to be selfish. 
That being the case, it should not be 
left to any one man or group of men to 
demand or exact the enforcement of 
their will at the sacrifice of good 
morals. Some of our captains of indus- 
try advocate as a principle to deal 
liberally with Jabor, and yet we know 
there is no question upon which men 
differ more than upon the question of 
liberality; all of which argues in favor 
of establishing a uniform basis or set 
of principles that are admittedly fair 
to all concerned. 

The establishment of these principles 
should engage our best thought. To 
this end I suggest that within each 
industry a committee or ‘commission 
be established consisting of three or 
five members, more or less, as may be 
necessary, to be chosen by the indus- 
try and to be composed of trained ex- 
perts, none of which shall be interested 
in the business as such, so that they ` 
may be without prejudice, and at the. 
same time familiar with the problems. 
of the industry. This committee’ shall 
keep on file constantly the wage scalé 
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in effect at every plant in the industry. 
These records are to be available to 
anyone upon request. At the request 
of an employer or signed petition by 
the majority of the employees in any 
one individual business, call:ng for an 
investigation bearmg upon the ques- 
tion of wages or work conditions, such 
investigation shall be made, and at 
least a part of the expense is to be borne 
by the parties making the request. 
The report of the findings shall be 
filed—a copy with the employer, a 
copy with the employees ani another 
copy with the public press. __, 

What I have in mind is the all- 
potent factor of public opmion. When 


properly informed public opinion will - 


invariably be found on the side of 
good morals, and under a plan such as 
suggested, an appeal to the board for 
investigation would not be made ex- 
cept in cases where injustice was being 
worked; and no employer or group of 
employees can stand against right and 
the power of public opinion. 


I have outlined only the outstanding 
principles which are based on good 
morals and sound economics. When? 
labor is assured that it will take out of 
the business all of the profit on all that 
labor contributes to such business, and 
when this rule has become generally 
established, there will be no cause for 
radical labor leadership, nor likelihood 
of labor unrest nor discontent. 

We must approach this subject with 
a thorough understanding and admis- 
sion that selfishness on the part of a 
few employers is largely responsible for 
the present feeling of discontent. 
Moreover, it is clearly our duty to take 
such steps as may be necessary to cure 
these evils within our own ranks, at 
the same time being in position to re- 
sist any unjust demands that may be 
made, growing out of an organized 
group of men seeking to enforce their 
will, regardless of whether it is right or 
wrong, and regardless of the hardship 
that it might work to their employer 
or the industry. 


Democratic Organization in the Leeds and Northrup 
‘company, Inc. 
By Morris E. Luens, President 


UCH phrases as industrial democ- 
racy and the democratiz control 

of industry have in the past jew years 
come into wide use in conneczion with 
a great range of economic experiments, 
all of which have in a general way as 
motive a. wider sharing of th control 
and rewards of industry among those 
engaged init. However, there does not 
seem to be any common agreement as 
. to how the conception „of democracy 
‘taken from the realm of policies shall 
.be given an industrial translazion. In 
political life we think of demccracy as 
a fori of government in which all who 
attain the status.of voters have equal 


— 


authority, but among writers on in- 
dustrial subjects few, if any, seem to 
have that conception of it. They do 
not suggest as a program for the 
present or even a goal for the future 
that every one engaged shall have an - 
equal vote in electing the management, ` 
and I cannot find that there is in this 
country any large group of people who 
believe that such a program should 
be an ideal future goal. Thoughtful 
representatives of organized labor, in 
common with all others who know the 
complexities of modern industry inti- 
mately, recognize the fact that those 
who have the responsibility of manage- 
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ment have to deal with great ranges of 
problems which require such special- 
ized training and talents that there are 
comparatively few who are competent 
to pass Judgment on their capabilities. 


Tue KEYNOTE or INDUSTRIAL 
DEMOCRACY 


Equality of opportunity is another 
expression of democratie idealism 
which may be contrasted with equality 
of power, and is one which it seems 
to me is much more reasonably appli- 
cable to industry. I suggest that it 
should be the ideal of democracy in in- 
dustry to insure equality of opportu- 
nity—not equality of power or equal- 
ity of reward, but an equal chance for 
each to rise to that level of reward and 
power for which he is qualified. 

To illustrate this conception of 
democracy in industry I shall outline 
two elements of the organization of the 
Leeds and Northrup Company, which 
is engaged in the manufacture of pre- 
cision instruments and employs some 
four hundred and fifty people. 


INDUSTRIAL ORGANIZATION 


The first element is that which has 
to do with the executive group, using 
that word in its wide sense as applying 
to. all the minor as well as the major 
executives. This element of the exper- 
iment is based on the belief that our 
modern capitalistic industrial system, 
evolved during the past one hundred 
and fifty years, with its great and 


beneficent wealth producing powers, 


has been, in spite of its glaring faults, a 
tremendous advantage to our civiliza- 
tion.. The conviction that no sug- 
gested substitute for it promises any- 


. thing like equal advantages, and that, 


therefore, it is fundamentally impor- 
tant that it be conserved and devel- 
oped and that this can be done only 
under the management of competent 
executives. 
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In order to conserve the hard won 
experience of the past and on that firm 
foundation build: a structure for the 
future even more socially useful, the 
executives must not only be competent 
but must also have a social sense of 
responsibility for the welfare of allthose 
engaged in the enterprise as well as for 
that of the public. In the belief that 
there is no other single factor that will 
contribute so much to this viewpoint, 
we make it obligatory that the con- 
trolling power shall be vested only in 
those actively engaged in the business 
and that the executives shall be the 
real owners of the voting stock, and not 
responsible to absentee capitalists. 


Voting Privileges 


The plan provides that only those 
who are holders of a form of employees’ 
shares shall have voting rights. These 
employees’ shares may be sold only to 
such employees as have been with the 
company for at least five years and who 
receive a salary of at least $1,500 per 
year, but they are not sold by a set plan 
to anything like all of these. At any 
time that there is to be a new issue, the 
trustees, who are the qualified repre- 
sentatives of the holders of employees’ 
shares, decide to what individuals new 
stock may be issued and how much 


‘shall be issued to each, it being the in- 


tention that this most qualified group 
shall select those who are most likely 
to contribute to the future welfare of 
the undertaking. When a holder of 
employees’ shares goes out of the busi- 
ness for any cause, his holding is auto- 
matically converted into a form of 
investmerft shares which draw a fixed 
and preferred dividend, but do not have 
a vote except in the contingency of the 
dividend not being earned. The em- 
ployees’ shares are sold, not given, to 
those’ to whom .they are assigned. 


Their value is ascertained by a fixed 


method, depending’ on the earnings of 
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the business for a number of years pre- 
ceding the time of sale. . It will be noted 
that this arrangement makes it possi- 
‘ble to allow any employee of experience 
to become a holder of the controlling 
stock, and further that it intends 
to place the major holdings of this 
stock in the hands of those who are 
most competent to exercise control 
wisely. ; 

Such arrangements as these have 
much more influence in securely at- 
taching to an organization an -able 
group of executives than would at first 
thought be expected. A man has a 
much greater incentive to stay when 
he is assured that he has an opportu- 
nity to succeed to such portion of the 
management as his abilities and service 
may justify, and he is under much less 
temptation to go out and take part in 
a competitive enterprise than when the 
form of organization makes it reason- 
ably sure that the control will succeed 
to some fortunate inheritor of a major- 
ity interest. The experience of the 
Leeds and Northrup Company seems 
to indicate that executives chosen 
under this plan naturally come to 
regard themselves as important ele- 
ments of an organization which has 
large responsibility for the welfare of 
all engaged in it and distinct obliga- 
tions of service to the public. 


The CoGperative Association 


Naturally, the group of actual and 
potential executives is a minor fraction 
of the employees, and no scheme of or- 
ganization could reasonably call itself 
democratic that did not take into ac- 
count a very much larger group. To 
meet this situation the Codperative 
Association was organized a few years 
ago and includes in ifs membership all 
of the employees of the company from 
the latest comer to the president. 
This association belongs, perhaps, in the 
general family of shop committees, but 


t 


differs from most of such committees 
in its all-inclusive membership. 

The formation of this association was 
a deliberate and democratic procedure. 
The project was discussed in the first 
instance by a comparatively small 
group of people who approved it and 
began to give it a definite form; then 
by a larger group of some sixty of the 
older employees, who also approved it 
and further contributed to its definite- 
ness; and following that, by a group 
representing all of the employees. It 
worked for something over a year with 
a provisional constitution, during all 
of which time it had a constitution 
committee under appointment. As a 
result, the constitution in its present 
form embodies a considerable amount 
of actual experience. The Cotperative 
Association has for its object—quoting 
from the constitution—“To preserve 
and strengthen the traditional bonds 
of coöperation between the company 
and its employees to the end that 
through understanding and just deal- 
ing with one another they may pro- 
mote their mutual welfare and may 
jointly render effective service to the 
users of scientific instruments and to 
the public.” 

When the association was first 
formed there was no consideration of 
limiting its members to a particular 
group of workers. Later on, the ques- 
tion was raised as to whether it should 
not be limited to manual workers be- 
low the grade of foremen, with possi- 
bly other associations or committees 
representing other grades of workers. 
The question was thoroughly dis- 
cussed, and there was unanimous 
agreement that the best interests of all 
would be served by recognizing the 
essential unity of interest of all em- 
ployees and by having them all repre- 
sented in one association rather than 
by having two or three associations 


ra 
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representing limited groups with lim- 
ited viewpoints. 

- The association functions through a 
board of councillors, which is elected 
at large by the proportional system of 
representation, each employee having 
one vote unless he has been with the 
company more than three years, in 
which case he has two votes, experi- 
ence being thereby given additional 
weight. This additional weight was 
considered important by the older em- 
ployees and has not, so far as known, 
caused any dissatisfaction among the 
newer ones. 


The Two Purposes of the Codperative 
Association 


The name “cotperative”’ is properly 
descriptive of the activities of the asso- 
clation in two ways. The first purpose 
of the association is coöperation among 
the employees in a wide variety of activ- 
ities in which they can be mutually help- 
ful. Among these may be mentioned 
athletics, entertainments, such as 
dances, dramatic clubs, etc., lecture 
courses, accident and sick relief associa- 
tions, codperative store, oversight of 
dispensary and lunch room and the pub- 
licationofapaper. The second manner 
in which the work is codperative is in 
relation to the problems that have to 
do more directly with the business and 
in which the employees have a vital in- 
terest. Among these are the good or- 
der of all parts of the building and 
grounds, convenience and comfort of 
“work places, locker rooms, washrooms, 
etc., plans for the most rapid possible 
assimilation of newcomers, hours of 
work, overtime pay, lateness and ab- 
sence arrangements, holidays, proce- 
dure in safeguarding employees in case 
of discharge, and wages. 

The association has active commit- 
tees on all of these subjects. Those 
which have to do purely with the activ- 
ities of the employees as a group of 


people mutually associated, such as ` 
athletics and entertainments, function 
without any contact with the manage- 
ment of the business. Those which. 
have to do with the second group of 
subjects, such as wages, work in coöp- 
eration with committees on the same 
subject appointed by the management. 
In other words, these committees are 
joint committees. Most of them are 
standing committees. Through the 
agency of these committees a- large 


‘range of subjects of the class men- 


tioned has had very frank and thor- 
oughgoing discussion, and many of 
them are still under discussion. Just 
now the wages committee is a particu- 
larly important one, as it is endeavor- 
ing to evolve a definite payment policy 
and in addition has under considera- 
tion all such questions as vacation 
arrangements, hours of work and over- 
time pay. 

Only after many years of experience 
with an association like this, under 
varying business conditions and with a 
changing personnel, would one be justi- 
fied in pronouncing it a success or fail- 
ure. The Leeds and Northrup Coöp- 
erative Association has been organized 
only long enough for us to have had 


experience with two councils, but dur- 


ing that time we have gone through the 
vicissitudes incident to a great rush of 
war work, a sudden slackening at the 
signing of the armistice, and during 
the past few months a rapid increase in 
business. These conditions have intro- 
duced many important problems which 
have been discussed by the company 
with the council. The net result of all 
this discussion is a strong feeling that 
the interests both of the employees 
and of the company have been dis- 
tinctly furthered by this frank mutual 
discussion. . 

In all of the subjects under the 
second group, such as wages, and hours 
of work, in which the council gives 
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active assistance in forming the com- 


` pany’s policy, it does not have any 


actual power. ‘The final authority 
rests with the management. There is 
always, however, an earnest effort on 
the part of both sets of members form- 
ing the joint committees to arrive at 
conclusions that will be acceptable 
both to the employees and to the man- 
agement. Anyone who has dealt with 
similar situations will recognize that 
the council has in its power to consider 
these subjects and to call for joint dis- 
cussion of them with representatives 
of the management, very real if not 
formal powers, for the management 
could not lightly turn down recommen- 
dations arrived at after such careful 
discussion. 

Experience has shown that the rank 
and file of the employees elect to coun- 
cil a considerable number of represent- 
atives of the grade of foremen and sub- 
foremen in spite of the fact that their 
very much larger numbers would 
enable them to make up a council com- 
posed entirely of people below these 
grades. The fact that the council has 
in it representatives of all departments 
of the business, including the sales 
department, and representatives of 
varying grades, results in a much more 
satisfactory discussion of questions 
than would be likely otherwise to take 
place. With a council thus made up I 
believe there is much less likelihood of 
a one-sided viewpoint becoming crys- 
tallized, and therefore difficult to 
adjust, than would be the case with a 
less representative council. . 

Among its minor advantages service 
on the council and its sommittees 
is an admirable means of discover- 
ing and training people of executive 
capacity. A 

I hope that this brief sketch of these 
two elements of our organization ‘may 
have given a fairly clear impression of 
the ideas and ideals underlying our 
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experiments in industrial democracy. 
Through the many activities of the 


 Coöperative Association and its nu- 


merous ċommittees which in one way 
and another touch a wide range of 
employee interests, we hope that the 
employees may acquire a continually 
growing knowledge basedon real experi- 
ence of the conditions under which 
groups of people can work together for 
their mutual good, and may come to 
see how closely their interests are 
bound together with the welfare of the 
company, and how both depend on 
worthy service to our customers. We 
can see that the association is bringing 
about these advantages. ` 

We hope that the contacts typified 
by work on common committees may 
keep the management in sympathetic 
touch with all classes of employees and 
keenly alive to their needs as men and 
women, who, if industry is to perform 
its proper function, must be enabled to 
lead the self-supporting, self-respecting 
lives of good citizens. The manage- 
ment has profited by these contacts 
and fully expects to continue to 
do so. 

We hope that the full discussion of 
the wage problem may lead toward the 
fundamental basis of high wages, 
namely, large production and fair 
treatment of the public; and that satis- 
factory methods may be worked out 
for giving payment to each worker, 
whether with the hand or brain, that is 
justly proportioned to his contribu- 
tion. On this problem we can report 
but little progress as yet, but we be- 
lieve that there is a substantial basis 
for that hope. ‘ 

Through various forms of educa- 
tional work and the activities of the 
personnel department we try to see 
that each worker is helped to advance 
as rapidly as his capabilities and the 
opportunities above him permit. We 
always seek to fill new positions by ad- 
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vancing our own people whenever there 
are any who are at all qualified, and 
thus.keep the path of progress open to 
them. | 

In all this there is nothing radical, 
perhaps nothing that is even new in 
the sense that it has not been used else- 
where, although the particular com- 
bination of elements that make for 
democracy, in the sense of equality of 
opportunity, is probably unique. 

Itis not part of my purpose toattempt 
an estimate of a possible wider appli- 
cation of these particular plans, nor 
would I have it inferred that I believe 
that any form of organization can in 
itself make much of a contribution to 
the solution of industrial troubles. In 
order to be useful.an organization must 
be the expression of a right spirit in in- 
dustry, a real desire to do justice 
among all of those who are employed 
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in it and to render worthy service to 
the public. . 

In closing I must acknowledge obli- 
gation to the published information in 
regard to the Dennison Company; to 
the Filene Company for most valuable 
advice and information in connection 
with the Codperative Association, and 
finally I must pay a particular tribute 
to the works of Ernst Abbe and his 
establishment of the Carl Zeiss Foun- 
dation to manage the famous optical 
works at Jena. Although we have 
copied little, if anything, from that or- 
ganization, his splendid idea of dedi- 
cating his industry to the welfare of 
the totality of its co-workers, to the 
advancement of the art and science of 
optics and to the good of the public, so 
magnanimously conceived, so firmly 
based on sound practice, and so mag- 
nificently ` successful long after his 
death, has been most inspiring. : 


Industrial Democracy 
By RoyaLr Merker, Pa.D. 


Commissioner of Labor Statistics, United States Department of Labor 


MUST state that I have never 
within my recollection felt so 
gloomy as I do at the present moment. 
I do not feel hopeless, but I do feel 
that perfectly needlessly we are head- 
ing for the rocks. ‘There is no rational 
reason why we should go through the 
agony of an industrial smash-up, 
followed by a period of depression, in 
order to cure the evils that now afflict 
us. I do not wish to fill the office of a 
prophet of disaster, but I feel that the 
situation has not been bettered since 
the signing of the armistice. In fact, 
I think it has pretty steadily worsened; 
that the breach, the gap, between— 
shall I say capital and labor—has 
widened. 


CAPITAL AND LABOR vs. MANAGEMENT 


AND MEN. ` 


I do not like those terms capital and 
labor. 
They mislead in a very considerable 
degree. The whole matter is a matter 
of men—the men who manage indus- 


They do not express the truth. ` 


try and the men who work with their _ 


hands in industry. 

What is capital? It consists of 
plows, machine tools, engine lathes, 
planers, mines, forests, farms and 
horses, etc. Capital has no thinking 
apparatus. You cannot have a fight 
with capital. You cannot come to 
blows with an éngine lathe. I have 
seen men stub their toes against the 
rocker of a chair and use language 
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which I will not attempt to repeat and 
assail the rocker and kick it around 
the room; perhaps you could have a 
fight with capital in that way, but 
that is the only way. There is no 
such thing as a quarrel between capital 
and labor. What is labor? It is an 
abstraction. The trouble is between 
management and workers. Workers 
and management, not capizal, not the 


owners of capital—it is management. 


and workers. The workers have no 
quarrel with capital as snch. They 
have no contact with owners except as 
owners are managers in industry or in- 
fluence the management cf industry. 
The quarrel is bipartisan, not triparti- 
‘ san. The public comes in as a third 
party, to be sure, but who is the public? 
If. we are-Gonsidering all industry and 
all workers-there are only the two ele- 
ments—-working men and managers of 
industry. `. If you are talking about the 
Philadelphia Rapid Transit Company, 
then you have the workers, the mana- 
gers and the public, but let us draw 
a. veil over that. The quarrel, the 
trouble, the disjointedness, the lack 
of harmony, is between workers and 
_ management. _ 


I have worked: with my hands and. - 
I have worked with my heac, and I was ` 


not conscious of any revolutionary 
change in my psychology when I was 
transmogrified from a manual laborer 
into an academic teacher, nor was I 
conscious of any revolutionary change 
in my psychological make-up when I 
left the teaching profession and entered 
the public service of the United States. 
In fact, there is no difference in the 
psychology of the men wko manage 
and the men who are maraged, and 
that is one of the principal difficulties 
in the whole situatiot. They are so 
much alike and yet they are co different 
because they are in different economic 
positions. Industry has been organ- 
ized on the principle of a definite sepa- 
3 
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ration of functions between manage- 
ment and men. 


Democracy, POLITICAL AND INDUS- 
TRIAL 


We have heard a good deal about 
industrial democracy. However, one 
man’s industrial democracy means 
something the very antithesis of the 
industrial democracy of: another man. 
We certainly need to get down to 
fundamentals, to the description and 
definition of terms. The time has 
arrived when we must define our 
terminology. We must know what 
we mean by industrial democracy. 
Political democracy is still in its first 
experimental stages. It has not yet 
demonstrated that it is the system 
of political government, of political 
machinery that is destined ultimately 
to survive, to, continually develop to 
that state of perfection of which 
Goodwin spoke so many years ago. 
Industrial democracy has hardly yet 
entered the experimental stages. If 
we are in doubt as to whether political 
democracy will ultimately survive in 
the struggle for existence, we are even 
more in doubt as to this thing that I 
mean by industrial democracy. But 
we have taken a few feeble, tottering 
steps on the goal toward political 
democracy, and we cannot retrace 
those steps if we would, and we do not 
desire to retrace those steps. The only 
possible direction for progress to make 
is to continue the march toward politi- 
cal democracy. ‘The same is true of 
industrial democracy. We cannot turn 
back if we would. We must march 
forward in the direction in which our 
faces are now set. I imagine that the 
ultimate outcome will be a compromise, 
as is the case with every outcome that 
I am acquainted with, both in political 
and economic history. There must be, 


as I see it, a combination of democracy ~ 


and autocracy. 
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I must speak in concrete terms; 
I am not a good abstracter. J am the 
Commissioner of Labor Statistics, and 
I have under my immediate direction 
one hundred and fifty and sometimes 
as many as four hundred employees. I 
simply cannot listen to the grievance 
of every individual employee even in 
that very small and compact bureau. 
Administration is merely another name 
for action. Action requires centraliza- 
tion of authority in the administrative 
heads. A democratization of industry 
which would substitute a debating so- 
ciety for responsible administrative 
heads is just as impossible as the sys- 
tem by which the managers do all 
the ordering and the workers do all 
the obeying. 

Allusion is often made to the effi- 
ciency of private business and the 
inefficiency of the publie business. I 
am willing to call for a show-down of 
my bureau with any similar bureau in 
any private industry of the country. I 
think per man and per dollar of appro- 
priation the Bureau of Labor Statistics 
turns out more worth while stuff than 
any statistical Research Bureau in any 
private organization in the United 
States. The public business has very 
great handicaps to labor under, needless 
handicaps, and handicaps that could 
be removed very simply by a simple 
revision of a single chapter in the Civil 
Service Law. Those inhibitions should 
beremoved. Iam glad of the criticism, 
the intelligent criticism of the conduct 
of my bureau or any other bureau in 
the federal government, but let us try 
to avoid sweeping condemnations. The 
public business is, on the whole, well 
conducted. 

There must be autocracy in the 
management of my bureau, as there 
must be autocracy in the management 
of every bureau, every department in 
every industry, public and private, to 
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which you can refer. There must be a 
combination of democracy and autoc- 
racy. I hope to be able to devise a 
system of checking up, so that the auto- 


cratic power that must be exercised in. 


order to keep the bureau functioning at 
all will be constantly checked up by the 
democracy of the émployees in the 
bureau. I think that probably such 
a system as that is as near ideal as we 
can hope to achieve in this vale of 
imperfection. We must have -power 
to get things done. We cannot con- 
duct the government business or any 
other business by a debating society. 
That is one of the principal troubles 
with the government business—that 
it is conducted very largely by a 
debating society. 


Forpeman’s Part IN INDUSTRIAL 
Unrest 


The foreman is not the cause, he is 
just the symptom of industrial unrest— 
and he is not a good symptom. He is 
the boil on the neck of industry. As 
Professor Hotchkiss has pointed out 
you cannot discharge the foremen, the 
gang bosses, the straw bosses, if you 
so desired. There are none to take 
their places. They must function 
until something better is devised or 
until they are educated. I do not 
know which will be the victor in the 
struggle for existence. I rather sus- 
pect that a large number, perhaps, a 
large majority of the perfectly useless 
parasitical foremen and straw bosses 
that are responsible for the immediate 
irritation in so many of our big indus- 
tries will be abolished and put to doing 
something useful. The others will be 
educated until they know their Job. 
They must be yocationally educated 
and vocationally guided and vocation- 
ally placed, and the fellows that are 
not competent to handle men will not 


.be handling them. 
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VOCATIONAL TRAINING AND PLACE- 
MENT 


We must put our brains to devising 
a real program for vocational training 
and vocational guidance and place- 
ment. The principal business of a 
citizen is to make a living. We are 
told that children should be kept out 
of industry. I am in favor of keeping 
them out of industry, if by keeping 
them. out of industry we can keep 
them in something better. But we 
want to be sure that our schools are at 
least as good educational institutions 
as our factories before we decide upon 
a program of keeping the children out 
of the factories and keeping them in 
the schools. We are told that the jobs 
that children go into are blind alley 
jobs. Do we ever stop to think that 
our schools are also, in large part, blind 
alley jobs? Only a very few of our 
schools, a very few of our educators, 
have realized what the public schools 
really ought to be. Only a small 
minority of our schools are really 
educational institutions preparing boys 
and girls for citizenship, which means 
preparing them to make a living in the 
way best suited to each. First of all, 
fluctuations in employment must be 


done away with so far as it is possible. - 


It will not be possible to reduce 
unemployment to zero, but it is per- 
fectly possible to reduce it by 50 to 90 
per cent in all industries. 


Tare WORKERS DESIRE 
RESPONSIBILITY 


I have worked in a good many 
industries and I think it is perfectly 
possible to bring about an alliance 
between management and men. Per- 
haps, in the ideal state it will be all 
management and all men; perhaps 
that will be the ultimate working out 
of industrial democracy. Who estab- 


lished the present industrial system? 
Did the workers put it into operation? 
They had nothing to do with it. The 
industrial revolution came along and 
the laborers did what they were told 
to do. They were put on the wage 
system and they have stayed on the 
wage system, and a good many workers 
now are asking for participation in 
planning the work, in carrying it out, 
something to do to relieve them from 
the deadly monotony of minutely sub- 
divided industry. The workers do not 
want to accept a wage and no respon- 
sibility. They do not want to be 
assured of a perfect cinch in income, 
letting all the responsibilities for the 
ups and downs and vicissitudes in 
industry be carried on by this little 
bunch of segregated managers in 
industry. The managers of industry 
have not demanded enough of workers. 
They have simply demanded a mechan- 
ical contribution to production. ‘They 
have made no demand upon the 
worker’s brain at all. We can do a 
good deal toward curing the present 
industrial unrest, we can do a good 
deal toward stabilizing industry, by 
putting a greater demand upon the 
workers. The workers will not only 
welcome that but they also have been 
clamoring and clamoring in vain to 
have more responsibility put upon 


them. The workers are not afraid of 


assuming responsibility. ‘To be sure, 
they want a greater participation in 
the product of industry, but the work- 
ers who have really thought on this 
subject are willing, are ready, are 
anxious to take the responsibility that 


-goes with proprietorship. We must 


give the worker a proprietorship in 
industry, we must give him ownership 
of his job. That means we must 
stabilize the jobs. We must do every- 
thing possible to smoothe out the 
kinks in the employment curve. 
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INDUSTRIAL LEADERSHIP not INDUS- 
TRIAL DRIVERSHIP 


Industrial leadership is a whole lot 
better thañ industrial drivership, and 
the substitution must be made. There 
are, however, at least two kinds of 
industrial leadership. There is indus- 
trial leadership for the benefit of the 
leader and industrial leadership for the 
benefit of the led, for all concerned. 

I am reminded ‘of the story of the 
old farmer and his mule. He possessed 
the laziest mule ever owned by a 
farmer. He could not get the mule 
to walk fast enough when he plowed, 
and he devised this very ingenious 
device. He hung a bunch of hay on 
a stick attached to the hame so that 
the hay dangled just in front of the 
mule’s nose. By that lure the mule 


was induced to walk fast. He con- 
tinually reached out for the suspended 
bunch of hay, walked continually 
toward it, and it continually kept in 
advance of him, and in that way pro- 
duction was increased enormously on 
that farm. But the product was not 
divided equally between the farmer and 
the mule. Some of the bonus systems 
in “existence are very similar to this 
ingenious device of the farmer. These 
systems might not inaptly be denomi- 
nated “hay bonus systems.” 
Industrial leadership must be sub- 
stituted for industrial drivership. We 
must have the right kind of indus- 
trial leadership. I believe in political 
democracy. I believe in industrial 
democracy. I believe that ultimately 
we are going to work these things out. 


-The Meaning of Labor Representation 


THE AGREEMENT IN THE CLOTHING INDUSTRY 


By Wittram M. LEISERSON 
Chairman, Labor Adjustment Board, Rochester, N. Y. 


HIS is a time when many experi- 
ments in labor representation 
in industry are being made. I shall 
try to describe briefly ou? experiment, 
and the other experiments that may be 
presented to you. It is important 
first, however, to get an idea as to 
the meaning of these experiments. 
What is their purpose and why are we 
experimenting? 


LaBor REPRESENTATION IN 
INDUSTRY 


Without going into the arguments 
that seem to me to justify the conclu- 
sion, I think that labor representation 
in industry is the principle that govern- 
` ment derives its just powers from the 
consent of the governed, working itself 
out in industry. It began in the 
church and was followed in the state; 
and when you lay down a principle 
like that, that appeals to men and 
women, it is bound to work itself out 
in all phases of life. The workman 
does not often come in contact with 
municipal laws, state laws or federal 
laws. But every day he is working 
under rules and regulations and laws 
in his industry, and he feels that these 
laws, if they are to be just, ought to 
have the consent of the workers, 
regardless of the fact that the stock- 
holders may have the legal title to the 
business and the law-making power 
may have been given by them to cer- 
tain managers or directors. He feels 
just as our colonists felt in the days of 
the American Revolution. The col- 
onies may have been provinces of the 
king who may have had the legal title 


to them, but if he were going to make 
any laws for the colonists, they were 
going to have some say in the legisla- 
tion. The wage earner today feels 
exactly the same way. “If Ive got 
to come at 7:30 in the morning or 8 
o'clock in the morning and work til 
12 and then have a half hour or an hour 
for lunch and then come again, and 
I have to obey this rule and that rule, 
I ought to have some say about all of 
this.” 

Because the worker feels the factory 
rules and regulations are laws binding 
on him, he demands representation in 
industry. That it is a demand which 
will have to be met is proved by the 
fact that not only is organized labor 
pressing for representation through its 
method of collective bargaining, but 
employers and managers of great 
industries, such as were just described 
to you, are also seeing that in order to 
get their laws and orders obeyed they 
must give the working -people rep- 
resentation. Otherwise, the manage- 
ment’s laws are not obeyed. The 
industrial monarch finds he cannot 
enforce his laws. He either has a 
strike of a group or élse he has a turn- 
over of labor, which is the result of 
individual strikes of single employees. 

These are the reasons for the growth 
of labor representation plans. When. 
we get this representation, as we are 
now getting it fast in industry in very 
many forms through trade unions, 
through company unions, through the 
so-called industrial democracy plans, it 


“means that a tremendous revolution in 
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the status of the wage earner is taking 
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place. It means that a hundred years 
from now, when the historians will be 
writing about it, they will describe how 
the wage earner along about 1920, or 
thereabouts, passed from the status of 
a servant, from the master and servant 
status, to the status of business asso- 
ciate or partner of the employer. 


PARTNERSHIP BETWEEN LABOR AND 
CAPITAL 


You have heard a great deal about 
employers and workmen, capital and 
Jabor, being partners in industry. Part- 
nership between labor and capital is 
coming to mean that the management 
or the owner of the business must look 
upon labor as the equal of the man- 
agement. When we have such a part- 
nership, two equal partners, then one 
partner cannot do anything without 
consulting the other partner. That is 
partnership. Moreover, these indus- 
trial representation plans, however 
imperfect they may be now, all tend to 
make labor and capital equal and part- 
ners in the business. 


New Stratus or THE WORKER 


Just such a revolution as is going on 
now, changing the status of the wage 
earner from that of a servant to a 
business associate of the employer took 
place about six hundred years ago in 
Europe; and the circumstances that 
marked that revolution are very similar 
to the conditions that attend the indus- 
trial revolution that is going on now. 
If you will read Thorold Rogers’ Sia 
Centuries of Work and Wages, you will 
find him describing the shortage of 
labor after the great Black Plague and 
the enormous rise in wages, The cost 
of labor became unprecedented. Prices 
rose tremendously, and as he said, in 
modern times we would say these 
workmen—these serfs—organized into 


unions to get higher and higher wages.’ 


The king issued proclamations against 


it; Parliament enacted those procla- 
mations into laws, to keep the wages 
from rising, to prevent combinations 
of workmen. But as Thorold Rogers 
says; the serfs and peasants and the 
laborers remained masters of the situa- 
tion. That revolution changed the 
status of the worker from that of a 
serf to a wage earner, ‘and the revo- 
lution today, despite the same kind 
of proclamations bhy the government, 
despite injunctions trying to make 
people work, orders and raids of the 
Department of Justice to scare people 
into working—will not stop the revo- 
lution in the status of the wage earner 
which economic conditions make neces- 
sary. The serf became a wage earner, 
and today, in spite of injunction or 
court orders or anything that Congress 
can do, the wage earner will become an 
equal business associate in industry 
with the employer. 

Wage earners are refusing to remain 
a lower class in the community where 
they are supposed to stay at a certain 
level of wages and living, with their 
children not supposed to go to college, 
and their families supposed to live in 
the poor district of the city. That is 
passing and today, as one of them said 
to me, “It is fine. This overall move- 
ment is great. Let the capitalists 
and the middle classes wéar overalls 
now. Well wear the good clothes.” 
That tells the change in the situation, 
and it is not-a thing to be overlooked 
in our understanding of these labor 
representation plans. 
nize it in order to know how to:adapt 
industry to this new status of the 
worker and hew to meet his demand for 
a right to a say in making the laws 
that he has to obey. 


Puan or REPRESENTATION IN - 
INDUSTRY 


` Just as we had, many plans and 
many ways of doing it, when we passed 


We must recog- , 
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from a monarchical form of govern- 
ment to a democratic form, just so we 
are having many experiments today 
in industry. ‘These plans of represen- 
tation may be classified into three 
general groups, depending upon the 
purpose underlying the plan. In some 
industries the employers have studied 
the situation and, being foresighted, 
have decided that the time has come 
when the workmen must be given a 
voice and a vote in industry. Other 
employers have decided on the same 
thing because their employees, organ- 
ized into unions, have forced them to 
the point. So we have one set of 
plans, either those brought about by the 
ordinary trade union or those brought 
about by employers themselves, where 
the wage earners have not only a voice 
in industry but also a vote equal with 
the management or the owners of the 
business, so far as labor conditions are 
concerned. When there is a disagree- 
ment, decision is made not by the 
directors or the president of the com- 
pany but by an outsider, who may 
or may not be a representative of the 
public. Anyway he is an outside ar- 
biter between the two parties. 

That is one plan. There are other 
plans—and most of the so-called shop 
committee or works council plans are 
of this character—where the manage- 
ment has decided to give the wage 
earners a voice in the industry, but 
not a vote in the industry. This is 
the kind of plan that the Czar of 


‘Russia had when he organized the 


Duma; the King of England had 
the same idea about Parliament in its 
early days, that is to say? you can dis- 
cuss things, bring your grievances 
before the management so that the 
management will be thoroughly in- 
formed as to workmen’s reaction to its 
policies; but it is still felt that the 
management knows better what to do 
for the industry than the wage earners, 


ad 
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It is recognized that, lacking informa- 
tion, the management might go wrong. 
So the management says, “All right, 
we will give you a voice. Tell us all 
your troubles and then we will be in a 
position better than you to decide 
finally.” ‘The wage earners are given 
no vote but, merely a voice. They 
elect representatives—that kind of a 
vote they do have—but the represent- 
atives have nothing to do with deter- 
mining wages, hours and other condi- 
tions of employment. 

Then there is a third group of plans 
—too many, in my opinion—which 
give the form of democracy but not 
the essence. In this plan we have 
elaborate machinery of election, secret 
ballots and all sorts of arrangements 
giving the form of democracy, but 
neither in actually voicing the senti- 
ments of the wage earners nor in any 
final deciding vote do the plans pro- 
vide for any real or effective represen- 
tation of the employees. Very many 
plans are of this kind. In these, the 
management thinks that it will make a 
concession to the prejudice in favor of 
the democracy that is in the public 
mind but in reality nothing will be 
done to meet the demand for demo- 
cratic government in industry. But 
the employers will not be. successful 
in providing the mere forms of democ- 
racy without the essence that was tried 
by very many governments when the 
time came to pass over to democratic 
government. It was bound to fail 
because the democratic movement, 
whether we agree with it or not, 
whether we like it or not, whether it is 
efficient or not, works itself out in all 
phases of life. , 


Development of Representation Plan 


In the development of these repre- 
sentation plans we have heard a great 
deal about shop committees, works 
councils and -}ylustrial democracy 
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plans. .Many think that the main 
movement for democracy in industry 
or representation in industry lies in 
these company unions, as the wage 
earners call them. As a matter of 
fact, in the last four years when this 
shop committee movement has made 
such great progress, during those same 
four years organized labor—plain, 
ordinary trade unions—has increased 
its membership; that is to say, they 
have added to the membership that 
they had before more wage earners 
than are included in all the shop com- 
mittees and works council plans put 
together. The union’s representation 
in industry idea is summarized by the 
term “collective bargaining.” Its es- 
sence provides for collective bargain- 
ing between employer and employee, 
and the point I am trying to make is 
that the main kind of collective bar- 
gaining that we have in this country 
is that which goes on between trade 
unions and employers. Very many 
more shops are organized as trade 
union shops than there are shops 
having committee plans. Thatdoesnot 
mean that there may not be value in 
the shop committees or works councils, 
but we should not overlook the fact 
that when we speak of collective bar- 
gaining and representation in industry, 
the typical form and the form that is 


making. more progress than any other, 


is that which is provided by a so-called 
outside trade union dealing with the 
employer. 


COLLECTIVE BARGAINING IN CLOTHING 
INDUSTRY 


In the clothing industry we have 
that kind of an arrangement. There 
the employees have organized them- 
selves in practically every market 
where clothing is made. They have a 
union, and they have said to the em- 
ployer, ““We are not your equal in 
talking with you ingiyidually. You 


know all about markets. You know 
all about business. You have lawyers. 
You have employment experts and 
time-study men. We have none of 
those people but we have organized a 
union and we can get the same kind of 
experts now, and we want our experts 
to deal with your experts and then we 
will deal on equal terms and get some- 
where.” So the employers and the 
union have entered into an agreement, 
laying down the general terms and 
conditions under which working peo- 
ple will work in this industry. Just 
the same as in the first setting up of 
parliaments the burghers from the city 
said, “We will lay down certain condi- 
tions under which we will pay taxes to 
this government”; and as those condi- 
tions became the basis of democratic 
government, so the conditions agreed 
upon between employers and the union, 
written out in an agreement, provide 
the constitution for the industry. 
Constitutional government is estab- 
lished through this agreement. Then 
this agreement provides that the ex- 
perts from each side—labor managers 
for the employers (each large factory 
having a labor manager and the smaller 
ones grouping together and jointly 
hiring a labor manager) shall meet 
together with business agents or busi- 
ness managers or walking delegates or 
deputies from the union, who are the 
workmen’s experts, and they meet in a 
board which they call the labor adjust- 
ment board. That labor adjustment 
board meetsfrom week to week and mod- 
ifies the agreement, or rather explains 
the agreement, enlarges it to fit the con- 
ditions from day to day. That is the 
statutory body, that is the legislature 
that makes the law for the industry. 
When they cannot agree they take 
their question of disagreement before 
the man who is the chairman of this 


particular board, and he sits alone as a. 


court and decides the case, not accord- 
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ing to any ideas of justice of his own 
that he may have in his mind, but 
according to the law laid down in the 
agreement and the law laid down in the 
weekly meetings of the labor adjust- 
ment board. If you do not have a 
body of law to guide an arbitrator you 
cannot have law and government in 
industry. You have only one man’s 
opinion, and my opinion may beallright 
from my point of view but it- would 
not represent the feeling of the indus- 
try as a whole. This agreement and 
this labor adjustment board that makes 
supplementary agreements from week 
to week build up a body of law which 
guides the judge or the arbitrator, and 
his decisions interpreting this law and 
applying it to particular cases estab- 
lishes a body of common law, a body 
of principles which the employers and 
the wage earners themselves may see 
are the principles‘ which govern the 
industry, and through their knowledge 
of those principles they can settle 
their own difficulties and do not need 
to come constantly to a referee to 
decide disputes for them. 


IMPORTANCE OF OWNERSHIP IN 
INDUSTRY 


That is the outline of the plan in the 
clothing industry, and it exists in all 
of the larger markets. The effect of 
it is to develop in the wage earners a 
sense of ownership in the industry. 
Some people think that is very dan- 
gerous indeed; that it is bolshevism 
and syndicalism and everything else 
that is dangerous. However, our 
theory of private property is that no 
man will have the interest in turning 
out work under any other arrangement 
except when he has some sense of 
ownership in the business. © When you 
have an establishment worth ten 
million dollars, how are you going 
to get the five-dollar-a-day workman 
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to feel a sense of ownership in that 
industry? It is only through an 
ownership that he feels from day to 
day, in deciding questions that affect 
his job, not an ownership of one 
or two shares of stock, but a real 
stake in the industry. The union 
gives him this. 

This arrangement eliminates that 


kind of an organizer of a trade union 


whose capital is fighting. Aslongasthe 
employers fight unions, then the union 
leader who survives is the man who 
can fight the employer, and that is the 
kind of a man who should survive. 


‘But the moment the employer says, 


“Now we want to strengthen your 
union so that you can assume responsi- 
bility over your workmen and meet the 
conditions of these obligations that 
you have assumed,” then a new type 
of business agent has to develop. He 
has to get results for his working peo- 
ple through business methods and 
through the agreement. When he 
talks very loudly and very radically 
and does not get results, it is not very 
long before he is discharged and a 
fellow is put in that does not talk 
quite so much, but who knows how to 
negotiate with the employer and get 
what the employees are entitled to. 
Those things have actually happened 
under this arrangement. 

Another thing that has happened is 
a change in the attitude of the em- 
ployers. Some of them have felt that 
the old method of war in dealing with 
these questions has not paid. They 
won their strikes every time; that is, 
they whipped the union every time, 
but in the end the employers lost 
nevertheless and they found that by 
really taking the employees into part- 
nership on labor matters, they have 
been able to maintain peace in the 
industry and settle all their disputes 
amicably. 


The Industrial Representation Plan in the Akron Fac- 
tories of the Goodyear Tire and Rubber we 


By P. W. Lirenrizeip 
“Vice-President and Factory Manager, Goodyear Tire and Rubber Company, Akron, Ohio 


FTER four years of war, embrac- 

ing almost the whole world, we 
naturally looked forward to a time of 
peace, but instead of that we find a 
condition of industrial unrest which is 
world wide, much worse in other coun- 


tries than here but still showing a 


marked tendency in this country. 
This industrial unrest has come to be 
known to some extent as the labor 
problem. This labor problem, caus- 
ing this instability or unrest, seems to 
arise from a disagreement between 


management and the laboring men of . 


the country, especially in industry. 
Therefore, if there is a disagreement 
between two parties it is quite proper 
to investigate both parties to see 
which one is at fault, and usually when 
there is a disagreement of large magni- 
tude, country wide, you can generally 
find something the matter with both 
parties. 


Is MANAGEMENT THE CAUSE or 
INDUSTRIAL Unrest? 


Has there been some fault on the 
part of management to account to 
some extent for this industrial unrest? 
If we look over the types of manage- 
ment in industry as they have been con- 
ducted in the recent past, we will find 
two forms: first, an autocratic form, 
where management is alone responsible 
to capital and says to labor, “Our terms 
are such and such. You can take them 
or leave them”; second, a form which 
‘is Im vogue—more in public service 
corporations where the management 
is of the same type but is opposed by 
a strong labor body and thus held in 


restraint which results in collective 
bargaining. These are substantially 
the only two forms in existence. They 
both have two fundamental weak- 
nesses. In the first place, manage- 
ment in each case is responsible only 
to capital and not responsible in any 
way to labor, and in the second place, 
labor does not assume any responsibil- 
ity except to bargain for its services, 
usually on the basis of time, and 
places itself—whether they consider it 
so or not—on the basis of a commodity. 
It has no interest in the business. It 
has no particular interest in the 
amount produced or the welfare of 
capital invested, but is simply selling 


its services as a commodity, as part 
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of the cost of industry. We cannot 
have industrial stability as long as 
either of these conditions exist. 


Waar MANAGEMENT SHOULD BE 


Management should be a coördina- 
tion between capital, labor and the 
public. It should not be entirely 
responsible to anyone but should have 
a certain amount of responsibility to 
all three. To create interest on the 
part of those employed there should 
be established a community of inter- 
est or a partnership relation, placing 
labor, those who furnish the labor, on 
the same basis as those who furnish 
the capital; labor should not be made 
a commodity in any sense of the word. 
The duty of management is to serve 
capital, to serve labor and to serve 
the public—to efficiently organize the 
activities of all for the benefit of all. 
It should administer management 
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with justice to all three and should 
not be permitted to autocratically 
serve one at the expense of the other. 
It is also the duty of management to 
organize and lead both labor and capi- 
tal, and if the appointment of mana- 
gers is in the hands of capital their 
autocratic power should in some way 
be limited to protect their responsibil- 
ity, to labor. 


UNION AND ORGANIZATION IN INDUSTRY 


Capital Unions and Labor Unions 


It is generally known that more can 
be accomplished by organization and 
union than by each one going his own 
way, and in the past we have been fa- 
miliar with two kinds of unions in indus- 
try. There is the union of labor to 
promote labor’s ends and this has been 
matched by the union of capital to 
promote the ends of capital. These 
unions have both been justified by the 
conditions of the past. As organized 
they are admirable for defensive pur- 
-poses, but each being organized as a 
union of a class they are not productive 
unions. Both unions are quite proper 
to form a means of those engaged in 
them to unite for purposes of defense, 
but they cannot produce because one 
of the elements necessary for produc- 
tion is lacking in each union. Without 
capital labor is useless. Without labor 
capital is useless. It is, therefore, 
necessary, in order to get a productive 
union, to get a union in which the inter- 
ests of both capital and labor are repre- 
sented. A union of capital is some- 
thing like a union of all heads without 
any hands, and the union of labor to 
, some extent is like a union of all hands 
_ without any heads.. The result is that 
if they succeed in getting something for 
themselves it usually*is at the expense 
of the other and not by creating an 
additional amount in which both can 
share. A union of capital and labor in 
the interests of the public can perform 


an economic’ service and can produce 
something so that both will be benefited 
and the world at large will be benefited; 
one will not have to get something for 
itself at the expense of the other. 
Management in that sense 1s the same 
as government. In other words, it is a 
selected body to govern in the interests 
of all, keeping in mind that it should 
govern in the interests of the majority. 


POLITICAL AND INDUSTRIAL 
GOVERNMENT 


In looking over different forms of 


-government we find cases similar to 


what we find in management in busi- 
ness. While it is very true that our 
form of government can learn a great 
deal in efficient management from the 
business of this country, it is equally 
true that the business of this country 
can learn a great deal on the question 
of human relations and principles of 
Management or government from the 
government of this country. 


REPRESENTATIVE GOVERNMENT IN 
MANAGEMENT 


In looking over the different forms 
of government I think we will all agree 
that for large bodies of people where it 
is too large for a town meeting where 
everyone has a voice, the representa- 
tive government which we have in the 
United States comes nearest to being 
the ideal of anything which we have in 
actual practice. Therefore, manage- 
ment in industry should follow the 
same lines. Management must get 
confidence, good will, interest and in- 
centive from its workmen, and to do 
that they must believe not only in the 


efficiency of the management but they 


must also believe equally in the justice 
in which that management willfunction 


for the benefit of all. 


In our American form of government 
the managers or governors are elected 
by the people, which is quite proper, 
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inasmuch as-the people are also those 
who furnish the capital for running the 
government by submitting to taxation 
for this purpose. In industry those 
who labor with their hands are not in a 
position to do this—at least, at the 
present time—and those who furnish 
the capital take an undue risk on this 
account. For this reason they appoint 
and hold the managers responsible. 
‘However, in order to properly function 
on the basis of management being to 
serve and being responsible to all, 
there must be some responsibility of 
the managers chosen by those who 
furnish the capital to the labor em- 
ployed in the plants, and it is on this 
basis that we have worked out, as well 
as we can, the industrial representa- 
tion plan now in force to fit our own 
particular condition in Akron. 


Who Shall be Represented in 
Management? 


The question which now arises is 
who shall be represented? We have 
found no better way of doing this than 
to follow the precedent of the national 
government by establishing a citizen- 
ship of industry. In other words,.we 
do not think that voting privileges for 
industry, for representation, should be 
universal to a greater extent than they 
are in the government of our country. 
In order to protect the’country against 
radical minorities and those who are 
opposed to the government and its 
principles, certain limitations were 
placed upon citizenship. A man had 
to be twenty-one years of age. He had 
to be born either in this country, or 
had to reside in it for a certain length 
of time to become familiar with it 
before he could vote, and he had to 
understand the common language of 
the country. We believe it is equally 
essential that these safeguards to rep- 
resentation be thrown around voters 
in industry, and for that reason in our 
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own particular case we. restrict the 
voting citizenship of our industry to 
employees who are eighteen years of 
age, who are American citizens and 
who have been in continuous employ- 
ment, on the cornpany’s payroll. for 
six months. 

It is our problem, as we see it, to 
Americanize industrial management. 
We have all’heard about Americaniza- 
tion, and many of us think that it 
applies only to the individual, but when 
you Americanize the individual and he 
makes. an analysis of his form of gov- 
ernment in industry and finds that it is 
not Americanized also, you are going 


to have more trouble than when you ’ 


started, unless it is Americanized. 


INDUSTRIAL REPRESENTATION PLAN IN 
THE GOODYEAR TIRE AND RUBBER 
CoMPANY 


To go to the plan of industrial repre- 
sentation: Before putting this plan 
into effect we forrned a council, com- 
posed of some representatives ap- 
pointed by the management. ‘Some 
were elected by the foremen of the plant 
and some elected by Australian ballot 
from the men of the plant themselves, 
so that in working out the plan we tried 
to get something that fitted our par- 
ticular industry, which would be just 
and fair, promote efficiency, and 
be satisfactory to all concerned. We 
unanimously arrived upon a plan which 
we submitted to the Board of Direct- 
ors for their approval. The board re- 
ceived it, together with a secret ballot 
of the employees of the factory. It 
received 92 per cent of the votes in 
the affirmative. 

The plan is substantially as follows: 


We adopted what you might call a shop ` 


constitution. It*provides first, that 
the executive functions be placed en- 
tirely in the hands of the manage- 
ment, the same as the operation and 
executive departments are placed in 
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the hands of the President and his 
elected representatives who run the 
different branches of the government. 

In order that this control should not 
be autocratic a legislative body was 
created, elected by the workmen by Aus- 
tralian ballot. This body has legislative 
powers to act as a check on unwise or 
unfair movements of the management. 
The industrians or citizens were asked 
to vote by Australian ballot for repre- 
sentatives for two houses—similar to 
what we have in our state and national 
legislatures—one being called the house 
of representatives and the other the 
senate, the senate to be composed of 
twenty members elected for two years, 
ten each year, and the house of forty 
members, all chosen annually. The 
factory is divided into districts, pro- 
portionately equal in number, and in 
this way we have a fixed number to our 
legislative bodies—trying to avoid the 
difficulty which our national house has 
gotten into of having such a large num- 
ber. This makes it unwieldly in ses- 
sion, and most of the work has to be 
done by committees. 

There are other restrictions upon 
the qualifications for senators and 
representatives. As was found ad- 
visable in our Federal Constitution, it 
was thought necessary that the quali- 
fications of a representative should be 
at least one year in continuous service, 
instead of six months, for voting, and 
for senators that we would require five 
years of total service or two years of 
continuous service to qualify for the 
senate. 

It should be kept in mind that both 
houses are elected by the, workmen, 
and by the workmen I mean all in the 
industry. Wehavenoclasses. Every 
one on the payroll, if*he qualifies as 
an industrian, has one vote. At the 
present time as that stands, there are 
about 12 per cent office workers, in- 
cluding clerks and others in the 


office, 6 per cent are foremen, and 82 
per cent are factory workmen. It can 
readily be seen that this body, being 
elected by Australian ballot, is en- 
tirely in the control of the workmen 
in the plant, the foreman and execu- 
tives and others only casting about 10 
per cent of the vote, although they 
vote just the same as any one else. 
It gives in the house and senate very 
closely the character of those employed 
in the industry. These senators and 
representatives can be recalled by a 
two-thirds vote of the electors of their 
district at any time,. subject to the 
approval of the assembly itself. The 
approval of the assembly itself is 
simply put in to check a quick radical 
action where some little step might 
have disappointed a certain number 
of men temporarily, giving it a little 
more time for a hearing. ' 

The powers of the industrial assem- 
bly are to pass upon all rules which 
may be put into effect by the manage- 
ment by procedure very similar to 
that in the national house. Each 
house votes separately, and if a bill on 
any subject pertaining to the relations 
of the management to its employees is 
presented to the house and passed by 
a majority of both houses, it is pre- 
sented to the factory manager for his 
approval or veto. In case he vetoes 
it, It can be passed over his veto by 
two-thirds majority of both houses, 
and it then stands as a rule and regula- 
tion of the factory unless annulled by 
the Board of Directors. This board, 
under the laws of the state of Ohio, is 
fixed as the supreme governing body of 
a corporation and which could not be 
changed by any means in our power; 
it is quite proper that they should 
have that check, but it at least insures 
that no inspector or foreman or any 
sub-officer -of the management can 
check or hold back the desires of the 
men, that they have a means of bring- 
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ing it right in as a factory rule to the 
attention of the Board of Directors, 
and it only comes to them when it has 
been passed over the veto of the 
manager. 

We also provide for joint confer- 
ences. We have a body composed 
of twelve men, six appointed by the 
management, three by the house and 
three by the senate. 
every two weeks to discuss all prob- 
lems of difference between the manage- 
ment and the men, usually things are 
thrashed out here before any action is 
taken by the industrial assembly, so 
that in all actions they take, they at 
least have both sides of the case pre- 
sented to them so that they will not 
act on the evidence of but one side. 

Another article in the constitution 
is that there shall be no discrimination 
against anyone for membership or non- 
membership in any labor organiza- 
tion. We realize fully that it may be 
‘decidedly in the interests of the men to 
join associations for defensive purposes 
to protect themselves against injustice, 
but the theory of the whole organization 
is that instead of organizing by classes, 
we join together within the institution 
the interests of capital with the inter- 


ests of labor and thrash out all difer- 


ences jointly without outside influence. 


ADVANTAGES OF INDUSTRIAL REPRE- 
SENTATION IN MANAGEMENT 


The advantages of this form of 
organization, as against the other two 
which I enumerated at the beginning 
of this talk, are that it insures contin- 
uous production. It is a perfectly 
logical method of going ahead and 


* 


This body meets 


getting legislation and correcting 
abuses, just the same as we have in our 
government. Everyone knows what 
would happen to this government if 
every little abuse or every little dif- 
ference of opinion which came up 
should be magnified and magnified. 
until the government chose sides and 
then all stood still while somebody 
thrashed it out. It will be realized 
that the government could not operate 
at all and that some other method 
would have to be devised. The same 
is equally true in industry and the plan 
we have put into effect is largely to 
overcome that difficulty. There is 
another matter—all grievances are 
brought up for attention when they 
are small and are not kept smoldering 
until they become a thing in which the 
whole shop is interested. Nearly -all 
grievances are now taken up and 
settled in a mutually satisfactory man- 
ner right at the beginning, so that pro- 
duction goes on without unrest and 
without stopping. 

The other result which it accom- 
plishes is that it takes away the 
autocratic power of the foreman 
and the management which is used 
in an abusive manner, and in many 
instances since the plan has been 
adopted the foremen have seen where 
they have been drivers heretofore, 
and that they have been maintaining 
that position by reason of the power 
vested in them. They can no longer 
do that. They have to understand 
their position and they have to under- 
stand the men under them and 
learn to lead those men instead of 
driving them. 


Why Labor Should Be Represented in Industrial 
Management 


By R. L. CORNICK 
Arsenal Employees’ Representative, Washington, D. C. 


HE reason why labor representa- 
tion in industria] management 
has become absolutely necessary is due 
to growing dissatisfaction of the work- 
ers with their status in society and the 
employers’ willingness to sacrifice the 
human being for the sake of greater 
profits. 

A great many employers do not 
operate on the theory that the greatest 
ultimate good will accrue to themselves 
and society as a whole by the develop- 
ment of the individual to the highest 
possible point, but operate along the 
lines of the “mud-sill” theory as illus- 
trated by Abraham Lincoln. This 
theory “assumes that labor and educa- 
tion are incompatible and any practical 
combination „of them is impossible. 
According to that theory a blind horse 
upon a treadmill is a perfect illustra- 
tion of what a laborer should be—all 
the better for being blind because he 
could not kick understandingly. The 
education of labor isnot only considered 
useless but dangerous. In fact, it is 
deemed a misfortune that labor should 
have heads at all. Those same heads 
are regarded as explosive material, only 
to be kept in damp places, as far as 
possible from that peculiar fire which 
ignites them—education. A Yankee 
who could invent a strong handed 
man without a head would receive the 


everlasting blessing of this type of: 


employer.” 

It seems to me that dur progress in 
degeneracy is pretty rapid—we started 
out as a nation on the basis that 
all men were created free and equal. 
Now we are asked to submit to a 


treadmill existence, stop thinking and 
believe that the people now in control 
of industry are the only ones capable of 
thought. It is not conceivable that a 
liberty-loving people are going to 
supinely submit to such a narrowing 
outlook upon life. What they are 
doing and will do more and more 
energetically until they regain their 
position in society is to demand an 
opportunity to come up to their 
potential possibilities. 

Our forefathers were nearer to free- 
dom and equality because they con- 
trolled the means of producing the 
necessities of life but as industry has 
developed and machine production 
increased the worker has become less 
and less independent, and the time is at 
hand because of the growing inequali- 
ties of the people of this country for 
labor to be put on a new basis for the. 
very sound reason that a democracy 
‘cannot live where there are such glar- 
ing inequalities among the people. 


NECESSITY FoR Democracy IN 
INDUSTRIES 


We are thankful that “the workers 
are not solely automatons, but have 
hearts, spirits and minds and are begin- 
ning to at least realize the futility of 
political democracy unless extended to 
the industrial sphere of life. This 
brings us to the point where we can 


_ consider the advantages to society as 
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a whole by having the workers partici- 
pate in the management of industry 
in proportion to their basic interest. 

The worthy objects of any industrial 
undertaking are: 
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1. Supply society with the necessities 
of life in its pursuits of happiness. 

2. Give the workers an opportunity 
to earn a living and contribute to the 
needs of society. 

3. Capital itself does not deserve any 
consideration as it is a dead thing-——it 
does not think or contribute to the 
production of society’s needs, but 
capitalists in their capacity as organ- 
izers make a valuable contribution and 
should be given due consideration. 

Taking up the first justification for 
the existence of industry, namely, the 
supplying of the needs of society, the 
ideal way of accomplishing this is by 
` using the maximum of brains with the 
minimum of energy and time, to the 
end that society’s needs are produced 
most efficiently and economically. 


PATERNALISTIC METHODS or INTER- 
ESTING WORKERS 


_ This can only be accomplished when 
the workers have a real interest in their 
work, and their interests are so safe- 
guarded that they can give fully and 
freely of their abilities and experiences. 
A’great mang employers, with the aid 
. *. E 
‘of scientists ¥@sndustry, have and are 


trying all manner of ingenious paternal- " 


istic methods of ‘interesting the work- 
ers in their jobs, such as the manufac- 
turers’ efforts to appear interested in 
the well-being of the worker by build- 
ing sanitary dwellings, the establish- 
ment of, insurance funds and a number 
of other agencies through which they 
‘ hope: to -bind labor and capital to- 
gether. The modern workman is apt 
to chafe under the feeling that his in- 
surance funds are in the hands of his 
employer, and dislikes to live in houses 
owned by the corporation for which he 
works, even when such houses are well 
built and rent at a fair price. 
a feeling of dependence which often 
gives rise to serious misunderstandings. 
Another very common method is for 


There is ` 


hS 
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the employers to afford the workers 
every opportunity to become stock- 
holders on terms more favorable than 
are open to the general public; they be- 
heve that the resultant loss in money 
will be made up by the devotion of the 
men to the institution. This does not 
in any real sense make the worker his 
own employer. It gives him a frac- 
tional share in electing the people who 
decide how he is to be employed, a very 


different thing both in theory and fact 


and falls far short of putting the la- 
borer in a position of independence. 

Still another method is that of profit 
sharing. There are many notable in- 
stances of success in profit sharing but 
this has always happened when the re- 
sponsibility for management has been 
decentralized and not when it was used 
as a method of paying wages. The 
worker knows that in the general case 
the profits of the employer are not suf- 
ficient to permit of a substantial in- 
crease in his wages at the expense of 
his employer, so an offer to share profits 
docs not appeal to the worker because 
he can get the same results through 
his trade union and not be- an object 
of charity. 

The bonus is another popular 
method which hardly deserves com- 
ment as it is simply a system of pay- 
ment and part of the wage. All of 
these methods can be classed under the 
head of paternalism and at best act 
only as stimulants, affording no real 
basis for the workers to interest them- 
selves in industry as a whole. 

Scientific management proposes to 
confine the brains of an industrial in- 
stitution to the planning room and 
wants the workers to follow instruc- 
tions without ‘question, thereby trans- 
ferring the responsibility for produc- 
tion from the qnes who produce to the 
ones who direct production, conse- 
quently wanting only men who. will 
blindly follow: directions. Where the 
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workers have. interfered with the ad- 
ministration of scientific management 
paternalistic schemes have been 
adopted by the management in an en- 
deavor to hide their real purpose, but 
I have never seen an instance of this 
nature where the workers were not 
cognizant of the true motive and real- 
ized fully that they were doing as some 
one else directed. The workers are not 
laboring under the delusion that they 
are acting on their own initiative. 
They appreciate very keenly that they 
are being managed and quite naturally 
resent it. 


NEED FoR PARTICIPATION AND REPRE- 
SENTATION OF WORKER IN INDUSTRY 


The workers keenly realize that the 
solution depends on their opportunity 
for éducation and a chance to exercise 
their inherent tendencies to create, ini- 
tiate action, accept responsibility and 
excel; in fact, do everything that 
. brings their faculties as human beings 
into play. 

A plan by which representation, or 
participation is secured is of little 
importance in comparison to the scope 
of the functions which the committees 
are permitted to exercise. 

It has been proven by the attitude 


if the workers’ representative functions 
extend to such fundamental things 
as employment, promotion, discharge, 
solicitation of work, compiling of esti- 
mates and production methods, they, 
realizing that their job is at stake, that 
their estimate must be lived up to, that 
it is their plan which is being tested, 
will do everything within their powerto 
produce opportunity for securing work 
and thereby stabilizing employment. 
Because of the liberal attitude of the 
Secretary of War in affording the 
employees in the army arsenals this 
opportunity for self-expression and 


further development, it has been most 
4 


pleasing to watch the growth of interest 
of the employees in their work. They 
are putting forth every effort to bring 
their efficiency as industrial institu- 
tions up to as high a standard as 
possible. Whether or not this move- 
ment will be permitted to continue 
is problematical. As we know, an 
army officer’s great ambition in times 
of peace is to prove a social success and 
he has no desire to burden himself with 
the great amount of work that would 
necessarily ensue if this movement were 
permitted to live. However, it has 
been practically demonstrated that 
the workmen, if given the necessary 
stimulus of being made a partner in a 
great industrial enterprise, will react 
by displaying the greatest possible 
interest in production both as to 
economy and quantity. 


EVALUATION OF CAPITAL, LABOR AND 
THE PUBLIC IN INDUSTRY 


In evaluating the basic interests of 
capital, labor and the public inindustry, 
I think we would find that 20 per cent 
for capital, 30 per cent for labor and 50 
per ‘cent for the public would be as fair 
a figure as could be arrived at, as the 
consumer supports both capital and 


“labor by his patronage. 
of the workers in the army arsenals that’ ° 


Labor unquestionably has more at — 
stake than capital, either on a basis 
of numbers or the sum total of its 
contribution to the objects of industry. 
No one would question the statement 
that the people depending on industry 
for a livelihood have a vital and dom- 
inating interest in the successful con- 
duct of industry. 

To attempt to discuss this subject. 
in a few minutes necessitates touching 
it only superficially and theoretically, 
but if we accept the theory that free 
labor is more productive than slave 
labor we readily see the advantages to 
society in freeing labor from economic 
slavery, and as no people who are intel- 
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lectually free will long submit to eco- 
nomic slavery, 1t follows that if we are 
to mitigate the stress and waste of our 
present industrial warfare, labor must 
be freed. 


Lasor’s Part in Inpustry 


It is not perhaps conceivable that 
the controlling class in the United 
States will become so enlightened that 
they will aid in “placing labor on a 
new basis” and in extending democracy 
to industry, but the best industrial 
thinkers of today believe if we are to 
have industrial peace, labor’s basic in- 
terest in industry must be recognized. 

The wage incentive or other stimuli, 
such as profit sharing, does not make 
the workers feel fundamentally inter- 
ested in their work—such interest as 
was displayed during the war when the 
responsibility for production and to 
that extent the winning of the war de- 
volved upon labor. Labor accepted 
this responsibility eagerly and felt it 
was a part of and partner in a large 
undertaking. 


If the full preductive capacity of 
labor, which is at this time both con- 
sciously and unconsciously withheld 
from society under our present system, 
is ever to be released, labor must par- 
ticipate in the conduct of industry. 

Labor, in sharing the control of the 
means of producing the necessities of 
life, is in position where it can give 
fully and freely of its abilities and ex- 
periences, without causing unemploy- 
ment; thus keeping alive the hope 
for recognition and appreciation which 
is being killed under our present or- 
ganization of industry. Participation 
would destroy the deadening influence 
on the employees of present day ma- 
chine production because participation 
permits the extension of the interest of 
the employees to the institution as a 
whole. It is this participation which 
will prevent the workman from being 
transformed into a machine and which 
will enable him to develop his abilities 
along productive lines to the highest 
point possible. 


Collective Bargaining Assures Stability 


By Jons M. Toxin 
General Vice-President, International Brotherhood of Blacksmiths and Helpers 


HAVE been in the labor movement 
for a number of years, not always 
in an official capacity, however. For 
thirty-two years I worked at the anvil 
as a blacksmith; for the past twelve 
years I have been a local representa- 
tive, and for ten years I have been an 
international representative. I believe 
this experience should give me some 
conception of the attitude of the worker 
towards some of the plans that have 
been outlined in the collective bar- 
gaining movement. 


A PLAN or COLLECTIVE BARGAINING 


One of these plans is one in which 
there is a house of representatives, a 


senate, a cabinet, and a court of last 
resort. This plan of collective bar- 
gaining might appeal to those who 
have never had any experience with 
officials in industries in which they had 
to work, but to those who have had, 
the deception is very plain. In the 
first place, the house of representatives 
is composed of the foremen, and the 
assistant fotemen, and if the worker 
has a grievance he discusses it with 
the member of the house of rep- 
resentatives, or in other words, with 
his foreman, or assistant foreman. I 
would like to ask wherein this differs 
from the case of the worker where there 
is no collective bargaining. Is it not 
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true. that where there is no collective 
bargaining the worker who has a 
` complaint is supposed to discuss it 
with his foreman? Where the com- 
plaint is one wherein the foreman 1s 
responsible the worker would sooner 
endure the situation or quit his job 
than discuss it with the foreman. 

Let us suppose it was the intention of 
the management to sée that in all cases 
where the worker had grievances, these 
grievances were discussed and given due 
consideration. Who then is to consider 
the case after it has been referred to the 
member of the house of representatives? 
It is to be taken up with the foremen 
ofall departments. They may havehad 
similar cases of their own at some time 
or another before the house of repre- 
sentatives, and some consideration was 
shown them. They have to return 
the favor, and if not they do not know 
when there is going to be a complaint 
against them, for it is the experience 
of the worker that 99 per cent of the 
complaints of the worker are complaints 
against the foreman. 

Let us grant there is no such possible 
condition as I have outlined, and that 
there is an effort on the part of the 


foremen or the house of representatives. 


to-consider all matters referred to them 
by the men under them in the order 
intended. The grievance is approved 
by them, and the grievance is on ac- 
count of an order or a ruling coming 
from one of the superintendents. In 
what manner would the house of 
representatives present it to the senate? 
If it came from the cabinet and the 
workers took it up with the house of 
representatives, then in ttirn with the 
senate, would we be able to get work- 
ing men to believe that either the house 
of representatives or the senate would 
give it any consideration before being 
advised by the cabinet? What action 
would they take on the matter, if any 
at all? 

President Lincoln once said, “You 


can fool all of the people some of the 
time, and some of the people all of 
the time, but you can’t fool-all of the 
people all of the time.” This may be 
applied in the case of workers. It is 
my belief that in this case the only one 
that is being fooled is the employer. 
It may be that his employees are closing 
their eyes to the present conditions, 
but the day will come when they will 
let it be known. They are not to be 
fooled. Other plans of collective bar- 
gaining have been discussed in this - 
volume—some in the shape of welfare 
plans. All of these are equally imprac- 
ticable, in so far as assisting the worker 
is concerned. The worker wants to 
meet the employer, or the highest 
one in authority, face to face, and be 
guaranteed some measure of protection 
from any discrimination on account of 
his having complained because of any 
acts on the part of the foreman, 
or the superintendent, or the manager 
himself. . That protection can only 
come from the worker’s associates in, 


- the industry, when they are permitted 


to bargain collectively through com- 
mittees elected in their own way, after 
they have organized, and are in some 
way bound to support each other 
against any encroachment on their 
rights, or any discrimination against 
them as long as they do the work they 
are being paid for and violating no 
just rules of the industry. 


Lasor’s ATTITUDE TOWARD THE 
EMPLOYER 


Labor is distrustful of the employer, 
and I believe that if everyone had 
experience as a workman in some of our 
great industries, labor would not be 
blamed. Many schemes have been in- 
troduced to get laborers to work the 
harder and produce more, and at the 
same time reduce their earnings. Em- 
ployers have introduced the piece-work 
system, giving men certain prices for 
doing certain pieces of work, and when 
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the workman produced more than they 
supposed he would, then they would 
reduce the price. The work has been 
systematized; the worker has been 
made a one-job man instead of a 
mechanic. He has been robbed of his 
ability to earn a living as a mechanic 
and has been tied down to the one job. 
He must remain at it whether he likes 
it or not, for the reason that if he 
left the job, there was no one who 
wanted him, other employers having 
made their own mechanics in the same 
manner. There is no apprentice sys- 
tem at the present time; employers 
instruct foremen to put that man on 
that one job. 


CAUSES FOR DECREASED PRODUCTION 


The worker has been accused of not 
producing as much as he did before 
the war. I shall review briefly what 
led up to this accusation. In too 
many industries where the workers 
were engaged in producing material 
that was necessary for the maintenance 
“and transportation of our army and 
navy during the war, many new and 
unskilled men were induced. All of 
these workers had to be trained, and the 
training that they received was of such 
a nature that many of them became 
-indifferent as to the quality and quan- 
tity of the work they did. This was to 
some extent overlooked; first, because 
in some instances the employer was 
working on a cost-plus basis, and paid 


little attention to production; in 


other cases, the employee who had been 
trained in the work was taxed to 
more than his capacity, working in 
some instances seven days per week and 
twelve hours per day. At the time 
these conditions prevailed, employers 
“were issuing statements that labor 
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was “lying down on the job.” That 
condition has now passed, and if 
there is any unit of labor that is 
not doing its full share it is the fault 
of the employer. 

The organization which I have the 
honor to represent, notwithstanding 
the fact that many blacksmiths who 
had worked as horseshoers and some 
who never worked outside of a small 
country blacksmith shop where they 
shod horses and repaired wagons 
were brought into these industries 
where investigation has been made, 
has shown that the hours consumed 
in doing the work were less than 7 per 
cent, and has long since passed the 
point where it is back to 100 per cent 
of what it was before the war. This 
condition is true in many trades. 


ONE SOLUTION oF INDUSTRIAL UNREST 
PROBLEM 


The problem that confronts us is how 
we are going to solve the problem of 
industrial unrest. I have given this 


. matter much consideration and have 


discussed it with many employers. 
The only solution. that I can suggest 
is a closer coöperation with the respon- 
sible organizations—the organizations 
that have been fighting the radical 
element for the past forty years——not 
by organizations formulated by the 
employer for the‘purpose of controlling 
the labor of one industry or one shop, 
but organizations embracing every 
industry organized in separate units 
or trades where there will be an 
agreement by which each will be 
held responsible for any violations. 
When violations take place, those 
who are responsible should be pun- 
ished in the manner set forth in th 
agreement. ° 


Employee Representation as a Step Toward Industrial 
Democracy 


By WALTER GORDON MERRITT 
Austin, McLanahan & Merritt, New York City 


EFORE taking up the real subject 
at hand, [yield to the temptation 
of commenting on Dr. Cheyney’s 
quotation: from an ancient case on 
industrial law in Great Britain. De- 
claring that England formecly suffered 
from class government az the top, 
Dr. Cheyney repeated the remarks of 
the judge in that case, in which labor 
was excoriated for daring to resist 
capital and for being an ingrate to the 
hand which fed it. Modern tendencies, 
he stated, show an improvement m this 
situation and a trend toward democ- 
racy. The extent to which this trend 
has goneis emphasized by a modern case 
in this country which goes to the op- 
posite extreme of Dr. Cheyney’s anti- 
quated decision and which, I feel sure, 
will entirely demolish traditional ideas 
of law, lawyers and judges. This 
modern case related to the present 
problem as to whether organized labor 
should be exempt from the application 
of the anti-trust laws and whether such 
exemption can be effected, with due 
regard to constitutional provisions as 
to equality before the law. 

Before discussing the case in question, 
it is well to know just what the problem 
is. Suppose, for instance, that the 
United States Steel Corporation should 
make a deal with the building trades 
unions to call strikes on all structures 
where materials manufactured by com- 
petitors of the corporation were being 
used. The United States Steel Cor- 
poration would thereby have forged a 
most effective instrument with which 
to destroy its competitors. In such 
a case it is rather difficult to see how 


l See page 1 this volume. 
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one could fairly say that the labor 
unions were innocent and that the 
corporation was guilty, when both 
were engaged in the same combination 
to accomplish the same purpose. Is 
it not unconstitutional, as arbitrary 
class legislation, to free labor from the 
restraints of such a law and still hold 
employers subject to them? Are these 
two interests equal before the law in 
such matters? Those embarrassing 
questions came before the Supreme 
Court of the state of Oklahoma a few 
years ago and were dealt with in an 
opinion which contained, among other 
things, the following: 


Labor was made by God. Capital is made by 
man. Labor is not only blood and bone but it 
also has a mind and a soul and is animated by 
sympathy, hope and love. Capital is inanimate, 
soulless matter. Labor is the creator, Capital 
is the creature. Labor is always a matter of 
necessity, Capital is largely a matter of luxury. 
Labor has been dignified by the example of God. 


. The Saviour of mankind was called “the car- 


penter’s son.’ We are told in the Bible that 
the love of money is the root of all evil. This 
statement is confirmed by the entire history of 
the human race. 

The love of money is the cause of the organiza- 
tion of trusts and of monopolies. With what 
show of reason and justice, therefore, can the 
advocates of monopoly be heard to say that 
Capital is the equal of Labor? We deny that 
trusts and monopolies are entitled to protection 
as citizens of the United States. A single drop 
of sweat on the brow of honest labor shines more 
brightly and is more precious in the eyes of God, 
and is of more benefit to the human race, than 
all the diamonds that ever sparkled in the crown 
of any king. 


Lasor’s Part IN [INDUSTRIAL 
DEMOCRACY 


To arrive successfully at a true 
and complete democracy, must there 
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not be something in the nature of 
community of thought, community of 
interest and understanding; something 
in the nature of the same attitude and 
the same relation toward the same 
problem? Can you have true democ- 


racy in an industry where responsi- , 


bility for the finances and the property 
rests solely with the owners or their 
representatives, and where the workers 
only look for a guaranteed wage, re- 
gardless of whether the company is 
successful or has gone through a dis- 
astrous year? Can you have true 
democracy, or that spirit of team play 
and coöperation which alone makes 
democracy possible, where the relations 
of two large groups are largely matters 
of bargaining and antagonism? 
Industrial democracy built on the 
foundations of militant unions and em- 
ployers associations of national extent, 
or any other form of exaggerated class 
alignment, isa chimera. True democ- 
racy in industry: will not come until 
labor, acting individually and as a 
group, is willing to seek a financial in- 
terest in business, is willing to have part 
of itsreturn depend on the success of the 
venture, and is willing to build up its 
own group of technicians for the man- 
agement of business. Even such a 
radical thinker as Mr. Veblen, who 
looks forward to the time when the 
owners of industry will be ex-appro- 
priated and industry will be managed 
by the workers, reminds them in most 
emphatic terms that it is impossible 
under present conditions to expect 
labor to be fit for industrial manage- 
ment until, by slow progress, it has 
developed for that responsibility. But 
while we must say that so far as real 
industrial democracy goes, it is imprac- 
tical under present relationships, there 
are, nevertheless, certain sidelights on 
the trend toward such democracy 
which deserve searching consideration. 


pony 


and intimate groups. 


Who helps and who hinders progress 
toward industrial democracy? The 
ordinary type of militant. unions, as 
well as many employers, present obsta- 
cles. Such unions are often undemo- 
cratic and deny in.their own manage- 
ment those tools of democracy which 
they advocate in the political field. 
The leaders of the syndicalist move- 
ment in France declare that the organ- 
ized labor movement is more guilty of 
autocracy toward the workers than is 
capital. But be that as it may, the 
organized labor movement being 
largely a militant movement, emphasiz- 
ing primarily the question of the bar- 
gain between capital and labor, feeding 
the spirit of antagonism, and opposed 
to many things which seem to offer 
some promise of a trend toward indus- 
trial democracy, is not, with its present 
objectives and leaderships, an agency 
which is going to furnish the most 
fertile field of experimentation. 

As I understand the attitude of 
many ofthe leaders of organized labor, 
they do not want to participate in the 
management, they do not want a 
representative on the board of direct- 
ors, they oppose profit sharing, they 
oppose bonuses, and they oppose 
freely-elected, intrafactory committees 
with a fair degree of home rule, whereby 
machinery may possibly be devised 
for closer codperation between small 
They seem to 
have the idea of the old-time religionists, 
that labor must be saved, if saved at all, 
only in their way, which is the militant 
way, and they apply to the situation a 
discouraging amount of intolerance 
and bigotry. Naturally, they see in 
the shop committee a rival, and seeing 
a rival, they fear it. Naturally, and 
like all human institutions, they 
tend to make a fetish of their own 
organization and claim exclusive utility 
for it. 
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Ture Unron MOVEMENT 


As a matter of fundamental human 
philosophy, it is necessary for the 
labor leader to keep alive in the minds 
` of his followers an exaggerated sense 
of common peril, in ordez that men 
will be faithful to the unicn and that 
new men will come into it, thus swell- 
ing the ranks. We have, then, that 
necessary spirit of mulitancy and 
‘antagonism on the part of the union 
movement which, so far as being useful 
toward the present experiments in 
industrial democracy, is not in most 
cases rendering a great ccntribution. 
I state this with some qualifications, 
because we all know there may be 
some unions which are marked excep- 
tions to that thought. 


THe EMPLOYER REPRESENTATION 
PLAN IN Facrorizs 


If we are looking at this trend toward 
industrial democracy as a peaceful 
evolutionary process and not as an 
attempt on the part of radicals to over- 
throw capitalism, the most fruitful and 
promising source for experimentation 
is in factories that have a definite 
constitutional form of employee repre- 
sentation, based on the scuare deal. 
This representation plan Aas to its 
commendation the great value of 
elasticity. It may be apzlied con- 
servatively, but it travels tae road. of 
idealism and may go as far as the 
inclination of the employe: and the 
capacity of the workers permit. It 
may be that it is the road toward the 
sunlight. It may be that it constitutes 
the half-way house toward some larger 
measure of industrial democgacy. Let 
us see to what extent it is adap- 
ted to industrial ideals of nnmediate 
practicality. j 

Our first ideal should be common 
counsel and a full hearing for both 
sides on all matters of mutuel interest. 
- Without that the best intentions 


cannot safeguard the square deal. 
Our next immediate ideal should be 
the lowest practical minimum of 
overhead discipline and the largest 
practical maximum of voluntary en- 
thusiasm and coöperation—the lowest, 
practical minimum of management 
interference and the largest. practical 
maximum of seli-responsibility, self- 
development, self-initiative and self- 
direction. Starting with those ideals, 
is it not entirely clear that industrial 
representation may afford machinery 
—and in many important and success- 
ful cases has already afforded machinery 
for common counsel and self-govern- 
ment of a very genuine and substantial 
sort. We know it has been feasible in 
some factories to turn over a large part 
of the discipline of employees to their 
peers—their fellow-employees—acting 
through the instrumentality of the 
employee representation plan. We 
know it has been possible, through 
collective bonuses distributed in an 
entire department according to the 
efficiency of that department, to turn 
over to employees some part of the 
management of that department, 
trusting to the collective incentive for . 
good results. Again, we know the 
employer is primarily interested in the 
aggregate wage cost of his product and 
is not so directly interested in the way 
in which that wage is distributed 
among the individual employees in the 
individual department which is run- 
ning up the aggregate wage bill. Is it 
not possible, therefore, through em- 
ployee representation, ultimately Lo 
have the employees decide some vexed 
questions as to the apportionment of 
the aggregate wage among themselves 
and thereby release that issue from the 
challenge of the labor-capital contro- 
versy? The employees and not the 
employer are primarily interested in 
that question. 
If we are looking for experiments in 
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industrial democracy is there not 
suggestiveness in the idea that, under 
the representation plan, we may be 
drifting back to something approximat- 
ing the old contract system, but 
instead of having a third party as an 
itidependent profiteering contractor, 
we will treat a self-governing group of 
men in a single department as a con- 
tracting agency to accomplish certain 
results with the least possible inter- 
ference on the part of the management? 

It is impossible to go into definite 
details on a subject of this kind in a 
short article, but if one grasps the moral 
idea of encouraging and developing a 
measure of self-government among 
men in an individual department, who 
understand the particular craft in that 
department, they will find no insuper- 
able obstacles in working out the 
details. Confidence, patience and tact 
will bring a surprising harvest if the 
field is well harrowed. 


POLITICAL vs. InpustRIAL DEMOCRACY 


Some people feel that employees are 
not competent to participate in any 
such scheme as industrial representa- 
tion. Limited experience indicates 
that this skepticism is not sound. 
Other people feel it is erroneous to 
make a comparison between political 
democracy and industrial democracy, 
since no business could survive if it 
made as many blunders as political 
democracy. I am inclined to think 
that men are better qualified for the 
kind of industrial. democracy of which 
I speak than they are for carrying on 
political democracy. Conditions are 
favorable for this measure of industrial 
democracy, if, in an individual factory 
you can eliminate the distrust and 
suspicion which poisons our industrial 
system. It must be that a group of 
one hundred men in a single depart- 
ment, giving their lives to 4 certain 
kind of work, understand thoroughly 


the nature of that work. . That knowl- 
edge of the subject-matter is one 
desideratum of dermocracy. Give those 
men some degree of self-government in 
connection with that work and a stake 
in the collective accomplishment, and 
they will soon feel the significance 
and responsibility of self-government. 
The smallness of the unit and the 
familiar nature of the work, which is 
within their observation, permit them 
to discern the consequences of good 
and bad decisions and actions. That 
is a second desideratum of democracy. 
They see just how they suffer from 


_their blunders and benefit by their 


intelligence. The cause ‘and effect is 
reasonably clear. 

When we consider democracy may we 
not say, as a general proposition, that 
the further away the seat of government 
and the more remote and inappreciable 
are the effect of men’s action at the 
polls, the more doubtful is the result. 
Herein lies the success of the town meet- 
ing. Where, as in a single factory de- 
partment, you have a comparatively 
small group engaged in one common 
business which they understand, there 
is a better basis for self-government 
than in the larger politicial field, where 
the man who makes brooms helps make 
the laws for doctors.and teachers. In 
fact, if the present movement for 
industrial democracy continues to grow 
as it is now growing, through the 
rapid installation of shop representa- 
tion plans, until it now represents 
something like one million workers in 
these United States, we inay reach a 
point where democracy in the plants, 
which helps a man to understand the 
connection between his vote and what 
thereafter happens, will be the real 
primary class for political democracy. 
After all, our allegiances and our 
sense of community responsibility are 
developed from our close and intimate 
associations rather than from our 
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larger groupings. Each factory is 
capable of becoming a real university 
in this and other lines of education. 
So it may be that if this idea of group 
coöperation can be worked out, we will 
develop a new community sense and 
a new sense of social responsibility 
among our working class, : 


Necessity FOR EMPLOYEES RESPON- ` 


SIBILITY 


This involves no hasty leap from 
one social era into another, nor any 
violent cataclysm or taking of private 
property, but a gradual evolution in 
the direction in which many employers 
have already turned their faces. Who 
knows its possibilities? Who knows 
what will be its reaction upon the 
moral character and responsibility of 
employees who for the first time are 
given such an opportunity to develop? 
Some employers blame the employees 
for a lack of responsibility, but after 
all, if we are just, we must remember 
that it may be lack of opportunity in 
the past which, to a large extent, 
accounts for lack of developed re- 
` sponsibility. How quickly that sense 
of responsibility will develop under the 
gradual growth of plans of this kind 
no man can say, but I certainly am 
sanguine that it-spells progress. 

After all, when I come into contact 
with employers concerning this ques- 
tion, I find that our fundamental 
. difference, or agreement, as the case 
may be, arises from our fundamental 
conceptions of existing conditions. 
For those who feel that this present era 
of unrest is like other eras which have 
come and gone, leaving the fundamental 
nature of our institutions unchanged, 
there can be little incentive to experi- 
ment and grope, as I suggest. But for 
those who believe that a real change 
will follow and that we of today live 
fifty years of experience in five years 
of time, there is a real need for fresh 


departures. Employers of the latter 
class look upon this problem not sim- 
ply as the question of the dollars they 
earn this month or this year, but as 
the great problem of broad, social 
reconstruction upon which the very 
stability of the republic must depend. 
I share their belief that existing indus- 
trial conditions are incompatible with 
human happiness and human satis- 
faction and must be changed if we are 
to secure that degree of codperation 
without which any nation must perish. 

While the factory as an institution 
has been of such great benefit to 
society as a whole, because of its 
efficient and quantitative production, 
we must nevertheless recognize that 
it also has its social menace. Its 
worst menace lies in the monotonous, 
repetitive labor to which so many 
employees are sentenced to spend so 
large a portion of their time. To 
mitigate that, which is an unavoidable 
evil, is it not desirable that employees 
should have an opportunity for group 
expression and some degree of self- 
government, so that they can see the 
relation between the detailed effort 
which they are carrying out and the 
social fabric as a whole? The opposi- 
tion of some employers and unions to 
progressive steps in this direction is 
unfortunate indeed. Public opinion 
must overcome that opposition and 
encourage and support the various 
experiments now going on in the 
individual factories, with a view to 
working out the best plan for a greater 
degree of self-government. Experi- 
ence alone will demonstrate how far it 
is practicable to go in giving the 
workers a voice in the management so 
far as it relates to their own peculiar 
conditions of employment. If Mr. 
Employer has the democratic faith, 
which is faith in his fellow man, he 
will succeed in working it out. If he 
lacks that faith and believes that the 
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workers cannot rise above the position 


which they have occupied in the past, 


it will be a difficult task. 

On the whole, my judgment is that 
industrial representation, manifesting 
itself in many ways and endorsed by 
the President’s second industrial con- 
ference, is the most interesting line of 
study and promise on the trend of 


‘industrial democracy, and that intol- 


erance toward this development, 
whether it comes from the employer, 
who fears it means stronger unions, or 
organized labor, which fears it means 
weakér unions, should be publicly 
discountenanced. If we cannot look 
in this direction for improvement, we 
know not where to pin our hopes. 


7 Discussion 


By MEYER BLOOMFIELD 
Editor, Bloomfield Labor Digest, Boston, Mass. 


HAVE recently been through a 
series of sessions with foremen in 

a number of eastern factories, and the 
one question that I was interested in 
getting their answer to was this: “Just 
what is the situation with regard to 
production in your own department, 
in your own factory; the present situa- 
tion as compared with that of six 
months ago, or a year or two ago?” 
I was trying to get some definite ‘in- 
formation as to Just what the produc- 
tion situation is and what the reasons 
were for a condition that must give 
and does give everybody real concern. 
Surely in a situation so grave as 
we believe the present to be, the least 
that the average citizen has the right 
to expect is a clear statement of what 
is happening to that output of goods 
and services on which not only indus- 


trial peace but our very existence also 


depends. Not only suffering Europe, 
‘ but our own land as well must look to 
sufficient production for salvation. 
After hearing a good deal of testi- 
mony that was honest and intelligent, 
there seemed’ to be three distinct 
divisions that one could make of the 
information given. One group seemed 
to be generalizing without any basis 
of knowledge. Perhaps production 
was not below par, considering condi- 


tions; at any rate the men seemed to be 
unwilling to exert themselves. This 
was one class of testimony. Another 
group seemed to be unconsciously 
betraying a condition for which execu- 
tive indolence or incapacity could be 
the only explanation. The third group 
confessed that a situation existed that 
called for some real heart-searching on 
the part of management. This candor 
promises most by way of meeting the 
problem as it should be met. 
Obviously we cannot go far with 
generalizations as to the production 
situation and we only confuse the issue 
and make a solution well nigh impos- 
sible if we content’ ourselves with 
vague assumptions of industrial slack- 
ing as the basic evil. That there is 
slacking no one disputes. Men who 
take money for the least possible re- 
turn are a social menace. ‘They are 
millstones around the necks of their 
fellows. In norroal times such men 
are unemployed or unemployable. But 
any study of such facts as may be had 
would show that laying the blame on 
one party alone does not tell the whole 
story or help us to see the way out. 
Only in seeing that the right amount of 
production is as much a problem of 
management as it is of labor can we 
hope to think straight on this question. 
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Almost the unanimous response 
from all the foremen to the question,: 
“Do the old workmen produce as much | 


as they have in the past?” was, “Why, 
of course, there’s no trouble with the 
older men, with those who have been 
here three, four and five years. In 
fact, some of them produce more than 
they ever did before.” 

“Well, is it the trouble with the new 
men, with the more recent comers?” 

“Yes, it is.” 

That brings up a problem of train- 
ing, of initiation into the job, of rela- 
tionship, of patience, of contacts, of 
policies. I hope that when we talk 
about the need for more production we 
will not view it entirely as a one-sided 
matter, namely, the slacking of labor. 
J hope that we may see it too in terms 
of the necessity perhaps, for better 
head work, on the part of management 


than hitherto; the sort of brain work 


“that we do find in the best managed 


organizations, where we do not hear so 
much fault-finding. 

May I say that when we hear plans 
described such as those above, we are 
Impressed with one very interesting 
point about them. These are activi- 
ties that have grown up from within. 
They are natural to the soil out of 
which they grow. They are not 
patented importations. The lazy em- 
ployer who expects his labor problems 
to be solved for him by wireless is 
riding for a fall. A good way to solve 
one’s own labor situation is to trust 
the people one is with day after day. 
I believe that there is enough wisdom, 
if we pay the price in thought, in effort 
and time, to work out each his best 
solution from within. 


Collective Bargaining and the Law as a Basis for 
Industrial Reorganization 


” By Jutros Henry Conen 
oo eae Cohen, Gutman and Richter, New York City 


HE title “collective bargaining” 

is given’ to many things of 
essentially different character. As a 
term it is apt to be misleading. 
marily, it is the dealing between an or- 


.- ganized group of employees and one or 


‘more employers, and refers to the 
process of bargaining on the part of 
groups of employees, as distinguished 
from the process of individual contract- 
ing. The term, however, has come to 
include the making of industrial agree- 
ments between large’ groups of em- 
ployers, large groups of employees and 
representatives of the public. Such 
industrial agreements during the war 
became quite common through the 
efforts of the War Labor Board and 
the labor: departments of various 
branches of the government. 


Pri-’ 


COLLECTIVE BARGAINING IN GARMENT ~ 


INDUSTRIES 


The protocols or agreements in the 
garment industries, extending over 
wide areas and embracing many 
thousands of people, are examples of 
collective bargaining of a new type. 
They determine the standards of 
wages, hours and other working condi- 
tions, as the old collective bargains 
did, but they do more. They estab- 
lish agencies like the Joint Board of 
Sanitary Control in New York, a 
permanent board of arbitration, a 
permanent -conference board, and ad- 
ministrative agencies for the redress of 
grievances and the adjustment of 
disputes ‘before they ripen into con- 
flict. Such agreements as these are, 
in reality, new phases of industrial 
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organization. In fact they mean the 
government of industry by those 
supplying the capital and those supply- 
ing the labor, through organization on 


both sides continuously functioning ` 


through agencies of their own selection. 


SELF-GOVERNMENT IN INDUSTRY 


This kind of government is a new 
kind of government. It is the effort of 
democracy to assert its power of self- 
government in industry. This philos- 
ophy is developed in an article in the 
Columbia Law Review for April, 1920, 
by Robert L. Hale, entitled “Law- 
making by Unofficial Minorities.” 
The war has brought us to the realiza- 
tion that the productivity of a people 
depends upon the interest of the work- 
ers in their work. During the war we 
appealed to them on patriotic grounds 
and the response indicated that the 
incentive to effort is not to be found in 
the old “pleasure and pain” economie 
philosophy. But along with the in- 
centive to production is the necessity 
for systematic organization and orderly 
administration in industry. Even if 
every living person producing com- 
modities were moved to his greatest 
exertion by interest and ambition, 
there would still remain the problem 
of leadership and organization. En- 
thusiasm glone will not run industry. 
No matter, then, how much we in- 
crease the morale of production by 
appealing to the worker’s interest in 
his work, we must face the problem 
still with us, and likely to be with us 
for some time to come, of how to 
maintain discipline in industry. If 
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the old individual relationship be- 
tween employer and employee is no 
longer possible and “command” and 
“obey” are no longer in the vocabulary 
of factory management, how are we to 
secure the essential discipline necessary 
to run industry? The power to dis- 
charge is no power at all to maim- 
tain discipline if there is a short- 
age of labor supply. It is a blank 
cartridge. 


POLITICAL GOVERNMENT AND 
INDUSTRY 


If we turn to the lessons of political 
government, we learn that there is a 
very marked limitation upon the 
effectiveness of government through 
the use of force. The small minority 
that constitutes the ruling adminis- 
trators cannot forever compel obedi- 
ence to its will. Inevitably the result 
is revolution. We have succeeded in 
political democracy by recognizing the 
principle of self-government, by win- 
ning through the participation in the 
process of its making, acquiescence in 
the law by those who helped to make 
it. Jf it were not that the people 
themselves know that they can make 
or unmake the law, political democ- 
racy would fail. This factor of- human 
independence, asserting itself with the 
French Revolution, is now more 
formidable than ever before in the 
history of the world. Great masses 
of men have been educated to a reali- 
zation that industry depends for its 
continuance upon the united exertion 
of millions of people, each of whom is 
vitally important in his own place. 
The time has passed when great masses 
of men can be brought to obey law 
simply because it is law. 


SELF-GOVERNMENT IN INDUSTRY 


Applying these lessons of political 
experience to industry, we find govern- 
ment jn industry as Indispensable as 


municipal government. Peace, order- 
Imess, organization, willingness to 
postpone differences in order that the 
machinery may go on—all these aré 
present. In addition, there is the 
vital fact that industry cannot go on 
without the active coöperation of the 
worker. It is possible in government 
to run the government in spite of the 
indifference of the citizen. But we 
cannot run industry with indifferent 
workmen. We must search, then, for 
a method in industry which will pro- 
vide for self-government and we must 
make this self-government effective. 
My experience and my study lead me 
to the conclusion that “constitutional 
government in industry can best be 
brought about” through agreements 
between organized employers and 
organized employees, freely arrived at 
through representatives of their own 
choosing, but when arrived at, sup- 
ported by the law of the land. In 
brief, just as commerce has been built 
up upon the legality of individual con- 
tract, I think industry is likely to be 
built up upon the basis of the legality 
of collective agreements. I would give 
to collective agreements the same en- 
forceability that is given to individual 
agreements. I would make the parties 
to their making responsible for any 
breaches. By putting collective agree- 
ments on such a plane of legality, the 
faithfulness of the parties to such agree- 
ments would be put to the test, and, as 
in the mercantile world, a credit respon- 
sibility would be established. The em- 
ployers’ association or the labor union 
that observed its contracts would there- 
by secure a credit reputation, extending 
its field for doing further business. I 
am convinced that if such a method of 
legalizing collective bargaining were 
adopted, we should rapidly do away 
with “outlaw” and insurgent unions. 
Just as in the recent railroad strike, 
the labor organization desiring to pre- 


- wil. 
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serve its credit as a contract observing 
body would join hands with the em- 
ployers in repressing those who would 
break their contracts or who would 
stop the wheels of industry in order to 
secure the accomplishment of their 
` In the printers’ strike of 1919, 
in the longshoremen’s strike at New 
York of the same year, we saw the 
same manifestation of a new kind of 
“law and order”—the effort of the 
legitimate organization of labor, in 
coöperation with employers, to keep 
in discipline a recalcitrant and anarchic 
‘minority. I regard these manifesta- 
tions as the first indication of a new 
kind of democratic government, of a 
new kind of self-government in indus- 
try. I believe that such movements 
should be arialyzed and considered, 
and if upon analysis they are found to 
be sound, they should be encouraged. 
If, through the organization of the 
workers themselves and through their 
own leadership, by the process of con- 
tract making with employers, there 
can be established rules and regula- 
tions for the government of industry, 
we shall find the way to the disci- 
pline essential to the carrying on of 
industry. 


INDUSTRIAL LEGISLATION -AND INDUS- 
TRIAL GOVERNMENT 


I do not believe that the way out is 
to be found in industrial courts 
created by the state or the nation. I 
do not believe that such courts will 
win the confidence of the workers. 
I believe that it is possible to win their 
confidence and their support for tribu- 
nals which they help to create, and- 
upon which they have representation. 
These tribunals, when created, should 
have the power granted to them by 
the workers and the employers alike 
to make effective the regulations they 
establish. This is the history of the 
Joint Board of Sanitary Control, 
which is about to celebrate its tenth 
anniversary. By precisely this process 
of self-imposed industrial legislation, 
it has completely revolutionized the 
physical habits in factory life in what 
was known as one of the “sweated” 
industries. It is because of this epoch- 
making experience that I believe 
collective bargaining should be rec- 
ognized legally, and as a matter of 
public policy encouraged as a process of 
industrial legislation and government 
in industry. .I believe in that kind 
of collective bargaining. 


Collective Bargaining in the Glass Bottle Industry 
By Jonn A. Vou 


President, Glass Bottle Blowers’ Association 


HE subject of collective bargaining 

is a fundamental one and upon 

the disposition that is finally made of 

it will depend the peace and tranquillity 
of government. 

At the first industrial conference 
called by the President, which was 
composed of three groups representing 
employers, employees and the public, 
the public group presented the follow- 
ing resolution which was accepted by 
labor; 


The right of wage earners to organize in trade- - 
and labor unions, to bargain collectively, to be 
represented by representatives of their own 
choosing in negotiations and adjustments with 
employers in respect to wages, hours of labor 
and relations and conditions of employment is 
recognized. 

This must not be understood as limiting the 
right of any wage earnér to refrain from joining 
any organization or to deal directly with his 
employer if he so chooses. 


The employers group rejected this 
resolution and the cenference dissolved. 
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At the setond conference called by 
the President which was made up 
entirely of representatives of the pub- 
lic, the conference expressed itself in 
agreement with collective bargaining as 
follows: 


The conference is.in favor of the policy of 
collective bargaining. It sees in a frank accept- 
ance of this principle the most helpful approach 
to industrial peace. 
body of the employers of the country accept this 
principle. The difference of opinion appears in 
regard to the method of representation. In the 
plan proposed by the conference for the adjust- 
ment of disputes, provision is made for the un- 
restricted selection of representatives by em- 
ployees, and at the same time provision is also 
made to insure that the representatives of em- 
ployees in fact represent the majority of the em- 
ployees, in order that they may be able to bind 
them in good faith. The conference believes 
that the difficulties can be overcome and the 
advantages of collective bargaining secured if 
employersand employees will honestly attempt to 
substitute foran unyielding, contentious attitude, 
a spirit of coöperation with reference to those as- 
pects of the employment relation where their 
interests are not really opposed but mutual. 


Now, the question naturally arises: 
Is the practice of collective bargaining 
in industry fair, equitable and just to 
the employer, the emplovee and the 
public? If it is not, then the group 
representing the employers of the 
country in the industrial conference 
were justified in their rejection of the 
resolution offered by the public group. 
If it is, then that group committed a 
great wrong as agreement by the con- 
ference would have made for the 
stabilizing of industry and a better 
understanding between capital and 
labor, the influence of which would 
have contributed toward allaying un- 
rest in industry now and in the 
future. 

Realizing that there are many people 
honestly in doubt as to the merits or 
demerits of collective bargaining in 
industry, it will be my purpose to at- 
tempt to contribute something that 
may be helpful in clarifying the sub- 


It believes that ‘the great. 


ject, by giving some of the results of 
sixteen years of practical experience 
in meeting employers in wage con- 
ferences and by recalling some of the 
observations made during thirty-one 
years of membership in the Glass 
Bottle Blowers’ Association, an organ- 
ization that has been practicing col- 
lective bargaining for more than thirty- 
five years. 


BEGINNING OF COLLECTIVE BARGAIN- 
ING IN Grass BOTTLE INDUSTRY 


Collective bargaining in the glass 
bottle industry began in a local way in 
the early seventies, and in the early 
eighties. developed into a regional 
or district system. About 1885 a 
national system was evolved. Later 


‘on Canada was admitted, both manu- 


facturers and workmen, which made 
the system international. Collective 
bargaining has worked out so well in 
the glass bottle industry that not since 
1884 has there been a general strike in 
the trade, and the local disagreements 
and troublës have been minimized to 
the extent that they may be termed 
insignificant. 

For the first fifteen years after col- 
lective bargaining was established in the 
industry there was but one conference 
held each year, at which the wage 
scale was settled and an agreement 
reached as to the hours of labor and 
the conditions `of work. It was then 
agreed that two conferences should þe 
held each year; one in May and one 
in August. The May conference is 
known as the preliminary conference 
which takes up any and all disputes 
that may have arisen in the different 
manufacturing plants throughout our 
country and Canada, upon which the 
employers and local committees could 
not reach an agreement. ‘These are 
adjusted at this conference and all new 
bottles and bottles which are in dis- 
pute are classified. If it is not possible 


ka 


* 


at the May or preliminary conference 
to.reach an agreement on all these 
matters, they are referred to the final 
conference and in the interim conven- 
tions are held by the employers and 
by the workmen, thus giving oppor- 
tunity for all connected with the in- 
dustry to keep in close touch with the 
proceedings and condition of affairs. 
Then at the final conference all mat- 
ters such as wages, hours of labor, con- 
ditions of work, and the classification of 
wares are finally agreed upon, after 
which it becomes binding on both em- 
ployer and employee. I may add that 
im all the years of collective bargaining 
between the Glass Bottle Manufac- 
turers’ Association and the Glass Bottle 
Blowers’ -Organization the contract 


has never been violated by either asso- 


ciation; never has an arbitrator, medi- 
ator or conciliator been called upon 
to settle any of the differences that 
have arisen from time to time, some 
of which were very serious. 


Wuar Couuective Barcatnina Has 
ACCOMPLISHED 


Before the workmen in the glass 
bottle industry were organized there 
was no regularity of employment and 
no stability in the industry. Em- 
ployment was seasonal. Workmen 
were idle in the winter and employed 
in the hot summer months when their 
production was below, normal on ac- 
count of the extraordinary heat that 
the furnaces gave out. This condition 
prevailed because buyers of ware in- 
sisted on obtaining their goods at the 
particular time there was demand for 
it. Workmen and manufacturers in 
agreement, however, changed this by 
educating the buyer to anticipate his 
needs and the plants were then closed 
in the hot summer months of July and 
August and operated during the rest of 
the season—the time most advanta- 
geous for production. Instead of bot- 
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tle manufacturing being*continued as - 
a seasonal trade, it soon was turned 
into a permanent, dependable trade 
to the benefit of the employer, the 
employee and the public. 

As the years went on and the indus- 
try developed, many changes took 
place in the making of glass and the 
working methods that turned the mol- 
ten metal into bottles. The contin- 
uous tank furnace came into the 
industry in the early nineties and 
practically revolutionized it. Prior to 
that time, eight and nine hours out of 
the twenty-four ‘was. the’ maximum 
production period,- but.the tank fur- 
nace made it possible to operate con- 
tinuously. However, this - was. not 
known at that particular time and 
only two shifts were operated, the day 
and the night shift of nine hours each. 
The night shift at first worked until 
twelve o’clock on Saturday nights. 
This was later done away with through 
conference agreement, and four o’clock 
on Saturday was substituted. 

At the time of the introduction of 
the tank the workmen were naturally 
fearful that they would be employed 
only five or six months during the year 
on account of the extraordinary increase 
in production. However; ‘the results 
proved the opposite. While the work- 
men were able to make-a. greater wage 
than they had previously made at the 
same price per gross, owing to better 
working facilities, the cheapening in 
the cost of production brought a de- 
mand for the ware that absorbed the 
increase which the introduction of the 
tank furnace made possible. 


Lasor’s ĈOMPETITION WITH NEw 
MACHINERY 


In the late nineties came the semi- 
automatic machine for making bottles. 
This machine displaced the blower. 
It was in no way combated, re- 
tarded or restricted by the organiza- 
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tion; in fact?the organizacion coöper- 
ated with the employers to make it 
a success as it has done with all ma- 
chinery that has been introduced mto 
the industry, realizing thet in time it 
would prove helpful and greatly bene- 
ficial to the workmen themselves. 
Later on came the Owens Automatic 
Machine which required only semi- 
skilled labor—one man to operate a ma- 
chine, known as the six-arm machine, 
each of which at that time displaced 
eighteen skilled workmen. Later the 
number of arms on this machine in- 
creased to ten and then to fifteen. 
Hardly in the history of mdustry has 
such a revolutionary methcd of produc- 
tion.béen introduced on so short anotice 
with so much success. For a time it 
appearéd to a great majority of the 
workmen in the trade anc to most of 
the employers that abort the only 
thing left’ for the hand- process of 
manufacture was to do. the. best possi- 
ble until such timeas they were forced 
out of business entirely - However, 
the officers of. the association, along 
with the conference committee on the 
_ manufacturers’ side took a different 
view of the situation. Employers 
immediately demanded large reduc- 
tions in wages which tke workmen 
refused to-concede, saying other means 
and methods should first be put into 
practical operation, and tne enlarging 
of furnaces so that three shifts could be 
operated, giving continuous production 
for twenty-four hours, was advocated 
by the workmen. Emplcyers at the 
time stated that this was impossible 
but later on found it to be practical 
and highly successful. c 

To have reduced wages mmediately 
would have demoralized the industry 
and left it an easy victim tə the revolu- 
tionary process of manufaccuring which 
had been introduced. Eowever, in 
1909 the workmen took a twenty per 


cent reduction in wages and in 1912 an- 
5 


other twenty per cent, making the re- 
duction from the list price about thirty- 
six per cent. This gave opportunity 
to the employers who were unable to 
secure the Owens Automatic Machine 
as licensees to develop machinery of 
their own or purchase such machinery 
as other inventors had placed upon the 
market. ‘This coöperation on the part 
of the workmen with the employers re- 
sulted in stabilizing the industry and al- 
lowing those manufacturers who would 
have been forced out of business at 
great loss to continue and make some 
profit. I may add, with the exception 
of that class of ware which has been 
absorbed almost entirely by autmatic 
and semi-automatic machinery, that 
our list price has not only been restored, 


‘but is higher now than ever in its his- 


tory although the product is cheaper. 


Stabilization of the Glass Bottle Industry 


Members of the Glass Bottle Blow- 
ers’ Association who now work on the 
semi-automatic machines and make 
bottles for thirty-six cents a gross which 
formerly paid the blower one dollar and 
thirty-two cents a gross, make wages in 
excess of what the hand blower ever 
made. J regret exceedingly, however, 
that, with the exception of the Ameri- 
can Bottle Company known as a sub- 
sidiary of the Owens Bottle Company, 
a fifty million dollar corporation, no 
automatic machine plants are in agree- 
ment with the Glass Bottle Blowers’ 
Association; although we had the ex- 
plicit promise of some that if the 
association would allow development 
through the experimental stage with- 
out insisting upon joint collective 
bargaining that as soon as quality and 
quantity in production could be ob- 
tained from the machine, negotiations 
would be made. This promise, how- 
ever, has been broken. The Ameri- 
can Bottle Company, a company which 
did keep its promise and with whom we 
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are in agreement placed first _ Poles, 
Hungarians, Italians and Slavs to 
operate the automatic machine. The 
wages paid were $2.17 per day for a 
day of twelve hours. When negotia- 
tions were opened with the Glass Bottle 
Blowers’ Association the twelve-hour 
day was reduced to eight, the same 
wage remaining as for the twelve-hour 
day. Finally, an agreement was en- 
tered into for two years during which 
time these hours and wage rate pre- 
vailed. At the end of two years an- 
other agreement was entered into when 
our members received a substantial 
increase in wages. I may add that 
most of the foreigners had been dis- 
placed by the practical American work- 
men, .members of the association. 
' After the second agreement was en- 
tered: into,the war broke out and pre- 
vious to its expiration common labor 
everywhere, and even in and around 
The American Bottle Comany’s plants 
at Streator, Illinois and Newark, Ohio, 
was receiving higher wages than our 
semi-skilled machine operators and 
semi-skilled assorters. Regardless of 
that fact, however, the contract was 
kept inviolate by the association. 

Last September the association nego- 
tiated a new agreement with The Amer- 
ican Bottle Company and I am sure on 
account of the stability and reliability 
of the association a greater increase in 
wages was received than would other- 
wise have been agreed upon, so that 
today the minimum wage on all Owens 
.automatic machines operated by The 
American Bottle Company is $4.48 for 
a day of eight hours. Not only is this 
company in agreement with the as- 
sociation for their semi-skilled work- 
men but at the last conference in Sep- 
tember they also requested that we 
bring all of their workmen under the 
jurisdiction of the association, which 
was done and a wage agreed upon and 


the eight-hour day established for all. 


This stabilizing of thet ie and 
meeting invention as it came has re- 
sulted in great good to all who are in | 
any way interested in the industry, and 
while the workmen have suffered con- 
siderably by being displaced, the as- 
sociation is now on the up-grade and 
the time is not far distant when a de- 
cent living wage will be made in all 
employment in and.around glass bottle 
plants. In connection with this I may 
say that inventions and evolutionary 
processes have so cheapened the cost of 
production that there is a market for 
the glass bottle product today which 
keeps the factories almost in continu- 
ous operation throughout the yeat and 
also gives opportunity to the consum- 
ing public to purchase and use recepta- 
cles that are sanitary and make for the 
preservation of life and health. These 
are but a few of the things which have 
been accomplished through collective 
bargaining: 


Is CoLLECTIVE BARGAINING IN 
INDUSTRY NECESSARY? 


Now, we come to the next question: 
Is collective bargaining in industry 
necessary? As a partial answer I re- 
fer all who may be in doubt as to the 
necessity, to the encyclical of Pope Leo 
the XIII, issued in 1891 on.the condi- 
tions of the working classes, and the 
report of the committee representing 
the federal council of the Churches of 
Christ on the strike at Bethlehem, 
Pennsylvania, in 1910 and in further 
answer to two or three illustrations of 
the difference between the practices of 


_ autocracy and democracy in industry. 


Let us call to mind a morning in 
January, 1916, when the press all over 
the country carried in large headlines 
the story of a strike and riot at a steel 
mill in an Ohio town, stating also that 
the torch had been applied causing - 
hundreds of thousands of dollars worth 
of damage to property. In company 
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with the statė. mediator and a repre- 
sentative of the attorney-general’s 
office of the state, I was privileged to 
‘make investigation into what caused 
the outbreak. It was found that the 
strikers were composed mostly of 
foreigners of several different nationali- 
ties which for years had been exploited 
inside and outside of the mill; that 
there was no organization among 
them; that they were compelled to work 
twelve hours a day, seven days a week. 
In several instances, as high as four 
beds were found in one room occupied 
by two sets of men, the day and night 
shifts. Out of a population of ten 
thousand, there were 451 voters and 
1,100 children in the schools, nine of 
which were in the High School; twenty 
in the eighth grade; ten in the seventh; 
thirty in the sixth; fifty-three in the 
fifth; 152 in.the fourth; and 826 in the 
first, second and third grades. It was 
also found that the company had ob- 
jected to night school for the adults. 
This tells the story of what caused the 
rioting when the men struck: it was 
because of no liberty of expression and 
action relative to the inhuman condi- 
tions imposed upon them.’ 

Another striking example of the 
same sort of failure occurred with the 
attempt by the French under DeLesseps 
to build a canal across the Isthmus of 
Panama. It failed because the human 
element was not’sufficienty considered 
in the planning of the project. 

Later, our own country took up this 
gigantic problem of -engineering and 
brought it to successful completion by 
a combination of civil and human 
engineering. í 

Colonel Gorgas, probably the greatest 
living expert on sanitation in the 
world today, immediatély set to work 
to make the canal zone habitable for 
human beings without undue risk of 
life or health and in this he was emi- 
nently successful, Instead of men dy- 


ing by the thousands, there was instead 
a healthy lot of well paid, contented 
men on.the completion of this project. 
However, all did not go smoothly from 
the beginning, owing to the absence of 
democracy as between the engineer 
and the wage earners, which to an 
extent nullified the great work of 
Colonel Gorgas in that the best results 
could not be obtained even though 
health conditions were good. After the 
resignation of Mr. Theodore Shonts and 
the appointment of Colonel Goethals 


.. as chief engineer, matters in the 


canal zone assumed a different aspect. 
New life was injected, bickerings, dis- 
satisfaction and dissension were imme- 
diately reduced to a minimum, with the 
result that the dirt began to fly ‘and 
the work performed was the wonder of 
the world, and why? Colonel Goethals. 
introduced democracy into the proj- 
ect. I am told by men who worked 
on the canal that every Sunday morn- 
ing at ten o'clock those who had any 
grievance could place it before Colonel 


‘Goethals, whether committees of the 


highest skilled wage earners, or the 
humblest laborer on the work, white or 
black, all were assured justice would 
be accorded them. The effect of such 
a program was marvelous. No un- 
der-engineer or foreman of any descrip- 
tion could in any manner impose upou 
the men unjustly, without its coming to 
the knowledge of the chief-engineer 
who combined human engineering with 
his work. The result was the success- 
ful completion of one of the greatest 
engineering feats in the world’s history, 
in less time than had been calculated 
and with satisfaction to the country 
and to all who had a part in doing it. 


Reasons ror ADOPTING COLLECTIVE 
BARGAINING 


Some reasons why collective bar- 
gaining should be put into practice are 
that no man has a right to give his 


ym 
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consent to work twelve hours a day, 
seven days a week unless for the pur- 
pose of saving life and property. To 
do otherwise is to violate the divine law 
which no worker has a right to consent 
to violate. In working this way the 
wage earner is deprived not only of look- 
ing after his spiritual welfare but also 
by working under such conditions he is 
wasting his body and thus shortening 
his life, for which he will be held 
responsible. However, if forced to give 
his consent in order to keep body and 
soul together, or the bodies and souls 
of those who are dependent upon him, 
it. must naturally. follow that those 
who are responsible for forcing him 


into this condition must answer for it | 


under the divine law. 

- There is, of course, common interest 
between capital and labor in the pro- 
duction of an article or commodity, 
but there is very little mutuality in 
the distribution of the wealth which 
it brings. This results in a differ- 
ence, causing a conflict of opinion 
and when men honestly differ in opin- 
ion, if they will but get together 
and talk over their differences above 
board, they are certain to arrive 
at a basis for agreement; otherwise, 
there is misunderstanding, friction and 
resentment. 

-For further illustration, take the man 
who has planned an evening with his 
family, the man who has planned some 
social recreation, or who has made ar- 


rangements to look after some little . 


business affair, or who is worried be- 
cause of sickness in his family, who is 
told a few minutes before quitting time 
that he will be required to continue his 
labor for two or three hours longer or 
the man who has planned a day’s outing 
with his family and who has given 
plenty of notice of -his intentions, 
whose hopes are high, whose anticipa- 
tions for the time rejuvenate a spirit 


of life that has been ying dormant, 
who is told on the last day or hour that 
he cannot get time off. His hopes, his 
anticipations are shattered and the 
outing a failure, all because some under- 
foreman has exercised his petty power 
and authority for the purpose of being 
kowtowed to, or on account of the fear 
from higher up that profits might be 
disturbed by a hair’s breadth. For 
such reasons as these the man is sub- 
jected to conditions which he must 
accept in silence and without protest, 
thus placing him. in 4 position not un- 
like the ox in that he must be driven to 
give service. . 

If more thought and’ study were 
given to the psychology of the human 
effort in industry, the gulf that now 
separates capital and labor would not 
be nearly so wide as it is. Workmen 
can be led and they can be driven but 
those who are led will produce much 
more than those who are driven. 
Among those who are led there is much 
contentment in the performance of 
their labor; among those who are 
driven, having no voice regarding their . 
wages, hours and working conditions, 
there is much discontent. Although it 
may not appear on the surface, those 
workmen are resolving in their own 
minds, as did Abraham Lincoln when 
at New Orleans he saw human beings 
auctioned off from the block to the 
highest bidder, that if ever the op- 
portunity offered he would hit that 
system and hit it. hard. 

In connection with this we may as 
well look at the facts as they stare us in 
the face. The wage earner of today 
and of the future will accept nothing 
less than democracy in industry. We 
might make palaces out of the work 
shops, the mills and the mines and, in 
addition, promulgate and install sys- 
tems of charity, welfare work and 
coöperation on a dividend sharing 


COLLECTIVE BARGAINING IN THE BOTTLE INDUSTRY 53 


basis, yet it would not satisfy, because 
_ the human family in working out its 
own salvation, its own destiny, will 
` neither submit to dictation nor be 
placed in a position of some form of 
dependency, prescribed and adminis- 
tered, without having full and free 
expression on the propositions sub- 
mitted or advanced, with the right to 
accept or reject, backed with as 
much power through organization 
as is represented by wealth and great 
strength of bought intellect on the 
other side. i 
Humanity cannot and must not 
be measured from the standpoint ‘of 
profit. It must be measured by the 
soul and the God-given rights to pro- 
tect and save that soul and whoever 
interferes with this measurement, 
through the making of profits or un- 
checked competition, not only deprives 
man of his natural rights but is also sow- 
ing the seed of state dissolution in that 
such unjust, unrighteous exercise of 
sharp manipulation, power and author- 
ity destroys patriotism and love of 
country. Herein lies the danger to 
private property and our present form 
of government. I fear no revolution 


by violence for the overturning of our 
government and the socialization of the 
methods of production and distribution. 
But with the awakening of the wage 
earner through education, which is 
rapidly developing, there is great 
danger of his using the ballot to change 
our present social order. Unless in- 
dustrial democracy is conceded to the 
wage earners by capital there is not a 
question of a doubt but that the people 
will change their form of government so 
as to include both political and indus- 
trial democracy. This means a form 
of state slavery to all which is to be 


deplored. However, the ones who will 


suffer most from this change will be 
those who stood firm and refused to 
make concessions. 

In summing up, it is evident that col- 
lective bargaining is not only necessary 
but that it is also inevitable and that it 
is the duty of all forward-looking citi- 
gens of this country to work for the 
establishment of those things under our 
political government and industrial 
life which have been proven sound and 
practical so that our government in its 
present form may be maintained and 
perpetuated. 


Results of Collective Bargaining in ‘the Street Railway 
Industry of Philadelphia 


By A. A. Mirren 
Philadelphia Rapid Transit Company 


EFINING collective bargaining as 

‘the procedure by which man- 
agement and men sit down together 
and frankly discuss acress the table 
problems that are involved in the 
operation of industry, let me cite here 
the concrete results that the Stotes- 
bury-Mitten Management has ať- 
tained in Jess than a decade in this 
city, 


COLLECTIVE BARGAINING UNDER 
STOTESBURY-Mitren Man-- 
AGEMENT 


Conditions Prior to Inception of this 
Management 


Prior to the inception of the present 
management of the Philadelphia Rapid 
Transit Company, Philadelphia faced 
a situation that seriously interfered 


“rehabilitation of the company. 


with the aen of its ae railway 
system. The strikes of the previous 
year, accompanied by riot and blood- 
shed, had cost the city and the com- 
pany millions of dollars, both in direct 
losses and in wages to the men. The 
employees, divided into factions, were 
demoralized; morale was at zero. In 
fact, conditions could hardly be worse 
than they were in Philadelphia at that 
time. 


Plan of Stotesbury-Mitten Management 


Responding to an urgent request of 
the citizens of Philadelphia, Mr. E. T. 
Stotesbury undertook the financial 
He 
obtained, the services of Mr. T. E. 
Mitten, as the operating manager. 
At that time the Stotesbury-Mitten 
‘Management promised the people of 
Philadelphia and the employees of the 
company to accomplish in five years 


_ from 1911, first, an adequate system of 


transportation for the public; second, 


‘such increased wages and favorable 


working conditions for the employees 
as could be brought about by coöpera- 
tive effort, and last, stockholders were 
promised nothing at that time, indeed 
they were frankly told that they could 
not expect any return on their capital 
until improved service for the public 
was provided and the problems of the 
employees weresolved. The magnitude 
of the problem involved was stagger- 
ing, but the management, with a firm 
resolve to improve conditions, sought 
an equitable solution. Basing its cam- 
paign on a policy of frank statement 
and fair dealing, the management 
proceeded to disarm the unjustified 
hostility of some of the employees and 
soon won their hearty support of the 
codperative plan. It is worthy of 
note that the codperative plan spe- 
cifically states that employees are at 
liberty to join any union or other 
organization without “let or hin- 
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drance.” This sound policy .is the 
unassailable rock of its dependence; 
it has been invaluable, and. has success- 
fully disarmed its ‘ isolated, 
sighted opponents. ‘Today its success 
is best indicated by the fact that 99.55 
of all eligible employees are members 
of the codperative welfare association 
of the Philadelphia Rapid Transit 
Company. 

The War Labor Board endorsed the 
cooperative plan as amended in 1918 
as being entirely in accord with its 
own priiciples as outlined in the 
proclamation of the President of the 
United States. 

Wage Increases. ‘The trainmen were 
receiving in 1910 a maximum rate of 
23 cents per hour; successively the rate 
was increased until it reached 32 cents 
in September, 1916; 43 cents in July, 
1918; 48 cents in August, 1918, and 
other increases as the cost of living 
advanced, until today the rate is 61 
cents. These voluntary increases in 
the wages of employees have been 
accompanied by a remarkable change 
in that intangible and invaluable asset 
to employer and employee alike—im- 
proved morale in the organization. 

Improved Morale. One of the most 
remarkable evidences of the spirit of 
genuine good will existing between the 
company and itsemployees is our record 
of uninterrupted operation during the ` 
period of the war. During that great 
crisis our men loyally served the car- 
riding public and turned aside from 
the blandishments of those who would 
take unjust advantage of the acute 
shortage of labor during that period. 

The Honorable Charles E. Elmquist, 
chairman of the Federal Electric Rail- 
ways Commission, in his speech at a 
two-day picnic of the employees held 
last summer said,- “It seems to me 
that if the work in Philadelphia that 
you are doing—you employers and you 
employees, who send the message of 


short- ° 


è 


hope and cheer throughout the width, 
length and breadth of this land—will 
influence other industries to adopt the 
same plan that you have here, you 
will solve, to a very great extent, the 
most acute economic danger that we 
have ever had.” 

Collective bargaining, as here defined 
differs widely from the definition that 
some men have in mind as they glibly 
prate of industrial democracy. It 
must be regretfully emphasized that 
the phrase “collective bargaining” 
is often used to conceal a policy of 
collective dictatorship by those who 
aspire to unfair gains. The term 
collective bargaining can be honestly 
used only to designate negotiations 
between management and men when 
both meet face to face and negotiate 
with open minds, basing their trans- 
actions on frank statement and fair 
dealing. 


BENEFITS OF CoLLECTIVE BARGAINING 
TO PHILADELPHIA Rapip TRANSIT 
COMPANY EMPLOYEES 


Higher Wages. Collective bargain- 
ing negotiated through our codperative 
plan has brought to ouremployees more 
than a living wage. There are disci- 
ples of a cynical school of thought who 
deny that the wage earner can ever 
obtain more than a living wage. Here 
we have a graphic illustration of the 
shallowness of such philosophy. Our 
men have progressively been given 
voluntary increases in their wages and 
they have given loyal super-service in 
return. 

Increased Savings. Less than a 
year ago the codperattve welfare 
association started a savings fund, 
‘paying interest at the rate of 5 per cent 
annually. This fund is managed en- 
tirely by the men, who invest the 
money in such securities as yield a 
return on the investment commensu- 
rate with safety. The savings today 
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are being made at an aggregate rate of 
over $800,000 annually, and indica- 
tions are that the million mark will 
soon be reached. 

This demonstrates conclusively that 
so far as the management of the Phila- 
delphia Rapid ‘Transit Company is 
concerned, its army of about 10,000 
employees are receiving something more 
than a living wage. 

Another feature of advantage of 
collective bargaining as here practiced ` 
is the opportunity that is constantly 
present for the ambitious man who is 
desirous of improving his economic 
status. Those who fit themselves for 
the positions ahead of them deserve pro- 
motion. This advantage is not present 
when the closed shop policy prevails, 
for the closed shop means closed oppor- 
tunity to both men and management. 
The open shop emphasizes the fact 
that there is no waning of the irresist- 
ible appeal of payday, which becomes 
increasingly greater to the ambitious 
workman who, by this plan, is en- 
couraged to give an increasingly greater 
measure of service. 


BENEFITS or COLLECTIVE BARGAINING 
To PHILADELPHIA Raprip TRANSIT 
COMPANY 


Increased Production. The commit- 
teemen, by personal participation in 
committee work, broaden their scope; 
make themselves bigger men and be- 
come more fit to fill the positions of 
high responsibility entrusted to them 
by their fellow-workmen. Increased 
production to meet the higher wage 
cost is being accomplished here in a 
remarkable way. Production has in- 
creased 120 per cent as compared with 
the increase of 151 per cent in the 
wage rate.. This is the truly wonderful 
objective that has been reached which 
cannot be matched by accomplishment | 
elsewhere. 

We submit that the high cost of 
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living would be robbed of most of its 
terrors if all over this broad land all 
others had, through codperative effort, 
increased production proportionately 
with increased wage as is secured 
under the workings of the Philadelphia 
plan. 

The codperative plan has proved its 
soundness. It provides an uncon- 
trolled election of representatives of 
wage earners for discussion and de- 
termination with direct representatives 
of the employer on every matter of 
' Interest to wage earners in their rela- 
tion to the employer. 


CoOPERATIVE PLAN OF PHILADELPHIA 
Rapip Transit Company 


The codperative plan of 1920 when 
produced will represent the thoughts 
and experiences of our 10,000 wage 
earners, who from nearly nine years’ 
experience in this form of coöperation, 
have gained courage and confidence in 
themselves and in the fair intentions 
of the management. The controlling 
thought of this management through- 
out has been that with and through 
- the men themselves their condition of 
employment and well-being should be 
improved. 

The degree of participation in man- 
agement to which the men, as a whole, 
May aspire is as yet unknown, and 
must necessarily depend upon the 
success which follows the more intelli- 
gent handling of their present duties 
and the efficient handling of their 
domestic .affairs on a business basis. 
The company’s employees contribute 
$1 monthly to the codperative Welfare 
Association. This sum the company 
matches with a double amount, namely 


$20,000 monthly in-lieu of all other 


payments. During the sixteen months 
ended December 31, 1919, the associa- 
“tion paid $184,000 in death benefits, 
$75,572.50 for sick benefits at the rate 
of $1.50 per day and 99 employees were 
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carried on the pension roll at $40 per 
month, making the total pension pay- 
ment $47,520 annually. 


CoOPERATION BETWEEN CAPITAL AND 
LABOR 


Many men have expressed many 
theories of how the problems of capital 
and labor can best be solved. I sub- 
mit. that this is not the day for idle 
theorizing or far-fetched dreams. 
The problem is one for practical men, 
who, facing what sometimes appear to 
be insurmountable difficulties, ap- 
proach the problem with earnest 
purpose and open minds, dealing 
squarely with all factors involved, 


“Inspiring confidence in the honesty of 


their intent, gaining the good will of 
the employee and establishing a record 
of concrete results.that must stand as 
a granite wall against which the voices 
of idle discontent beat in vain. ~ 

Here, where labor and capital have 
adopted coöperation as the keystone of 
relationship between management and 
men, there is being garnered today a 
harvest of adequate wages and con- 
tinued tranquillity, as contrasted with 
that industrial unrest which prevails 
in many quarters. 

It is with codperation between 
capital and labor that the hope lies for 
tomorrow. This can be said with 
great confidence because it is becoming 
clearer daily that men and manage- 
ment, uniting within their ranks the 
brain that plans as well as the hand 


- that ‘performs, can go forward to- 


gether for increased production. 
Neither capital nor labor alone 
create weatth, since management is 
the first “essential thing. Manage- 
ment must map,out the problem from. 
the initiatory stage to the completion 
of the last detail before material toil 
can begin. Labor without the man- 
agement would be crippled forever, 


but labor united with management, 
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each welcoming the other and combin- 
ing forces, dealing with each other 
frankly and fairly, together create a 


force that is irresistible and illuminates 
another forward step in the progress of 
civilization. 


Collective Bargaining—Some Fundamental 
Considerations 


By Maenus W. ALEXANDER 
Managing Director, National Industrial Conference Board, Boston, Mass. 


N the backwash of the World War 
“collective bargaining” hasloomed 
up as one of the controversial industrial 
questions of importance. It was the 
issue on which the President’s First 
Industrial Conference in October, 1919, 
.was disrupted. The President’s Sec- 
oùd Industrial Conference, in its final 
report of March 6, 1920, stated that 
collective bargaining and the obliga- 
tion to carry out the collective bargain 
when made, were two of the most 
‘ highly controversial questions which 
came before it. 


CONFUSION IN THE DISCUSSION OF 
COLLECTIVE BARGAINING 


Anyone making a study of this 
question is at once impressed by two 
striking facts; namely, the confusion 
in the discussion, and the fact that 
_ collective bargaining is not a new issue. 
Much has been said and written, but 
there has been little of clear or funda- 
mental thinking on this subject. In 
the heat of the argument, polemics 
‘have taken precedence over dispas- 
sionate reasoning. The controversy 
is further confused by the different 
senses in which the term “collective 
bargaining” is used and the varying 
mental reservations entertained by 
those arguing the subject. 

Trade unionists insist that the only 
true method of collective bargaining 
is that under which the employees are 
organized in trade unions, and where 
conditions of work are fixed jointly 


between the employer and trade union 
delegates. This is the narrow inter- 
pretation of the term which implies 
the closed union shop and the recogni- 
tion by the employer of the trade union 
as the exclusive representative of the 
employees. Opposed to this narrow 
limitation is the broader construction 
which includes any process of collect- 
ive action between an employer and 
his employees, in which the latter are 
represented by representatives duly 
chosen by the employees without neces- 
sary reference to trade unions or other 
outside organizations. ‘This construc- 
tion does not limit the type of shop 
organization, although it usually im- 
plies the shop in which employment is 
not conditioned upon membership or 
non-membership in a trade union. It 
implies also that the employer may 
deal with his own employees as 
a whole or through a committee 
chosen by and from among them- 
selves, or with duly chosen employee 
representatives from outside the indus- 
trial establishment. 

The second striking fact in the dis- 
cussion is that collective bargaining as 
a matter of group dealing, in spite of 
its sudden prominence as an issue, is 
not new; only the name now applied 
to it is of relatively recent date. 
The term was perhaps first used in 
1891 by Mrs. Sidney Webb, wife 
of the well-known English economist, 
a collaborator with him in several 
works on trade unionism. The Indus- 
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trial Commission, created by an Act 
of Congress in 1898, stated in its report 
of 1901: “Whether the phrase ‘collect- 
ive bargaining’ will ever become estab- 
lished in common use in the United 
States is perhaps doubtful. It is, 
however, clearly desirable that the 
nature of the practice which it repre- 
sents should be clearly understood.” 
(Vol. XVII, chapter 2, page LX XVII.) 
The term has come into common use 
but unfortunately with an equivocal 
meaning. 

Prior to the World War little was 
heard of collective bargaining. Inter- 
est in the subject was largely academic; 
but the incorporation in 1918 of a 
statement on collective bargaining by 
the National War Labor Board in its 
set of governing principles and policies 
undoubtedly did much to bring the 
subject to the forefront. 

While the use of the term and the 
issue itself appear to be so recent in 
origin, the act of negotiation by an 
employer or a group of employers 
upon one side, and a group of employees, 
on.the other, which is the essential of 
any method of collective dealing, is 
considerably older. As early as 1795, 
a trade agreement was entered into by 
the employers and workmen in the 
printers’ trade in New York City; and, 
while viewed in the light of today, 
this agreement was undoubtedly crude, 
it proves that the process of collective 
dealing in industry did exist even in 
the early days of the republic. 

‘Moreover, whenever in the history 
of industrial operation the employer at 
any time desired to secure the judg- 
ment of his workmen on matters of 
shop praetice or of other mutual 
concern, he called the workers together 
or, if they were too numerous, asked 
them to select a committee in order 
that he might consider with them 
matters of.common interest. Where, 
for instance, unemployment threat- 
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ened, employer and employees would in 
this manner jointly consider the best 
policy in respect to lay-offs, discharges, 
or the distribution of employment. 
similarly, they might discuss and agree 
upon questions of hours of work, em- 
ployment and training of apprentices, 
safety and sanitation, working on 
holidays, or arranging a shop picnic. 
The process of dealing between an 
employer and all of his employees 
jointly, or groups or committees of the 
employees, is in ‘effect collective bar- 
gaining and, in a broad sense, is not 
necessarily dependent upon a fixed 
formula of negotiation or a special type 
of organization. 


FUNDAMENTAL CRITERIONS OF 
COLLECTIVE BARGAINING 


Collective bargaining means adjust- 
ment ‘of industrial relations between 
employer and employed through group 
negotiation. Individual bargaining re- 
fers to the expressed or implied agree- 
ment between a single employer and a 
single employee, and the terms of the 
agreement apply only to him. The 
individual employee determines for 
himself the conditions under which 
he will work and this is made the basis 
of his dealing with his employer. In 
contrast, under collective bargaining a 
single employer may meet with many 
employees, or many employers may 
meet with many employees, or their 
representatives may meet, and the 


agreement made may apply to a. 


single establishment, to a department 
therein, to a trade, or even to a whole 
industry. 

Group Action.—As already stated, a 
fundamental’ criterion of collective 
bargaining is group action. The group 
may consist of all employees in an 
establishment, or 1t may be a commit- 
tee representing the employees of an 
establishment or of a group of estab- 
lishments, In any event, in order to 
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effect a collective bargain, some degree 
of association must prevail among thé 
employees. It may be formal or in- 


formal, permanent or temporary. It 


may be a trade union orit may be a 
shop committee, a works council, or 
some other form of voluntary associa- 
tion. The final report of the Presi- 
dent’s Second Industrial Conference 
says on this point: “There are two 
types of ‘collective bargaining’ as thus 
defined; one in which the employees act 
as a group through the trade or labor 
union; the other.in which they act as 
a group through some other plan of 
employee representation” (page 30). 

Responsibility on the Part of Both 
Parties —An equally important funda- 
mental consideration in collective bar- 
gaining 1s responsibility on the part of 
both parties to the bargain. This 
responsibility must attach not only to 
the principles in the bargain, whether 
they be individuals or groups, but must 
clearly attach also to those who rep- 
resent them as agents. There must 
not be any exercise of power without 
corresponding legal as well as moral 
responsibility. Lack of responsibility 
on the part of trade unions for their 
own acts and those of their agents is 
one of the reasons for refusal by em- 
ployers to enter voluntarily into trade 
agreements with trade unions and to 
recognize them as the spokesmen of 
their employees. 

It is, therefore, essential in collective 
bargaining, first, that there should be 
negotiation with a group of employees 
if it cannot be had with all employees 
simultaneously; second, that the em- 
ployees should be brought together, 
temporarily or permanently, in some 
form of association, although such 
association need not be a trade union; 
and, third, that the groups must be 
legally responsible for their own acts 
and those of their representatives. 


The means by which these represent- ” 


atives are chosen and the character of 


` the representatives are important con- 


siderations. It is obvious, however, 
that when the contracting parties and 
their representatives on both sides 
bear to each other the simple relation- 
ship of employer and employee, this 
relationship, involving as it does daily 
contact and continuous common work 
interest, can best be controlled and 
fostered by the ordinary and traditional 
rules of business. 


EMPLOYERS AND ORGANIZED LABOR’S 
ATTITUDE ON COLLECTIVE 
BARGAINING 


As already stated, collective bargain- 
ing between an employer and his em- 
ployees has existed in some form or 
other since the early days of modern 
factory organization. It is not now 
opposed by employers generally. ‘The 
principle of collective bargaining, how- 
ever, is not the matter in controversy. 
It was readily agreed to by the National 
War Labor Board, and it was not 
questioned in the President’s First 
Industrial Conference. In its letter 
to President Wilson at the termination 
of that Conference, the Public Group 
said: l 

We deem it important to emphasize the fact 
that the Conference did not at any time reject 
the principle of the right of the workers to or- 
ganize and to bargain collectively with their 
employers. Neither the Conference as a whole, 
nor any group in the Conference, opposed the 
right. The diffculty that arose and the issue 
upon which the Conference failed to agree, was 


not upon the principle involved but upon the 
method of making it effective, 


It is the special interpretation and 
the method for making collective bar- 
gaining effective that strikes at the 
heart of the controversy. 

For light on these questions the 
President’s First Industrial Conference 
furnishes a fruitful field of information. 
The labor group interpreted the right 
of collective hargaining by wage earn- 
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ers as an obligation upon the employer 
to deal for this purpose exclusively 
with a trade or labor union. The em- 
ployers’ group insisted that any law- 
ful form of organization, including 
the shop committee or works council, 
should be recognized as the medium 
through which the employer might 
deal collectively ‘with his employees. 
It is clear, therefore, that the labor 
unions, for whom the labor group 
acted as spokesman, intend to use 
collective bargaining as a means of 
forcing complete unionization on the 
industries of the United States. They 
want to coerce the employers into 
dealing with organized labor and for 
that purpose seek to establish and en- 
force the maintenance of the closed 
union shop with its restrictions on 
freedom of employment and on pro- 
ductive output. 

Such coercion the employers nat- 
urally and rightfully resent. They 
equally insist that the employees be 
free to decide for themselves the kind 
of association they wish to form for 
their representative negotiation. Fur- 
ther evidence of organized labor’s posi- 
tion on the issue of collective bargaining 
is found in the statement of members 
of the labor group, who, as reported 
by the chairman of the general com- 
mittee of the Conference, insisted that 
the resolution for recognition of the 
right of wage earners to bargain col- 
lectively be so worded as to mean that 
it “inhibited and prohibited the idea 
that any other body (than) a trade or 
labor union could be meant by the 
resolution, that it was an invitation 
going out from this conference to wage 
earners tô join no other organization 
except a trade or labor union.” 

The same view is expressed in the 
resolution adopted by the American 
Federation of Labor at its annual 
convention in Atlantic City, June 9 to 
- 23, 1919, which reads as follows: 
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Whereas many steel corporations and other 


industrial institutions have instituted in their 
plants systems of collective bargaining akin to 
the Rockefeller Plan. Resolved, that 
we disapprove and condemn all such company 


unions and advise our membership to have’ 


nothing to do with them; and be it further re- 
solved, that we demand the right to bargain 


+ 


collectively through the only kind of organization ` 
fitted for this purpose, the trade union, and that“ 


we stand loyally together until this right is 
conceded us. 


Employee Representation 


Equally clear from the records of the 
Conference is the difference in position 
of the employers and of organized labor 
in respect to the character of employee 
representation for purposes of collect- 
ive bargaining. The Labor Group’s 
resolution in the Conference specifically 
emphasizes the right of wage earners 
“to be represented by representatives 
of their own choosing in negotiations 
and adjustments with employers.” 
In taking this stand the labor group 
knew that, as a matter of practice, 
labor union agents would be the em- 
ployees’ representatives whenever at 
least an aggressive minority of em- 
ployees in an _ establishmént were 
members of labor unions. From ex- 
perience also the employers in the 
Conference knew likewise; and besides 
they knew that these representatives 
would, as a matter of fact, not be 
chosen by the employees but for the 
employees by the labor union officials. 
They might be men from outside the 
establishment, usually not familiar 
with the circumstances of the issue and 
having primary interests other than 
those of the employees whom they claim 
to represent, They might, therefore, 
bring an element of antagonism into 
the negotiations which would be fatal 
to good relations between the employer 
and employees in an establishment. 

The Employers’ Group, therefore, 
insisted on adding to the resolution the 


‘following clause: 


had 
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and the right of the employer to deal 


or not to deal with men or groups of men who ~- 


are not his employees and chosen by and from 
- among them is recognized, and no denial is 

-intended of the right of an employer and his 
. workers voluntarily to agree upon the form of 
their representation relations. 


“The employers plainly demanded as 
of vital importance, and so announced 
in their final statement at the termina- 
tion of the Conference “that the em- 
ployers and employees in each individ- 
ual establishment should exercise every 
effort to settle between themselves all 
questions arising in the employment 
relation without intervention of out- 
siders. Management and men should 
regard this as one of their prime priv- 
ileges and duties.” In this attitude 
employers do not challenge the right 
of their employees to join labor unions 
or any lawful organization on their own 
volition, nor do they take issue with 
legitimate activities of labor unions, 
but they believe it to be of vital con- 
cern to the mutual interests of the 
employer and his employees and con- 
ducive to the soundest industrial 
development of the country that indi- 
vidual establishments be considered 
the place of mutual interest and the 
medium of collective dealing. On 
this question the President’s Second 
Industrial Conference unanimously 
supports the employers’ contention 
when it says in its final report: 

The guiding thought of the Conference has 
been that the right relationship between em- 
ployer and employee can be best promoted by 
the deliberate organization of that relationship. 
That organization should begin within the plant 
itself. Industrial problems vary not 
only with each industry but in each establish- 
ment. Therefore, the strategic place to begin 
-battle with misunderstanding is within the 
industrial plant itself. 

Yet with it all, the employers in the 
first conference did not preclude the 
presence of men from outside the estab- 
lishment as employee representatives. 
“The employer should be free to 
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exercise his judgment as to whether 
he will meet outsiders as representa- 
tives of his employees” is one of the 
sentences in the final statement of the 
Employers’ Group. The employers 
repeatedly stated that they would 
ordinarily welcome as the representa- 
tive of the employees the priest or 
minister or some other public person 
in the locality, if he were fairly chosen 
by the employees and himself did not 
prove to be objectionable because of 
pronouncedly antagonistic preaching 
or actions. Similarly, they might 
accept an outside labor union agent, 
but would not be coerced to accept 
any such agent unless there existed 
in a closed union shop an agreement to 
this effect between the employer and 
the labor unions. 

Moreover, employers readily con- 
cede that employees’ representatives 
should be free to exercise the privilege 
of conferring outside the conference 
room with anybody they may choose— 
labor leader, lawyer or layman—before 
assenting to or dissenting from any 
proposition. Equally, the employers 
would bring into the negotiations only 
representatives regularly employed in 
the establishment in which collective 
dealing is in process. 

The chief argument of organized 
labor against representation of em- 
ployees chosen by and only from among 
themselves is based on the claim that 
such representatives would not be 
free to express their convictions, as 
they would be conscious at all times 
of the dependency of their positions on 
the will of their employer. There 
may be some basis of truth for this 
statement, but full freedom of the em- 
ployees’ representative in the collective 
negotiation, without in any way endan- 
gering their positions, can and must be 
safeguarded by proper provision and 
explicit statement of the employer; 
and public opinion can and will en- 
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force strict adherence to this vital wages, hours and conditions of work, 


protection of the workers. 

` Another main contention of the 
Labor group in the President’s First 
Industrial Conference in support of 
their view of wage earners being “ rep- 
resented by representatives of their 
own choosing” referred to the analogy 
between ‘the_political democracy en- 
joyed in the United States and the 
industrial democracy sought to be 
established therein. But this analogy 
is a strong argument against, and not 
for, organized labor’s contention. ‘The 
citizens entitled to vote in a state or a 
municipality of the United States,when 
choosing respectively their governor, 
mayor, or other public representatives 
may select men of their own choosing 
provided these men are bona-fide citi- 
zens of the state or municipality, as 
the case may be. And similarly the 
representative of them all in external 
as well as internal negotiations, the 
President, must be chosen from among 
the eligible citizens of the United 
States. The employers’ group claimed 
that this arrangement should, as a mat- 
ter of right, even if set aside as a mat- 
ter of voluntary choice, equally apply 
in industry. The employees of an es- 
tablishment should, therefore, be free 
to choose their. own representatives, 
provided the latter are from the eligi- 
ble list of the citizenship of the estab- 
lishment or, in other words, are bona- 
fide employers therein. ) 


COLLECTIVE BARGAINING AND THE 
SMALL EMPLOYER 


There is one other important con- 
sideration that must not be overlooked 
when discussing the issue of collective 
bargaining. Whereas the industrial 
establishment with many employees 
requires, as a practical matter, that 
there be some method whereby the 
employees, if need be, can, deal collect- 
ively with their employer in respect to 


4 individual dealing can be and is a 


common practice in small establish- 
ments. In spite of the great develop- 
ment: of industrial organization within 
the past fifty years, the important 
industrial factor today is that of the 
small employer. According ‘to the 
United States Census of Manufacturers 
of 1914, covering 275,791 manufactur- 
ing establishments, only 648 establish- 
ments or one-fifth of one per cent em- 
ployed over 1,000 wage earners each; 
their aggregate employment embraced 
somewhat over one and one-quarter 
milion men and women out of over 
seven million employed in all establish- 
ments. Each of 270,687 establish- 
ments, or 98.1 per cent of all, employed 
250 wage earners or less; and each 
of 273,795, or 99.2 per cent employed 
500 wage earners or less, including 
in the aggregate almost five million 
workers. 

It may be stated with a fair degree 
of certainty that the census now under 
way will not show any marked differ- 
ence in the general distribution of 
small, medium-sized and large estab-- 
lishments. While the latter will, no 
doubt, have increased, they may not 
number more than 1 per cent of the 
whole; and it may be safely assumed 
that at least 90 per cent of all the in- 
dustrial establishments will still each 
employ 250 workers or less. 

The relatively small establishments, 
therefore, constitute the backbone of 
the industrial system in this country, 
and personal contact and individual 
dealing between employer and em- 
ployees should not be a difficult matter 
in such plants. 

While the individual employee in a 
large establishment may feel that he is 
unable to bargain on an equality with 
a powerful employer and, therefore, 
should seek protection through the 
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process of collective bargaining, it 
must be admitted that the small 
employers—the 98 per cent of all-— 
«would be at a distinct and unfair dis- 
advantage if they were obliged to bar- 
gain collectively with a powerful trade 
or labor organization. 


Tue Pracrican Erricrency or CoL- 
LECTIVE BARGAINING 


Collective dealing in itself is a method 
or means of negotiation; it Is not a 
panacea ‘for labor difficulties. Its 
acceptance and use grant no assurance 
of freedom from industrial disturb- 
ances. If the parties dealing collec- 
tively are unable to agree, the immi- 
nence of a dispute and interruption of 
industrial operation is great. This is 
clearly recognized by students of the 
question. Even Sidney Webb, the 
champion of trade unionism and of 
collective. bargaining, says that “it is 
impossible to deny that the perpetual 
liability to end in a strike or lockout 
is a great drawback to the matter of 
collective bargaining. So long as the 
parties to a bargain are free to agree 
or not to agree, it is inevitable that 
human nature being what it is, they 
should now and again come to a 
deadlock leading to that ‘trial of 
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strength and endurance which lies 
behind all bargaining.” 

The discussion of collective bargain- 
ing must come finally to a pragmatic 
test. In the end the éssential question 
is: How does it work? Theory is not 
enough, speculation is not sufficient, 
practice is the ultimate test. 

From the foregoing diseussion it 
is clear that there are two general 
concepts of collective bargaining, one 
narrowly limited, the other broad in 
scope. The narrow view of collective 
bargaining is inseparably bound up 
with recognition of trade unions and 
enforcement of the closed union shop. 
I believe this view is bemg outgrown 
in the United States as we are think- 
ing more clearly about collective 


‘bargaining. 


The broad definition of collective 
bargaining, which includes any type 
of collective action on the part of em- 
ployees, is being more and more gen- 
erally accepted. The determination of 
wage rates, of hours and conditions of 
work, is to be the result of a voluntary 
agreement between two responsible 
parties. It is to be not a truce, but 
a mutually satisfactory arrangement. 
This 1s the essence of the new concept 
of collective bargaining. It is a hope- 
ful sign of progress. 


Collective Bargaining in the President’s First Industrial 
Conference 


By CuarLes Epwarp RUSSELL 


' Member, President’s First Industrial Conference 


S a member of the President’s 
first industrial commission and 

the author of the resolution as to col- 
lective bargaining referred to in Mr. 
Jobn A. Voll’s article, I am going to 
give you a chapter of the previously 


1 See page 46. Tru Eprrion., 


unprinted history about the first indus- 
trial conference. Mr. Voll has not over- 
drawn the unfortunate consequences 
of the collapse of that conference, be- 
cause every strike that has happened 
since, more or less, is traceable to that 
collapse. This is what happened. 


4 
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NecessITY FoR SATISFYING EMPLOY- 
ING GROUP 


After the resolution was defeated 
the late Henry B. Endicott, who had 
assisted me in drawing it up, came to 
me and together we tried to draw a 
resolution that would meet the objec- 
tions of the employing group, for 


that resolution was defeated exclu- ` 


sively by the employing group. We 
used our best efforts, and the steer- 
ing committee, the committee of 
fifteen, presented -this resölution, 
which, so far as we had been able, was 
drawn to meet every possible objection 
that could be raised by the employer. 
That resolution was, of course, rejected 
by labor. We knew it would be, but 
please note—it was also rejected by the 
employing group after we had done 
everything we could think of to meet 
every possible objection they had 
raised. After one day of bickering 
over this thing in the steering commit- 
tee, when we reached that point with 
no result, I turned to the chairman ‘of 


the employing group and asked him if ` 


he would please present a resolution 
satisfactory to the employing group. 
The employing group retired. They 
came back with a resolution, which it 
‘was perfectly obvious to every intelli- 
gent being was a resolution that could 
-not possibly be accepted either by 
labor or the public group, because it 
was, in effect, a denial of the funda- 
mental and primitive principles of: col- 
lective bargaining. 

Why do I state these things? It is 
for this reason. We have overlooked 
one great obstacle that stands in the 
way of industrial peace. It is this. 
There were three distinct impressions 
left on my mind as the result of that 
conference, and I think upon the mind 
of every other member of the public 
group. They were these: first, that a 
large number of employers, if the repre- 
sentatives in that group truly repre- 


sented the employers in this country, 
had in their minds a certain lingering 
hatred of organized labor which was 
the result of a long conflict—it was a 
certain usufruct of old contention, that 
blinded them tò conditions; second, 
there was at work a certain definite 
caste feeling, manufacturers stood- by 
manufacturers because it was a manu- 
facturing instrument, and that caste 
was most tremendous in bringing that 
conference to wreck; third, that there. 
was a large number of employers in 
this country who were utterly unen- 
lightened as to the tremendous changes 
that has taken place in society as the 
result of the war, I state these without 
any desire to- reproach those in the 
employing group, but simply as a 
statement of fact: they did not know 
that society had undergone a tremen- 
dous change. Labor was no longer on 
the basis it used to occupy. There had 
been revealed to labor as the result 
of the war a new vision of its social 
impor tance. 


“PEACE AND THE EMPLOYING MIND. 


We want peace, but if we want peace 
one of the first things we'have to do is 
to try to enlighten the employing mind 
as to these things. Do not overlook 
the fact that the responsibility for doing 
that and the functioning of it depends 
upon each individual. Thinkers and 


_ leaders. in colleges, newspaper editors, 


etc., can do something, but in this coun- 
try public opinion is all important, and 
just as public opinion shall decide in 
regard to the recalcitrant employer who 
will not have his mind’ opened, just so 
he must proceed. For no employer in 
this country cam go upon this course 
in defiance of public opinion. The diffi- 
éulty about ‘the’proper and reasonable 
expression ‘of public opinion on this 
matter is that so many share this preju- 
dice against organized labor. It is the 
result of misrepresentation, of a long 
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series of years of misrepresentation, 
but, do not overlook the fact that what- 
ever may have been the faults of the 
American Federation of Labor they 
were human faults——all human organi- 
zations are subject to them—neverthe- 


less, the fundamental fact remains that 
organized labor in this country stands 
for that progress toward a due recog- 
nition of labor in its industrial, eco- 
nomic and social position which alone © 
will insure industrial peace. 


The Enforcement of a Minimum Wage Law as a Form 
of Collective Bargaining 


By Jesse C. ADKINS 
Member, Minimum Wage Board, District of Columbia 


MINIMUM. wage law properly 
administered really results in a 
bargain between the employer and the 
employee and, the most important 
class of all, the public. 
The right to a living wage, that is, 
a wage sufficiently large to give the 
workers reasonable food, clothing and 
shelter, is universally admitted today. 
It has been preached for a long 
time. ‘There was a time when the em- 
ployer was justified in paying any wage 
so long as it was the going wage. If 
“it were $3.00 a week, and everybody 
else was paying $3.00 a week, he was 
 justified*in not paymg any more, but 
when the matter is brought to his at- 
tention and he realizes that no human 
beihg can live on $3.00 a week or $6.00 
or $8.00 or $10.00, or whatever it is, he 
is no longer justified in paying so small 
a wage. E 


TuE Minimum Wace Law IN THE 
District OF COLUMBIA 


The statute in force in the District of 
Columbia, in its concluding section, 
contains this statement .of principle: 
“The purposes of the Act are to pro- 
tect the women and minors of the 
District of Columbià from conditions 
detrimental to their health or morals,re- 
sulting from wages that are inadequate 


to maintain decent standards of living.” 


I think any employer who reads that 
aa 


even to the United States. 


statement, or any consumer, will read- 
ily agree that he does not want to be a 
party to employing any woman or child 
at a wage which will not be sufficient to 
enable the employee to live decently. 

Beginning in 1896, in Victoria, in 
a temporary statute to protect the 
workers in certain sweated industries, 
the minimum wage law soon became 
permanent there and extended through- 
out Australasiato England, Canada and 
The first 
act in our country was adopted in 
conservative Massachusetts m 1912. . 
Since that time it has been adopted in 
thirteen other states and in the District 
of Columbia—practically one-fourth 
of the country. It is rather remarkable 
that, except for Massachusetts and the 
District of Columbia, the other states 
are located in the west—all of them on 
the other side of the Mississippi River. 

The statute adopted in the District 
of Columbia during the war is patterned 
after the Oregon statute which had 
recently been sustained by the Supreme 
Court of the United States—true, by an 
equally divided court. It is typical of 
all of the minimum wage laws. In the 
first place, there is a board consisting 
of three members, one member repre- 


- senting each of these three parties to 


every bargain that is made today: the. 
employer, the employee, and mest im- 
portant of all, the public, the man who 
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‘pays the bill. That board administers 
the law. The statute does not itself 
extend, it is not self-extensive, to any 
_ particular occupation. Certain in- 
quiries must be made and certain 
things done to bring any industry 
within its terms. 

In the first place, it was necessary to 
find out what it would cost-a woman or 
child to live, with due regard to her 
health and morals, in the District of 
Columbia. In the District we called 
upon Dr. Royal Meeker, the Chief of 
the Bureau of Labor Statistics of the 
Department of Labor, to find out 
generally what it did cost a girl to live 
in the District of Columbia, and very 
quickly he reported that roughly the 
figure of $16.00 might be taken. 
Thereupon, the board proceeded to 
make an inquiry into various occupa- 
tions. Wherever it found that a sub- 
stantial number of women in any indus- 
try was receiving less than this $16.00, 
it became the mandatory duty of the 
board to call a conference for the pur- 
pose of correcting the difficulty. That 
conference really does the work. 
While there is more or less compulsion 
back of this statute, whoever drafted 
it devised a process which really results 
in bringing the employers and em- 


- ployees together and causing them to. 


reach a bargain. True, there may be 
some force behind that bargain; they 
are compelled to reach it, but after all 
it is usually a bargain. 

This conference, then, is composed of 
an equal number of representatives 
from each of the three classes, and we 
have hit upon the number of three. 
At least one member of the board must 
sit at every conference, so that our con- 
ferences are composed of ten, eleven or 
twelve—we have tried all three figures. 
That conference takes whatever evi- 
dence has already been collected 
with reference to: that particular 
industry as to the cost of living, and 


then goes ahead on its own account. 
_It takes whatever evidence it wants. 
It has the power to issue subpoenas, 
and bring in witnesses, to examine the 
books of merchants, etc. Finally the 
conference reaches the figure which it 
thinks, or the majority thinks, is the 
actual cost of living in the District of 
Columbia. That figure then is re- 
ported back to the board. The board 
from that time on has a very limited 
power of veto, but no power whatever 
to change that figure. If it approves 
the figure it then fixes a day four weeks 
off for a public hearing, which is duly 
advertised, and everybody is invited to 
come in and speak for or against the 
figure. If the board still approves the 
figure, it makes an appropriate order, 
and that figure becomes the minimum 
wage for the girl or woman in that par- 
ticular occupation and becomes effec- 
tive sixty days after the order is 
made. If the figure is not satisfac- 
tory to the board it may appoint a 
new conference or send the matter 
back to the same conference and ask . 
for a new report. 

Legally this is compulsory. In prac- 
tice we have tried to eliminate the com- 
pulsory feature and work it out as-an 
agreement-—get the parties together. 
The members of the public have really 


‘acted more as mediators than arbitra- 


tors. It is true that they have the 
power of arbitrators and are, therefore, 
much more effective as mediators than 
they otherwise would be, because each 
side knows that unless he tries to get 
together with the public he is likely to 
have the public side with the other 
party. # 

Now, while we may say roughly that 
$16.00 is the cost, of living, it is not 
mathematically accurate. No human 


being can say that $16.50 or $15.50 or - 


even $17.00 is not just as near the cost. 
So within limits the effort is made to 
agree, and we have always figured that 
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an- agreenient by all the parties was 
worth at least 50 cents as to the wage. 


Tae Minimum WAGE IN Practice 


The District has beem exceedingly 
fortunate in its experienze with refer- 
ence to this law. In the trst place, the 
employers themselves, when the bill 
was pending before congress, joined in 
the request that it be passed. They 
said they liked that form of arbitration. 
In the next place, the prasident of the 
Merchants’ and Manufazturers’ Asso- 
ciation, which is the prindpal organiza- 
tion of that kind in the District—there 
being few manufacturing interests in 
the District—was a member of the 
board. He was broadminded and fair, 
had the confidence of all sides, and was 
a tower of strength. As might be ex- 
pected from their attitude at that time, 
the merchants, as well as the entire 
employer class, have been equally help- 
ful in the enforcement o the statute, 
and have codperated in every way 
with the board. 

We were equally fortunate in our 
first conference. We were able to per- 
suade one of the judges o? the supreme 
court of the District to preside. We 
were also able to get, as representatives 
of the public, Dr. John A. Ryan, who 
knows more about the m.nimum wage 


law than any other perscn living, and 


also Mrs. Frances Axtell, who had been 
a member of a minimum wage board 
in the west and who was at that time 
in Washington. We weze, therefore, 
able to get sane and sensible people 
with our first conference, and they 
were able without very much difficulty 
to bring about an entire agreement 
between employers anc employees. 
These conferences result in a very much 
better feeling between employers and 
employees. Each sees the other’s side 
and comes to respect it; for example, 
after our conference in the mercantile 
industry, one of the emp.oyers offered 


employment to one of the represent- 
atives of the employees. He had been 
so impressed by her work there that 
he wanted her to work in his store. 

It has not been necessary in the Dis- 
trict for all of the employees to wait 
until the board in its rather deliberate 
procedure could reach their industry. 
In a number of cases the employer has 
adopted the minimum wage as soon as 
he learned what the figure was. For 
example, one large publisher, the mo- 
ment the figure of $16.00 was an- 
nounced and before conference as to 
any industry raised all of his wages to 
that point. The telephone company, 
employing over 1,200 girls, has re- 
cently raised all of its wages to that 
point. A small manufacturer coming 
from another city to Washington visited 
the board in the first instance and 
asked what the minimum wage was, 
and he proceeded to adopt it in his 
factory. 

We have had even gentlemen’s agree- 
ments with our employers; for exam- 
ple, in the mercantile industry it was 
thought advisable to limit the number 
of learners and mmors to be employed 
in the stores. In the printing industry 
there had been a limit in the order of 
one in five. The merchants said they 
were perfectly willing to obey that pro- 
portion, but if we made a formal rule it 
meant in the large stores employing one 
or two additional clerks to do nothing 
but keep track of that feature, so they 
said, “If you will not make the order 
we will live up to it anyway.” ‘The 
five and ten cent stores did not belong 
to their organization, and in other 
jurisdictions there had been more or 
less trouble with the five and ten cent 
stores. ‘They said in these other juris- 
dictions, “We don’t need clerks, really, 


Our goods sell themselves and why 


should we pay so much money to a girl 
who does nothing more than wrap up 
goods and take the money?” Wemade 
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that agreement with the merchants and 
they have lived up to it, not only those 
who belong to their organization but 
the five and ten cent stores also have 
done the same thing, and in Washington 
they have finally come to be strong 
adherents of -this law. Before the 
law went into effect in the department 
stores the percentage of learners and 
minors was about 25. Within ashort 
time it decreased to 18. The five and 
ten cent stores had a percentage as 
high as 43, but it has decreased with 
them to 25, and they are quite enthu- 
siastic- about the law. For example, 
one of them said that during the Christ- 
mas holidays of last year, after the 
-law was effective, the actual labor cost 
was no greater than it was in the pre- 
ceding year—the girls were that much 
more effective. 


PROSECUTIONS UNNECESSARY 


We have not had a single prosecution 
for the violation of this statute. The 
penalty is not very great, but even 
today very few people like to be prose- 
cuted for violating the law. We are 
very fortunate in the secretary and 
assistant secretary that we have. 
They really do the work. They go out 
and look over the payrolls in the store 


and if they find that the proprietor is. 
violating the law they call his attention: 


to it, and so far they have been able to 
persuade him to correct the mistake; 
usually it has been a mistake. The 
employer wants to obey the law; for 
example, recently we discovered in 
a candy factory that the employer 
thought the wage applied only to the 
sales girls and not to the makers of 
candy. His attention was called to 
the fact that it covered all of them and 
he has agreed to make up some $500 
in back pay. One girl in a period of a 
few months is going to get something 
over $200. 

We had another illustration .of the 
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willingness of ‘the employers to -do 
everything they could to help us. In 
the conference concerning wages in the 
hotels one of the representatives was a 
colored girl, employed in one of our 
hotels, and while the conference was 
on she was discharged. Under the 
statute if that discharge was because 
of her service on the conference the 
employer had violated the law and was 
subject to a small fine. We did not 
want to start a prosecution. We were 
much more concerned in having his 
coöperation. So we finally had the girl 


and the employer come down before the 


board, and it very soon developed that 
the cause for the discharge was some- 
thing else. The-fact that the girl 
served on the conference may have 
indirectly led up to it, because she 
learned something more about her 
rights and, perhaps, was more assertive 
than she would have been otherwise, 
but I think the real difficulty came over 
the question of stew. I understand 
that is constantly a point of discussion 
between the girls who are employed 
in the hotels and proprietors of the 
hotels—how much stew and how often 
they shall have it. While we saw that 
the statute had not been violated, we 
suggested to the employer that it 


would be impossible for him or us to 


++ 


“convince other girls in other industries 


that it was safe for them to serve on 
conferences if one girl had been dis- 


charged, even for a reasonable cause, 


and as soon as he saw that he sald, 
“Very well, I am pætfectly willing to 
take her back.” However, she did not 
want to return. She said she had never 
been discharged before and now that 
she was vindicated and the law was 
vindicated she was content to get a 
place elsewhere. 

Briefly, I have simply tried to show 
that so far as we are.concerned, while 
the statute may result in compulsory 
arbitration, it may be administered, 
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and: we have tried to administer it so 
that it results in collective bargaining. 
Colonel Walter Dill Scott recently 
remarked that in order to promote 
industrial stability it was necessary to 


stimulate the worker to the utmost 
production. Now, I ask how can a 
worker give the utmost production 
unless he gets enough to eat and to 
wear and comfortable shelter? 


Government Coercion in Labor Disputes 


By Joun A. Frrcu 
The New York School of Social Work 


NDUSTRIAL peace will become a 
present fact when those who are 
engaged in industry desire it and have 
the vision to take the steps necessary 
to its realization. It is primarily the 
workshop and not the legislature which 
has the opportunity and the capacity 
to make an end of the strife between 
capital and labor. In attempting, 
therefore, to suggest measures that the 
government may take to help avoid 
industrial disputes, as I shall do later 
on, I do not wish to be understood as 
thinking that it is the government 
which has the greatest part to play in 
bringing about industrial peace. I 
recognize, however, that the contribu- 
tion of government to this question is 
very important and I am deeply con- 
cerned that when it is made it shall 
promote and not defeat the end that 
we all desire. 


Demands for the compulsory arbi-. 


` tration of industrial disputes in the 
United States have been numerous, 
but they have not always come from 
the same people. Back in the eighties 
the Knights of Labor in New York tried 


to get the legislature to enact a law. 


providing for compulsory arbitration. 
They wanted such a law because they 
could not get the employers to meet 
them for the discussion of grievances, 
and they wanted the state to compel 
them to listen, and to submit to a 
judgment other than their own. In 
the same way, and for the same reason, 
the workers of Australasia asked for 


compulsory arbitration in the nineties 
In recent years, however, labor has 
been absolutely opposed to govern- 
ment coercion in labor disputes, both 
in the United States and abroad. The 
cry for coercion has come from other 
groups and it has been chiefly con- 
cerned with railroad employment. In 
the last years before the war” this 
sentiment was growing stronger. The 
board of arbitration, which handled 
the case of the locomotive engineers in 
the eastern territory in 1912, brought 
in a recommendation that a govern- 
ment board should fix wages on the 
railroads. They took the position 
that if the government were going to 
control income, it ought also to take 
responsibility for one of the chief 
elements in cost. Nothing came of 
this, but in 1916, when a general rail- 
road strike was averted only by the 


‘passage of the Adamson Law, the 


demand for compulsory arbitration be- 
came widespread. In January, 1917, 
therefore, a bill was introduced in 
Congress for compulsory investigation 
along the lines of the Canadian In- 
dustrial Disputes Act. This bill did 
not, however, become a law. 


Basis or New DEMAND FOR GOVERN- 
MENT COERCION 


Of course, the war changed the 
aspect of industrial relations and of 
industrial controversies, just as it 
changed other matters. There was 
general acceptance of the idea that 


ed 
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other methods than strikes must be 
found for the settlement of disputes. 
Consequently adjustment boards were 
created which during the war came 
very near to exercising the power of 
compulsory arbitration. These boards 
went out of existence with the end of 
the war. With their ceasing to func- 
tion, there arose a demand for coercion 
that far exceeds any previous move- 
ment of the sort. 

The reasons for this movement are 
not altogether simple, but it has a 
distinct relationship to certain out- 
standing controversies to which the 
attention of the public has been 
directed. The steel strike of 1919- 
1920 was reported to be a revolution. 


_ The report was without foundation 


and. without justification, but merely 
because the newspapers said it, a great 
many people believed it and thought 
that drastic measures were needed. 
The coal strike touched people at a 
vital point. There was fear that the 
fuel supply was to be cut off at the very 
beginning of winter. The talk of a 
railroad strike, which has been upper- 
most in thought and public discussion 
for at least a year, and finally the actual 
occurrence of the so-called “outlaw” 
strike on the railroads this spring 
emphasized again in many people’s 
minds the desirability of government 
machinery to make such things 
impossible. 

Another factor is the rapid growth 
of the unions during the war period. 
During the last three or four years the 
unions have practically doubled their 
membership. In the absence of knowl- 
edge of what the unions will do with 
their new strength there has arisen a 
certain fear and a feeling that unions 
should be curbed. Then we have had 
evidences of unusual restlessness, 
strikes both authorized and unauthor- 
ized have been many, members of labor 
unions have been getting out from 


under the control of their leaders. 
All of these things have had something 
to do with the demand for compulsory 
arbitration. They have furnished the 
occasion also for all sorts of wild de- 
nunciations and recriminations. We 
have had the claim made that strikes 
are a manifestation of “‘bolshevism;” 
that they were either inspired by bol- 
shevik influences or that the purpose 
of strikes is to set up a Soviet govern- 
ment. Consequently, there is a de- 
mand in some quarters that strikes be 
made unlawful whether there is ma- 
chinery for adjudication or not. 


LEGISLATIVE PROPOSALS FOR 
GOVERNMENT COERCION 


The first concrete legislative pro- 
posal for the exercise of the coercive 
power of government in industrial dis- 
putes, since the war, was that contained 
in the original Cummins bill, for the 
regulation of the railroads. It made 
strikes illegal. It offered fine and im- 
prisonment for those who fomented 
strikes and created machinery for com- 
pulsory arbitration. When that bill 
was revised in conference the compul- 
sory features were removed to a certain 
extent. Agencies were created for 
the settlement of disputes, and it was 
made mandatory upon the employers 
and employees to submit their cases to 
those agencies. Although the penalty 
for violation of the law is publicity 
alone, its mandatory character remains 
and the law is being viewed with a good 
deal of suspicion by organized labor. 

In the various states we have had 
during the last year a number of very 
interesting proposals, having as their 
object either the prohibition of strikes 
without alternate methods of adjusting 
the dispute, or compulsory arbitration; 
for example, there was introduced in 
the Massachusetts Legislature during 
the last session a proposed amendment 
to the Constitution which read, “All 
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controversies between employer and 
employees are deemed dangerous to 
public welfare, and the General Court 
shall have the right to pass laws re- 
stricting the right of individuals to 
strike.” 

A Constitutional Convention was 
held in Illinois. Man proposals 
came before it dealing with the right 
to strike. One of them reads as fol- 
lows: “The right of all the people to 
the continuous and uninte-rupted sup- 
ply of food, fuel and transportation is 
a primary right. Such right shall not 
at any time be obstructed or interfered 
with by the concerted action of any 
two or more persons.” 

This, it will be observec, is a denial 
of the right to strike witkout making 
provision for any other method of 
adjusting disputes. Besidzs this there 
were no less than five proposals for 
compulsory arbitration, setting up 
courts for the adjudication of labor dis- 
putes, and there was one counter-pro- 
posal denying to courts—sither exist- 
ing or to be established—any right 
whatever to limit the righ- of labor to 
strike. È 

As to bills in legislatures during the 
sessions of 1920, there was one in 
Massachusetts providing 7or compul- 
sory arbitration on street railroads, 
one in New Jersey applying to certain 
industries which were saic to be “‘af- 
fected with a public interest,” four 
such bills in the New York state legis- 
lature, and I dare say they were intro- 
duced in other states as well, though 
they have not come to my attention. 

So far, only two laws heve actually 
been placed on the statue books of 
states providing for the entrance of the 
coercive power of theegovernment into 
the field of industrial relations. One, 
in Colorado, was passed in 1915. It is 
a compulsory investigation law and 
forbids a strike or a lockout until 
the investigation has been completed. 


The other is the law creating the court 
of industrial relations in Kansas 
which was passed early this year. I 
will discuss that law because it is 
probably the most interesting bit of 
legislation in this field, certainly the 
most interesting in this country. 

The Kansas law creates a Court of 
Industrial Relations consisting of three 
judges, whose term of office is three 
years. The jurisdiction of the court is 
over the manufacture of food or cloth- 
ing, the mining of fuel, the transpor- 
tation of those commodities and over 
public utilities. A bill was introduced 
in New York state in the recent session 
which was a verbatim copy of the Kan- 
sas law in every respect but one. There 
were added manufacturing concerns in 
which wood or iron was used for the 
construction of material to be used 
eventually in building or on public 
utilities. 

These industries are declared by the 
Kansas law to be “affected with a pub- 
lic interest.” In these industries there 
must be no strikes, and there must be 
no suspension without the permission 
of the industrial court. The penalties 
for violation of the law are, if by a 
“person” $1,000, or one year in jail, 
or both; if by an official of a union or 
corporation $5,000, or two years in 
jail, or both. 

The court may intervene in the case 
of an industrial dispute, either on its 
own motion or when requested to do 
so by either one of the parties, or on 
the appeal of ten citizens, or on the 
complaint of the attorney-general of 
the state. It may issue a temporary 
award at the outset and then after its 
investigation a final award. The final 
award is to be retroactive, so that if 
wages are raised the employees will be 
entitled to back pay from the date that 
the investigation began. If the result 
is the reduction of wages the employees 
will have to pay back to the employer 
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the amount that they have received 
over and above the amount awarded 
by the court. The court must proceed 
in accordance with the rules of evidence 
as laid down by the Supreme Court of 
the state. 

There are certain protective features. 
Wages and profits are to be “ reason- 
able.” The workers are not to be dis- 
charged on account of testimony given 
before the court, the employer is not 
to be boyeotted for anything he has 
done in connection with the court, and 
the right of appeal to the Supreme 
Court of the state by either side is 
affirmed. There are some provisions 
regarding union relations which seem 
to imply, without directly requiring it, 
that a union should be incorporated. 

Very interesting possibilities are sug- 
gested by this Kansas law. It requires 
industry to operate with “reasonable 
continuity and efficiency.” That is a 
very startling requirement for coal 
mines, which are not in the habit of 
operating with continuity, to say noth- 
ing about their efficiency. Through 
this law Kansas becomes the first state 
to enact a minimum wage law for men. 
The court has the power to fix wages 
and everything else in connection with 
the labor contract. It will be interest- 
ing to see whether that provision is 
constitutional. 

With the expressed purpose of the 
Kansas law—that of promoting sta- 
bility and peace in essential industries 
-few would range themselves in 
opposition. Indeed it is because we 
are all so desirous of attaining those 
very ends that the Kansas experiment 
should be examined with unusual care. 
Will the law accomplish the things 
intended? 

At the very outset is the rather 
striking fact that the law does not 
define the qualifications of the judges 
of the court. There is no attempt to 
insure either impartiality or com- 


petency. The judges may be employ- 
ers or they may be labor leaders. They 
may be opera singers or horse doctors. 
The law suggests no standards of any 
sort to guide the executive in his selec- 
tion of these important officials. 

The law assumes to throw a certain 
protection around those who must 
subject themselves to the decrees of 
the court. -Wages and profits must be 
“reasonable and fair.” But what does 
that mean? There is no definition 
currently accepted of the word “rea- 
sonable,” when applied to the em- 
ployee’s wage. Labor is justly sus- 
picious when it is called upon to give 
up the exercise of economic pressure in 
the determination of that question and 
to trust instead to the opinion or 
prejudice of a court. 

Equally illusory is the defense that 
the law affords against discrimination, 
in the requirement that a worker may 
not be discharged on account of any 
testimony given before the court. 
This provision has very little signifi- 
cance, for an employer can easily 
discharge a man whose conduct is 
distasteful to him and find plenty of 
perfectly legal reasons for doing it. 
But Kansas should know better than to 
try again what it tried once before and 
was told it could not do. Several 
years ago a Kansas statute, denying to 
an employer the right to discharge a 
man for union membership, was de- 
clared unconstitutional by the Su- 
preme Court of the United States 
(Coppage v. Kansas). There is no 
reason to suppose that this provision 
in the new law would have any better 
standing before the court. 

We may grant that if the law is 
effective some very desirable things 
will have been accomplished, but we 
may question whether this is the best 
way to get them done. To be effective 
there will be required a degree of super- 
vision of industry by the state that 
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could be:exercised far better if the 
enterprise in question were state 
owned. The law requires these indus- 
tries to be operated with “reasonable 
continuity and efficiency.” If their 
owners and managers fail to operate 
in that manner the law requires the 
Court of Industrial Relations to take 
them over and run them until they are 
on a sound and efficient basis. ‘This 
provision seems to take it for granted 
that private enterprise may fail, and 
that public enterprise will not. It 
assumes that the. court has greater 
industrial ability and business acu- 
men than the private owners. If this 
is the case, much time would be saved 
and more valuable service rendered if 
the state were to take over these indus- 
tries and operate them at once. 

Far more important than this is the 
fact that the law utterly confuses 
industrial controversies with private 
personal controversies, and assumes 
that they can be handled in the same 
way. That is impossible because the 
two are essentially different. Private 
quarrels can be settled in a court. In 
` such a case the questions to be settled 
relate to the legality of the acts of the 
individuals before the court. Have 
these acts been in accordance with 
certain legal regulations previously 
existing and understood? In deciding 
this question the Judge is not left to 
his own resources. He is guided and 
controlled not only by the statute law 
applicable to the case but also by a vast 
body of common Jaw and precedent, by 
well established and accepted princi- 
ples of jurisprudence. 

It is different with ,an industrial 
dispute. The question is not legal 
but social and economic. If such a 
question is to be setfled by ajudge, he is 
thrown altogether upon his own re- 
sources. He is guided by no body of 
law or agreed opinion. He will find no 
standards which men have everywhere 


accepted. He will have no recourse to 
the experience and wisdom of the past, 
as will his brother in the courts of law. 

The Kansas Court of Industrial 
Relations may therefore coerce, but 
it cannot be said to be functioning as a 
court because it has none of the attri- 
butes of a court except the power to 
compel obedience. Instead of decid- 
ing a case according to law, it will decide 
according to the opinion, prejudice, 
knowledge or ignorance, good or ill 
will of the members of the court. 
This, it must be admitted, is a funda- 
mental defect in an agency set up for 
the purpose of making an end of 
industrial strife. 


Tar CONSUMER DEMANDS GOVERN- 
MENT COERCION 


The Kansas law represents the high 
water mark, so far, of the movement in 
this country for compulsory arbitra- 
tion. There is no reason, however, to 


‘suppose that it marks the peak of 


accomplishment in this field. Rather, 
it seems to indicate the first accom- 
plishment of a movement that has great 
and possibly increasing support. The 
Cummins bill in Congress was stripped 
of its anti-strike features, but immedi- 
ately on the calling of the “outlaw” 
railroad strike this spring a new bill 
was introduced in the Senate prohibit- 
ing strikes on.railroads. 

With a demand apparently so great, 
it is interesting to note its origin. It 
needs no argument to show that the 
demand does not come from the work- 
ers. Neither, apparently, does it come 
from the employers. Throughout its 
history the American Federation of 
Labor has been opposed ‘to compul- 
sory arbitration. They would have to 
change their attitude most strikingly 
if they were to favor government 
coercion in these matters, for in the 
past they have been opposed even to 
voluntary arbitration. If you take 
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the great strikes of the last ten or 
fifteen years in the coal mines, in 
manufacturing—in everything but 
transportation—you will find the em- 
ployers opposing voluntary arbitration. 
It was the threat of government opera- 
tion in 1902 by the President of the 
United States that forced arbitration in 
the anthracite coal fields, and in every 
other great coal strike since that time 
the employers have refused arbitration. 
The same has been true of the great 
strikes in manufacturing enterprises. 
I do not believe that the employers 
will come forward now and ask for 
compulsory arbitration by the govern- 
ment, when they have opposed volun- 
tary arbitration in the past. 

In transportation the situation is 
different. The employers there have 
desired arbitration and they have 
desired it because they are already un- 
der government control as to rates. 
They might well, therefore, be under 
government control as to wages. 
They could then shift the responsibility 
for raising wages to the same body 
which is responsible for keeping down 
their income. l 

The demand comes from çonsumers. 
Sometimes it seems to come from em- 
ployers, but usually in their capacity 


_ as shippers—consumers of transporta- 


tion. They are desirous of keeping 
the sources of raw material accessible. 
They want to ship their finished prod- 
ucts, so they ask for compulsory arbi- 
tration for the railroads, not for them- 
selves. The consumer is irresponsible 
in this matter. He wants industry to 
keep going and he doés not care much 


what keeps Vit. going. We cannot 


afford to ttust.the consumer too far in 
a matter in which he is asking for bene- 
fits without assuming responsibilities. 


CAUSES For’ WORKERS’. OPPOSITION 
OF COMPULSORY ARBITRATION 


The workers oppose compulsory 
arbitration because of the fear of what 
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it maydo. They are afraid of compul- 
sion. ‘They are opposed to a minimum 
wage by law. The American Federa- 
tion of Labor is on record as being 
opposed to the limitation of hours by 
law. They are afraid of the principle 
of compulsion, even if it is applied only 
to public utilities, lest it be extended 
to other industries. What industry, 
indeed, is not affected with a public 
interest? ` They also have a specific 
fear, based upon experience. Looking 
back into the history of the develop- ` 
ment of trade unions they recall a-time 
when all organizations for the purpose 
of affecting the labor contract were- 
conspiracies in violation of common 
law, and they are living in the very 
presence of court decisions of recent 
date that threaten the effectiveness, if 
not the very existence, of unions. In 
the light of these experiences it is not 
surprising that the unions should be 
very suspicious of any extension of gov- 
ernment control over their activities. 
Still more to the point, as a determi- 
nant of labor’s attitude, is the fact that 
compulsory arbitration is a denial of 
an essential right-—that of collective 
economic action. So long as the work- 
ers are outsiders, holding their positions 
in industry by grace of the employer 
and without right, with no legal pro- 
tection in their jobs, they give up their 
right to strike at their peril. They 
must be equipped to protect them- 
selves, and they doubt whether a pub- 
lic arbitrating body can be trusted to 
give them justice. 

The very discussion of this subject 
fills them with apprehension. Great 
stress is laid on the obligations that the 
employees. owe the public, but there is 
little or no discussion of the obligations 
that the public owes the worker. Ad- 
vocates of compulsory arbitration seem 
to be concerned with making men work, 
and to care very little about securing 
justice. They are not asking whether 
there are significant and removable 
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causes in the background of industrial 
unrest, but they appear to be looking 
for a way of keeping men at their jobs. 
The workers feel that if they are to be 
kept at their jobs by law, the public 
will go away perfectly satisfied, and 
not concern itself with the trouble- 
some question of justice. 

When we pass a compulsory arbi- 
tration law, denying the right to quit 
in concert and leaving the right to 
quit individually, as, of course, we 
must, under the thirteenth amend- 
ment of the Constitution, we are not 
leaving an essential right in the hands 
of employees. The right to quit indi- 
vidually is, of course, a valuable right, 
but that alone does not give the work- 
ers the economic power which is neces- 
sary if they are to bargain effectively 
with their employers, who are organ- 
ized and free to use their organized 
strength. 


DISADVANTAGES OF COMPULSORY 
ARBITRATION 


Compulsory arbitration takes away 
the only means by which there may 


be developed responsibility on the part 


of the workers. If you are going to 
give over to a government body the 
function of finding out what is desir- 
able in industry and the putting of it 
into effect, instead of letting the work- 


ers help legislate for themselves as they ` 


are doing so effectively in the clothing 
industry, you are taking away what- 
ever opportunity there may be for 
developing that very responsibility, 
that very sober sense of being a part 
of industry and answerable for its suc- 
cess and development thaé is essential 
to the devélopment of a free people. 
Compulsory arbitration takes away 
one right and it gives no essential right 
in return. A right which belongs to 
everyone and which has existed for 
years—the right to quit in concert 
with others as well as individually— 
it is now proposed to take away with- 


out a quid pro quo. A court is not a 
sufficient offering. It is a right that 
has been taken away. Nothing but a 
right can justly be offered in exchange. 
A court is an experiment; to the men it 
is a gamble. ‘The establishment of it 
constitutes no assurance to the workers 
that their rights will be safeguarded. 
Meanwhile the one thing they can 
count on-—the right to act for them- 
selves—is taken away. 

The labor movement is a great surg- 
ing forward of a vast body of men and 
women. They make mistakes, they 
sometimes choose methods that are 
unwise and wrong, but they are part 
of a movement ages old, the movement 
forward and upward of the masses of 
the people. If this movement is to 
continue—this movement of the people 
to a better status, to a better standard 
of living, to different and better rela- 
tionships—the vanguard of it must at 
one point or another run counter to 
or go beyond conventional standards 
of justice and expediency. Any court 
set up to determine how far they shall 
go, will represent these conventional 
standards. It will not permit the van- 
guard to move forward, ‘it. will not 
permit the pioneer to express himself 
nor to raise up new standards of jus- 
tice. The court, however just it may 
be according to the standards of the 
time, will not be a pioneer. 

The movement for compulsory arbi- 
tration is headed in the wrong direction. 


Industrial peace will not be achieved 


through that agency. This, however, 
is not to say that the state can do 
nothing toward promoting better in- 
dustrial relations or that it may not do 
much to make strife less necessary 
and less likely to occur. On the con- 
trary the state can do much. It is for 
that reason that every effort should be 
made to direct.the activities of the 
state away from negative and paralyz- . 
ing coercion and toward a positive, 
constructive policy that will make for 
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greater freedom rather than less, and 
for peace based on satisfaction rather 
than on fear of courts and jails. 

For industry in general it is compe- 
tent and reasonable for the state to 
establish a minimum below which 


bargaining and struggle shall not be 


carried on. -Thus, at a single blow, the 
meanest forms of controversy are made 
unnecessary and the area of struggle is 
. narrowed. Beginnings of such a policy 
have already been made in wage and 
hour legislation, in laws affecting 
safety and sanitation, in workmen’s 
compensation laws, etc, What is 
needed is to extend and strengthen 
these laws? 

Above the level so established, 
workers and employers alike should be 
free to organize, to bargain and to 
exercise pressure by means of the lock- 
out and the strike. It is in the indus- 
tries where such organization and such 
freedom have reached the highest 
development that we have the greatest 
industrial peace. 


GUARANTEES INSTEAD OF COERCION 
THE Way ro PEACE 


Public Utilities.—In public utilities, 
the continuous opération of which is 
essential to public welfare, the state 
should go further. We cannot afford 
to have strikes in these industries. It 
follows logically, therefore, that the 
remedy is not to prohibit strikes but to 
make them unnecessary. Where the 
workers in other industries are enabled 
to make progress by the use of their 
economic power, including the strike, 
workers in public utilities should 
receive guarantees that will make 
the strike for them an unnecessary 
weapon. Employment in these in- 
dustries should have a preferred status. 
For them the state might reasonably 
establish, not minima, but absolute 
standards of employment that will 
insure to the :workers all that they 
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could ever hope to accomplish through 
the strike. 

They should be guaranteed reason- 
able hours of labor, not exceeding eight 
hours a day; wages should be higher 
than are paid in similar occupations 
that are not “affected with a public 
interest;” after stx months a worker 
should be entitled to his job, subject 
only to discharge for cause, with`a 
board of review to pass on the case on 
which the workers have equal repre- 
sentation with the employers. H a 
worker is laid off through no fault of 
his own he should. receive unemploy- 
ment benefits in the form of a high 
percentage of his weekly wage while he 
is looking for a new job. 

State Employees.—The same policies 
should be adopted by the state toward 
its own employees. To ask policemen 
and firemen to remain at work because 
of the character of their duties and 
their obligations to the public, without 
assuring them and. their families work - 
conditions and wages that will mean 
health, comfort and happiness, is an 
act of bad faith. It constitutes a 
betrayal of trust that deprives any 
community guilty of it of the right to 
protest if its employees strike to compel 
attention to their just necessities. 
Such a community does not come into 
court with clean hands. 

We are confronted by the opportu- 
nity of making a choice between con- 
structive and destructive policies, be- 
tween peace with good will and the 
deadly peace of coercion that ends with 
destruction and riot. The supreme 
determinant in that choice is the spirit 
with which society at large approaches 
the question. Before any remedial 
proposal can become effective, we must 
have, I believe, a spiritual awakening, 
a new attitude toward industry on the 
part of both employers and employees. 
We need to understand that there isan 
essential similarity of heart and con- 
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science among all groups, that em- 
ployers and employees are the same 
kind of people, working toward the same 
ends. We must recognize the ethics 
of fair distribution and the inethical 
nature of income without service. 
The profiteer of every sort should be 
driven from the society of decent men. 
Service must replace profit as a motive 


for industry, and desire for power must 
make way for good will. Given that 
spirit, which may be developed at any 
time, anywhere, on either side of the 
industrial controversy or among the 
public itself, we shall have found a way 
better than the way of courts, better 
than coercion, the best possible way 


toward industrial peace. 


Psychological Bases for Increasing Production 


By Wiri1am F. OGBURN 
Columbia University 


la production there are obviously 

two parties concerned. The party 
that is generally classified under the 
title of capital and the party that is 
generally classified under the term of 
labor, management being part of the 
organization of capital. It is custom- 
ary in popular discussions’ to think of 
production as being largely a matter of 
labor efficiency; very little concern 
seems to be given to the part that the 
organization of capital plays in produc- 
tion. However, one of the obstacles to 
production lies in the inefficiency in 
the organization of ċapital. Indeed, 
the industrial engineers tell us that 
capital is efficient to a very small 
degree indeed. One such engineer is 


-turn-over,. 


responsible for the statement that in’ 


the -blast furnaces of the steel and 
iron industry in the United States “the 
restriction of output by the employers 
in 1914 caused a loss in output equiv- 
alent to a strike of all the men in the 
entire industry for about six months 
during the year.”! In other words, 
production may be seen from the side 
of the organization of capital as well as 
from the side of labor, and I am sure 
that there is a story to unravel there 
_which some day will be done and will 
be very significant for those of us who 
are interested in production. But I 
-am not an industrial engineer and it 
is not my problem to develop that field 
herein. 


LABOR as A Factor IN PRODUCTION 


If production is looked at from the 


point of view of labor, it is seen that 


1Polakov, W. N., in the New York World, 
January 25, 1920. 
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labor is certainly responsible for va- 
riability in the amount of production. 
Labor may be responsible in a good 
many ways; that is to say, production 
may be slowed up or hindered by 
strikes. ‘There may be that peculiar 
custom known as sabotage practiced. 
There may be a good deal of green 
labor, there may be a very high labor 
In other words, labormay 
be responsible in a great many ways 
for production, and Í am not going to 
attempt to go over all of the points 
which might be charged up to the 
responsibility of labor. However, I 
want to pass in review, rather briefly, 
several plans or schemes devised for 
improving the situation. I want to 
speak somewhat of welfare work, of 
personnel management, of scientific 
management and of certain schemes 
that have been called industrial 
democracy. 

In discussing these subjects I am 
not looking atethem primarily from 
the point of view of the details of an 
employment manager or as a captain 
of industry. There are a great many 
others who have had better opportuni- 
ties for that type of observation than 
I have had. What I am going to try 
to do is to look at some four or five of 
these devices from the psychological 
point of view and see whether the re- 
cent development of psychology will 
contribute anything of significance or 
value with reference to their possible 
successful application in the future. 
Production is certainly partly a psy- 
chological matter, and certainly un- 
rest is very largely a psychological 
matter. It is probable that my con- 
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clusions may not be quite as specific- 
ally positive as though I had considered 
them in certain practical detail, but 
I do think that it is quite possible that 
psychology may throwa certain amount 
of light on the subject in general. 


Man’s PSYCHOLOGICAL EQUIPMENT 


In regard to the term psychology, 
Į want to point out in what sense it is 
here used. Mankind, whether he be 
an employer or employee, is born into 
this world with certain equipment. 
This equipment consists, on the phys- 
iological side, of muscles, blood supply, 
digestive tracks, glands, ete. On the 
psychological side, the equipment of 
man consists of certain nervous organ- 
izations with which are correlated cer- 
tain tendencies which are generally 
grouped into two classes—one to be 
spoken of as innate capacities, and the 
other, rather more generally as drives. 
These drives have been customarily 
referred to by the psychologists as 
instincts. These special capacities, 
the first class mentioned, are illustrated 
very well, perhaps, by an aptitude 
towards musical ability or an aptitude 
towards mechanics, or an aptitude 
towards language or mathematics, 
whereas the drives are much more 
likely to be associated with the emo- 
tions, like anger, fear, love, hate, 
They are expressed as general desires to 
migrate, to be sociable, to accumulate 
or acquire things, to assert one’s self, 
etc. 

If man were thought of in this light, 
from the point of view of his equip- 
ment, it is seen that-his equipment is 
one which seems to eminently qualify 
him for what might be called the life of 
a hunter, the life which we understand 
man to have lived for some several 
hundred thousand years. Man today, 
however, is not living the life of a 
hunter, but rather he is living a life in 
modern cities, in civilization, and 


particularly in that part of civilization 
which we call the factories. 


Man’s Equipment AND FACTORY 
Work 


In factory life the thing that is 
rather impressive, from the point of 
view of man’s equipment, is that a 
factory only uses a part of this equip- 
ment; that is to say, in a factory if it 
is a man’s function to take in his hand 
a knife and make a hole in an object 
passing by’on a pulley, or if it is his 
function to observe with his eye a 
certain dent in some object, or if it is 
his function with his touch to feel the 
roughness of a surface, it seems as 
though in factory life that industry, as 
it were, plucks out from that marvel- 
ous and varied equipment of an indi- 
vidual his eye, his touch, his arm or leg, 
and uses just such of the equipment as 
it needs for its specific purpose. 

Just as industry singles out for its use 
a specific muscle, in very much the same 
way industry plucks out of this in- 
stinctive equipment and of these innate 
capacities only such aptitudes as it 
needs to use for the particular mechan- 
ical process. If a workman pursues a 
life of this sort in a factory for a good 
many hours during the day and pretty 
constantly during the year, there is 
very little time for any use of the other 
parts and features of this mechanism, 
and I ask, is all well with the over- 
centralization of activity on some parts 
of this equipment and lack of use of 
other parts of the equipment? So far 
as I can gather from psychology the 
answer is that the condition is quite 
unsatisfactory, that ill health sets in 


because of a lack of an all around use of 


this equipment on the muscular side, 
and something like a mental strain and 
nervousness and tendency toward in- 
sanity results from this peculiar sin- 
gling out only of the particular psy- 
chical factors for use. 
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WELFARE WORK 


With this as a brief concept of 
psychological background underlying 
the worker and his industry, we might 
take up for consideration some of these 


schemes of industrial adjustment men- 


tioned in the opening paragraphs. 
I shall consider the idea of welfare work 
with the object of inquiring to what 
extent the welfare work holds a clue to 
the solution of the problem of produc- 
tion and of the problem of industrial 
unrest. In so far as welfare work 
provides activity for other parts of 
man’s mechanism that are not used in 
the factory, to that extent does welfare 
work promote a healthful condition, 
because if a part of this mechanism is 
not used the result is a strain, which 
in most features of the equipment leads 
specifically to unrest. Practically, wel- 
fare work really concerns the physio- 
logical .and health aspects within an 
industry, sometimes certain aspects. of 
home life, and occasionally it concerns 
itself with the recreation. But if 
welfare work be conceived theoretically 
as covering a field providing such 
hygienic activity for this equipment 
which is unused, all of it that is 
unused, welfare work would certainly 
do a very wonderful thing for industry. 

Moreover, I should think on theoreti- 
cal grounds that welfare work, conceived 
in this very broad fashion, would go a 
long way toward eliminating a great 
deal of industrial unrest, and in so far 
as I have seen or read of plants where a 
very extensive plan of welfare work is 
carried on, it tends to a certain extent 
to achieve this result. Of course, the 
great difficulty in. putting mto force 
any such extensive plan as this would 
be the question of cost, if thought of 
from the employer's point of view, be; 
cause welfare work is supposed to be an 
eminently practical proposition and 
we put on only so much of it and we 
apply it only in such specific ways as 







will yield a return on the investment. 
A great many employers are loath to 
develop the thing much further be- 
cause of its added cost. It is true that 
a man like Lord Leverhume, for in- 
stance, would say that very extensive 
types of welfare work would pay on ac- 
count of results which would be 
achieved, but if you ask yourself in de- 
tail just what the welfare work would be 
if thus carried out, you see that it would 
take you into a great many other fields 
which are called by other names than 
welfare work, as for instance, personnel 
management, profit sharing, industrial 
democracy, etc. 

Of course, the idea of personnel 
management, as well as that of profit 
sharing and industrial democracy, is 
really part of this broader theoretical 
picture of welfare work I have 
delineated. No doubt personnel work 
pays, of course, but I doubt if welfare 
work ever extended into such general 
fields as to wholly meet the problem as 
I have laid out theoretically; but to the 
extent that it does extend its activities, 
to that extent does it tend to certainly 
allay the unrest. As to whether that 
will increase ‘production or not, I 
question very much,. because I 
think this original equipment of man 
was certainly never laid out for the 
sort of production which modern 
industry puts on the worker, particu- 
larly the monotonous sort, but in so 
far as industrial unrest is a cause of 
shortage of production, I think on 
psychological grounds welfare work 
might be expected to be partly satis- 
factory, measured by the extent to 
which it} goes, but not necessarily 
specifically adding to and increasing 
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PCIENTIFIC MANAGEMENT 


wd have had considerable discus- 
sign at times of a device known as 
scigntific management, and if you will 


re 
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out ‘into a marked production. 
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turn back the time-table a few years 
you will see with what hope business 
looked forward to scientific manage- 
ment as.a cure of the production and 
unrest issues. But, as worked out in 
the studies which I have seen, scien- 
tific management rather tends to work 
the other way from the psychological 
point of view, because too often scien- 
tific management concerns itself with 
making a man a sort of a machine. 
It is true that scientific management 
does allow certain rest periods at 
proper times, and in so far as the 
fatigue element goes it is, no doubt, 
quite satisfactory. As practically ap- 
plied if is not fitted to this instinctive 
and physiological equipment which man 
has, but is rather calculated to workin 
the opposite direction, namely, to 
make man a still greater machine, and 
I think that is the reason why scien- 
tific management has not met with 
better: success than it has, because 
they have not considered this broad, 
physiological, background which ought 
to be the basis of any true scientific 
management. 


CREATIVE [MPULSE IN INDUSTRY 


There are two interesting sugges- 
tions found in recent literature, which 
are concerned specifically with in- 
creasing production. One of these 
schemes centers around the problem of 


what is called the creative impulse or _ 


sometimes the-instinct of workmanship. 
It is known that man is born into the 
world with a tendency to manipulate 
objects, which some psychologists have 
called the instinct of construction, and, 
of course,-It is quite well, known that 
mankind takes a certain interest in his 
work. Some students and writers 
have thought that tle worker has the 
instinctive equipment, the instinct to 
construct, which ought to work itself 
Con- 
siderations -of this sort are’ found 
7 


in recent literature. I know of one 
man, for instance, who has made the 
claim that he can make any type of 
labor interesting. 

Another author has written a book 
on the subject of the creative im- 
pulse in industry, claiming that by 
instituting a proper system of educa- 
tion this creative impulse can be 
developed. Others have written on 
the subject of instinctive workmanship. 
Of course, from the employer’s point of 
view this would be an extremely at- 
tractive thing. You see if you could 
merely get a person sufficiently in- 
terested in his work by playing on this 
instinct, so that he would not be con- 
cerned or care about such things as 
pay but would be chiefly interested in 
giving outlet to this instinct of construc- 
tion in increased production, it would 
be very pleasing to those drawing divi- 
dends. But a closer inquiry into the 
nature of this instinct is disillusioning. 
It is really more like a psychological 
aptitude, like a tendency toward music 
or a gift in the direction of art, or 
something of that kind, rather than 
like one. of the stronger drives or 
instincts. . There are unquestionably 
some individuals who have such an 
aptitude and who are willing to work 
on this aptitude with very little regard 
for wages or very little regard for other 
features that make for normal life. 

This particular aptitude never works 
very well unless associated with one of 
the drives which I call an instinct. 
To put it in simpler terms, finding an 
interest in your work means not only 
a joy in the technique as such, but 
putting yourself into your work as 
well. Putting yourself into-your work 
brings up another psychological con- 
cept, the concept of self. We tend to 
identify our work sometimes with our- 
selves. You can understand how a 
poet might put himself into his poem, 
or how an artist might put himself into 
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his picture; that is to say, a particu- 
Jar type of work mirrors, or is your 
personality. If you accept-this con- 
ception, the instinct of workmanship 
and the creative impulse become a very 
much broader thing from the psycho- 
logical point of view. It is tied up 
with the drive of ambition and self. 
It tends to be merged with what we 
call morale, or loyalty, because one’s 
concept of self involves not only possi- 
ble loyalty to organization, identifying 
one’s self with one’s plant, but centers 
around the esprit de corps as well. 


SCHEMES. OF INDUSTRIAL DEMOCRACY 


This idea brings me to the last 
point which I want to make, and 
that is that productivity can be devel- 
oped quite well and on psychological 
ground, by so working out indus- 
trial conditions that the worker will 
project himself, his psychological self, 
into the work. When this is done 
the creative impulse or the instinct of 
workmanship is merged with the con- 
cept of self, the concept of self being 
expressed as a loyalty to the industry. 
This analysis, when applied, really 
comes very close to being the sort of 
thing which we speak of as industrial 
democracy. Workmen are much more 
likely to identify themselves with 
their task if they in a way have a cer- 
tain share and responsibility in the 
control and management. It is to my 
mind a question whether we can de- 
velop any such scheme of the instinctive 
workmanship in any other way than by 
making it possible for the worker to 
identify himself in this broad way with 
the type of work. I should, therefore, 
certainly lookforward to seeing schemes 
of industrial democracy, shop com- 
mittees or plans where the workers take 
an integral] part in the industry as being 
extremely effective. On the psycho- 
logical ground, of course, the only point 
that is of special theoretical interest 
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right here is the practical question as 
to what extent certain ideas and con- 
cepts, which are nowadays prevalent, 
tend to hinder or block any such 
identification of self with the task in 
hand. In other words, to what extent 
are the workers aware of what you 
might call class struggle or. class in- 
terest; to what extent, for mstance, are 
workers familiar with profiteering, 
with the making of excess profits, with 
exploitation of labor and with the 
general technique of class struggle? 

The workers realize the unequal 
distribution of .wealth, something of 
profiteering, and they are becoming 
quite a bit educated in this general 
concept of industrial democracy, and 
to the extent that they have this 
general idea of class struggle, these 
schemes of industrial democracy are 
really illusory. I mean to say that 
knowledge and education are making 
workers sophisticated and skeptical, 
and their loyalty cannot be held for 
very long except by very genuine plans. 
Knowledge of how profits are made and 
to whom they go make it more difficult 
to hold his loyalty. 

Industrial democratic schemes would 
seem to me to work probably for a short 
time and it is quite conceivable that 
workers’ loyalty and the workers’ inter- 
est can be secured. The real question 
is how long these schemes are going to 
last. I should guess that productivity 
will in the course of a few years really 
center more and more around the con- 
trol of industry by workers. Consider- 
able betterment can be expected, but 
hardly a static Utopian condition to 
arise out of the psychological back- 
ground of ‘the workman. In other 
words, this psychological background I 
have set forth really implies that capital 
and labor must go on through an evolu- 
tionary period. I would be very much 
inclined to question whether any of the 
schemes now outlined are completely 
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satisfactory. They will be more satis- 
factory on the psychological basis to 
the extent that they work out industrial 


control and will fall short to the extent 
that they fall short of genuine demo- 
cratic industrial control. 


The Human Element in the Machine Process 


By CornELIA S. PARKER 
New York City 


ERHAPS the most underlying ob- 
stacle in the way of maximum 
production is psychological—the re- 
action of the worker to his job,.and by 
that I do not mean the worker in the 
narrow sense of the word or.the job in 
the narrow sense of the word, but 
the reaction of the human element 
to modern work, and that takes 
in all classes of labor and all kinds of 
work. Before we can proceed with.this 
subject it is very important to get a 
perspective of the situation. 
Conservative estimates put the 
length of mankind on earth at about 
500,000 years. Probably, as far as we 
know, it took mankind about 350,000 
years to learn to sharpen a piece of 
flint on one side and produce the first 
knife. It was not until 75,000 years 
ago that man captured fire for his own, 
and it was not until ten to twenty 
thousand years ago that Neolithic man 
entered Europe and we had a manner 
of life on earth that in any way approx- 
imates life as we know it today—the 
rudiments of agriculture, the first 
domestication òf animals, the first 
settled habitations. Psychologists and 
students of human nature tell us 
that we are Neolithic men—in other 
words, that human nature, the psy- 
chology of man, has practically not 
changed at all in these ten to twenty 
thousand years. 


INDUSTRIAL SYSTEMS 


To make that a little more vivid, 
one should plot it. If you take a line 


about thirty-three inches long as 500,- 
000 years, the last ten to twenty 
thousand years is a little distance of 
about one inch; in other words, in a 
period thirty-three inches long com- 
pared to a period one inch long, human 
environment changed practically not 
at all. If we take that last ten to 
twenty thousand years what have we 
in that length of time? We _ have, 
first, as far as the labor is concerned, 
the domestic system, the production 
within the group for the group. Then 
we have the early wage work where 
the worker received the raw material 
from the consumer, finished the article 
and sold it to the consumer, receiving 
a wage. Then the handicraft system, 
where the worker furnished the raw 
material and sold the completed article 
directly to the consumer. Next we 
pass into the commission system, 
when the middleman makes his ap- 
pearance but where the worker still 
works in his own home, receiving the 
raw material from the middleman and 
a wage for the finished article from the 
middleman. Over night we come into 
the factory system, machine produc- 
tion, and to show the small length of 
time in which we have been under the 
machine production it is necessary to 
take a line the same length as your 500,- 
000 years, about thirty-three inches, 
and call it ten to twenty thousand 
years, and then your factory system is 
again a short space of about three 
inches at one end. 

If it is-true, as Veblen says, that the 
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state of the industrial arts determines 
the life or the culture of a people; then 
we can see over the great length of time 
that man has been in the world; his 
life and his culture have changed 
practically not, at all. In the years 
from 1760 to 1800 the life of the rank 
and file changed more than in the 
previous 500,000 years put together. 
Up to that time man puttered away at 
his own job pretty much in his own 
way and saw his own job through. All 
along the connection of the producer 


‘to the consumer was very direct. 


What situation is ushered in overnight? 
Away at one end production begins 
and away at the other end consumption 
begins, and lost in between in the infi- 
nite division of labor that the machine 
process introduced is the worker, with 
the clank and roar of machinery. in his 
ears and a pay envelope at a window at 
the end of the week, the discipline of 
long hours, of low wages and of a huge 
impersonal system over him. Mauch of 
this is true today in the industrial 
situation. All of it is so recent that it 
is a very vital background of the labor 
movement today. There are adults in 
the labor movement who have not gone 
through the unfortunate process which 
the industrial revolution introduced. 
Few negroes of today have been through 
slavery, yet slavery is very fresh in the 
minds of our black population. Just 
so the highly unfortunate experience of 
labor during the earlier years of the 
industrial revolution is fresh in the 
memory of labor in 1920. ‘The unrest 
of today, the industrial unrest, is 
caused not by the high cost of 
living, nor is it caused by war. It 
is mereky the accumulation of the 
mistakes of 150 years of domination 
of the human element by the ma- 
chine. The history of the industrial 
revolution is the history of the human 
element trying to free itself from that 
domination, 


* i 
STATE or [INDUSTRIAL ARTS 


We must bear in mind another 
phase. The state of the industrial 
arts determines the life of a people’ 
Since 1760 that life has changed faster 
than in the 500,000 years before. Imn- 
ventions can do that. Arkwright, © 
Crompton and Watt were able to alter 
the life of the rank and file over night, 
But no invention has yet been found 
which can alter public opinion, which 
can change the public conscience, at 
anything like that quick rate. The 
state of the industrial arts got an enor- 
mous head start, in the first place. If 
it had stopped right there, say—about. 
1800, it might be that public opinion 
by now would have caught up with the 
situation. As it is the speed of life 
today, the rate of change proceeds 
in a continually accelerated. degree. 
With infinite effort and infinite pains 
and much education, perhaps, public 
opinion can be brought to face a cer- 
tain situation in a certain way. But 
by the time public opinion has reached 
that point, that situation is no longer 
there—it has moved away and on, and 
then all the painstaking effort and 
education must begin all over again;. 
public opinion never does catch up 
with our industrial problems. Is it any 
wonder then, that at times the radical 
—and by radical I mean the individual 
who recognizes that change, that 
dynamics is the order of the universe 
today—grows a little out of patience 
with the conservative? By conserva- 
tive I mean that type of individual who 
insists upon considering the environ- 
ment today as static. 

Machine technique has forced in- 
dustrial life at such a pace that there 
seems no possibility of public opinion 
ever keeping tip with it under our 
present educational systems. One of 
the agencies making for the disturb- 
ance and the unrest today is the 
wide discrepancy between the effect 
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of industrial -life on the individual and 
the fact that the public conscience, 
public opinion, lags so far behind in its 
” methods of adjustment in human rela- 
tionships. Of course, your conserva- 
tive would argue that if the change 
could be made with sufficient speed to 
‘suit the radical, perhaps more harm 
would be done than under the present 
situation. There could be no answer 
given to that, because public opinion 
never has changed with the speed to 
satisfy radicals. I am not referring to 
such a thing as war hysteria which 
seems to be able to change public 
opinion quickly, but that sort of an 
opinion relapses quickly—I mean the 
actual education of the public con- 
science. When you consider the size of 
the public today, the size of the people 
coming within the machine process, no 
matter at what extreme—employer, 
management or employee—when you 
consider the size of that body, you can 
realize the inability of the opinion of 
that body ever catching up with the 
. speed of the industrial system as made 
possible by the machine technique of 
today. 

What else are we paying for besides 
the mistake of the industrial revolution 
in neglecting the human element? We 
are alt paying, no matter what our 
position in the system, the price of the 
speed and tension that inventions, that 
the machine process forces on the life 
of the great majority. We cannot cast 
aside the machine process. We cannot 
do away with big business. Produc- 
tion has to be carried on on a large 
scale to furnish the wants of people as 
they exist today. It simply means we 
must not intensify the dangers of the 
situation by any more mistakes than 
are possible along the way. 


Human ELEMENT IN INDUSTRY 


What of the human element itself? 
Under the machine process for the last 


150 years the human element has had 
practically no chance for self-expres- 
sion. The creative.effort, the instinct 


-= of leadership, the instinct of following 


a fit leader, the instinct of possession, 
the homing instinct, the parental in- 
stinct, the sex instinct, almost every 
instinct you could mention has had 
either no expression, from the point of 
view of labor, under the industrial 
system, or too slight expression to have 
a normal psychological life result. 
From that point of view again the un- 
rest of today represents a culmination 
of 150 years of repressed instinct ex- 
pression, of a lack of opportunity for 
the great part of the population to lead 
a wholesome, normal life. 

A man once told a little story of lend- 
ing a dollar to an I. W. W. When a 
year later the I, W. W. paid the dollar 
back, the man asked the young fellow, 
“What would you like most in life if 
you could have what you wanted?” 

The fellow replied, “J would like to be 
able to keep clean and I would like to 
have a girl.” l 

Now, neither of those desires are 
very reprehensible. The perpetuity 
of the race depends upon at least one 
of them, and it is Just because such 
fundamental impulses and instincts as 
those two have not found expression 
over 150 years that we have the unrest 
of today. 

What has been the result of the fact 
that industry itself has not given the 
human element enough of a chance to 
express itself for normality to be the 
result? It means that labor has-been 
forced to throw its energies into the 
class movement, the labor movement. 
To the employer the labor*-movement 
has been actually inimical to industry. 
At times it has flourished almost en- 
tirely at the expense of industry. It 
is no one’s fault that that has been the 
development of the labor movement. 
It is the growth forced on the labor 
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movement by the situation itself. 
Labor had to find some outlet for these 
absolutely essential instinct expres- 
sions. It could not find them in indus- 
try. Most of the laborer’s life was 
spent in industry. He had no chance, 
no time for sélf-expression in some 


phase of life entirely apart from indus- | 


try. The movement of organized 
labor, in whatever form or whatever 
faction, offered labor a chance for these 
instinct expressions that were denied 
in industry, in politics, in education, 
even, indeed, in religion. All the best 
things that can be said about the labor 
movement center around the spiritual 
- side of it. It was an outlet, and if we 
had not had this outlet, the revolt and 
unrest of today would be far more 
bitter and far more widespread than 
it is. 
this emphasis on a class movement, or 
do we wish to allow labor to play such 
a part in industry that this instinct 
expression will have a chance to func- 
tion in industry? This must take place 
or we will always have industrial un- 
rest and when it takes place the entire 
community will be benefited instead of 
it being merely a class movement. In 
other words, labor must be allowed to 
feel that industry is his to the extent 
that in industry he can find greater 


=- self-expression. 


“There is in this volume much dis- 
cussion as to the various schemes for 
allowing labor more responsibility in 
thejob. Iam not going into the details 


of those schemes. It is not śsuch a new: 


thing as some employers would have 
you believe; it is already being tried 
in many industries. The main thing is 
to sell the idea to the public, to sell the 
idea to the employers, so that it will 
become familiar and what manifesta- 
tions labor makes toward acquiring 
greater responsibility in industry will 
not be fought as persistently as almost 
. every demand labor has made in the last 


But do we wish to continue with 


one hundred and fifty years has been 
fought. When it comes right down to 
a particular plan through which labor 
is going to feel an added responsibility 
in the job, any plan as such does not 
count for much one way or the other. 
The important thing is, what is in the 
employer’s heart? When he puts a 
plan in does he put it in as a sop to 
labor, as a “welfare,” scheme, or does 
he put it in with an underlying sense of 
the justice of the situation and a real- 
ization of the fact that the labor move- 
ment has come to the point today 
where, through better wages and 
through better’ conditions, it has 
reached that degree of self-regard that 
demands a still further development 


of its initiative and of its control. 


HANDICAPS IN INDUSTRY 


If you should give labor its complete 
share in industry—and labor and the 
students of this problem tell you quite 
frankly that labor by and large is not 
ready today for equal responsibility, 
that it will take, perhaps, several gen- 
erations before that can come about— 
the thing is that it must be given the 
chance whenever the chance presents 
itself. But suppose that labor were in 
possession of full responsibility, com- 
plete copartnership with managément, 
with the employer, would we have the 
millennium, would we have an indus- 
trial Utopia? No! At that point 
comes in the large part that in the 
future must be played by the field of 
mental hygiene. 

Today there is just cause for much 
of the revolt, for much of the uneasi- 
ness, for mueh of the unrest in the 
industrial field. We would not be 
human beings fit working for if there 
were not revolt and unrest over many 
of the conditions of today. How- 
ever, your mental hygienist, your 
psychopathologist, knows that there is 
much unrest that is purely a psycho- 
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pathical problem, and with conditions 
almost perfect there would still be 
individuals who were not satisfied, 


“there would still be individuals who 


= 
= 


could not “ft in,” there would still be- 


individuals with grouches, there would 
still be individuals who could not get 
along with others. You would never 
think of employing a hunchback in 
the coal mines or steel industry or as 
a stevedore. . Just so must the public 
come to realize that there are individ- 
uals with as great a mental handicap 
toward their job as the physical handi- 
cap of the: hunchback toward his job, 
and that mental handicap must be 
taken care of as much as the physical 
handicap must be taken care of before 
we can have the highest efficiency in 
industry. 

The mental hygiene movement is 
young, and it is, on the whole, a 
personal relationship that has to. be 
established between the mental healer 
and the patient, and it is going to be a 
long process and a slow process before 


_ that line of treatment can be put over 


in industry. At first the struggle is 
more in the larger field. The struggle 
is to get away with the large handicap 
of the machine domination of the in- 
dividual. By the time that is removed, 
then your mental hygiene movement is 
ready to step in and deal with the 
individual case, the individual discon- 
tent, the individual who cannot get 
along with his fellow beings, not be- 
cause they are treating him in such a 
way that no normal human could get 
along under the circumstances, but 
because there is a kink some place in his 
mind that must be smoothed out by 
technical treatment. 


Divorce or THougatr anp WORK 


The last psychological obstacle, and 
a very great one, that we all pay the 
price for is the fact that life today 
puts too great a strain and tension on 


all of us for thought. The speed of 
modern life is such that people cannot 
stop and do not stop to take thought of 
the industrial situation, as thought 
must be taken if we are going to find 
any solution for unrest. The men in 
industry themselves, no matter whether 
they be laborers or employers, are all 
under too much tension, are all work- 
ing under too much speed to stop and 
put their minds on this situation as 
must be done sooner or later, and what 
has been the result? On the whole, the 
result has been that the constructive 
thinking done in this field, or attempts 
at constructive thinking, have been 
done by your professional thinker, and 
by that I mean your university pro- 
fessor. Here again, he is working under 
such tension today that he has not the 
chance to have the contact with the 
industrial problem, the practical con- 
tact that is needed to continually 
shape his theories to a useful end. 

We all pay the price of that divorce 
of thought and work, and as I see it 
that is one of the great obstacles to 
a speedier industrial reconstruction. 
Your employer and your worker are 
forced to snap, quick judgments be- 
cause they cannot take stock of the 
situation, and your theorist off in his 
little corner is worked to death under 
the present university system, so that 
he, in turn, must merely theorize and 
cannot get out and have practical 
contact that is so needed. 


NECESSITY ror ADULT EDUCATION 


We are apt to talk a great deal about 
the education of the working class. 
The working class needs education. 
It knows it needs education, but-there 
is not a class in the country which 
does not need education. There is not 
a human being in the United States 
today that would not be a little better 
off for knowing a little more. 
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As I see it, one of the big construc- 
tive steps to take today is the linking 
of adult education and industry. There 
is a school in New York that is trying 
to do that very thing—the New School 
for Social Research. When such a 
school is established in every city of 
the country, a long, forward step will 
have been taken—a school with late 
afternoon classes, with evening classes, 
with the sort of work that will draw 
people from the manufacturing indus- 
tries, employers, professional men, 
newspaper writers, no matter what 
their walk in life is, or if they are just 
pure theorists, all can go to school and 
link up their work during the day with 
the intellectual side of life. Moreover, 
by having that type of student the 
professor is constantly in contact with 


the practical workings of the situation 
and he is in a better position to give a 
sound theoretical contribution in re- 
turn. That is a system of.education 
which should be established all over 
the country, not necessarily a class 
movement, not necessarily labor class 
education, but the sort of education 
that has an eye, a vision for the future, 
which creates small, permanent indus- 
trial councils in every city of the 
United States, where around a research 
table sit employers and workers and 
professional men threshing out to- 
gether these problems of industry that 
no one set can solve alone—that must 
be solved with the combined brains of 
every walk of life in the nation, if we 
are going to search for a solution that 
is to be widespread and lasting. 


Labor and Production 


By W. Jerr LAUCK. 
Formerly Secretary of War Labor Board 


EFORE the outbreak of the World 
War there was, and because 
of stimulated immigration there had 
been for some years, a surplus labor 
supply for our basic industries. At 
the present time there is a shortage of 
labor. The determining factor as to 
stability and acceleration of produc- 
tion has, therefore, been reversed. 
The efficiency of capital and manage- 
ment were the controlling forces before 
the war. The primary problem to be 
considered in any future program for 
industry now centers about the effec- 
tiveness of labor. 


DiFricuLty or Present INDUSTRIAL 
AND POLITICAL PROBLEMS 


It may be stated without any attempt 
at sensationalisra and without danger 
of contradiction, that our country is 
facing today the most complex, dan- 


gerous and difficult situation which 
it has been confronted with since the 
close of the Civil War. The old order 
has passed. A new era is before us. 
In our political and civil life as well as 
in both business and in industry, we 
cannot return to the old pre-war con- 
ditions, even if we so desired. We 
have no alternative but on the one 
hand to hold fast to that which was 
good in the past, and on the other 
hand to reach out and grasp the 
good which has come from the war, 
and welding the two together to 
press forward to the readjustment 
of our political, social and economic 
conditions. 

In standing “today on the narrow 
strait which divides the past from the 
future, we must, like the Roman god 
Janus, look backward, but at the same 
time we must look forward. 
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The present is no time and there is 
no occasion for revolutionary action 
or for untried experiments in govern- 
ment and in industry. This is a time, 
however, for careful analysis and 
painstaking consideration of the fun- 
damental aspirations, the underlying 
. principles and the far-reaching ideals, 
of our democracy, or, in other words, 
of the self-governing republic which 
has come down to us through the 
generations. It is the time to take 
stock of ourselves, and wherever 
‘necessary to readjust the conditions of 
political and industrial life of the 
present day in the light of the princi- 
ples and aspirations of the forefathers. 
If we will take the time to do this, we 
shall proceed with wisdom. We shall 
then have a progressive, safe and 
certain mode of procedure for the 
future. If we do not do this, we shall 
invite disaster. We shall intensify 
existing untoward conditions for which 
our children shall have to suffer, and 
for which they shall be pressed to find 
a remedy. 


Existinc MENACE or Lavine 
CONDITIONS 


The greatest menace with which the 
country is confronted today, not only 
industrially but politically and socially 
as well, arises from the pressure of 
living costs on the great mass of wage 
earners in the basic industries. This 
condition of affairs intensifies the more 
fundamental causes of industrial unrest 
and the consequent dislocations in 
industry and recurrent stoppage of 
work or breaks in the continuity of 
production. Unless living conditions 
are ameliorated, widespread industrial 
conflict may result before proper and 
safe action can be taken which will 
afford a basis of procedure for stabiliz- 
ing industry, accelerating production 
and guaranteeing industrial peace. 
The really great danger to the public 


under present conditions is the extreme 
attitude, on the one hand, of certain 
backward employers and legislators 
who are still evidently doing their 
thinking on a pre-war basis, and, on 
the other hand, the extreme agitation 
of certain labor leaders who are trying 
to disrupt existing labor organizations 
and to take away the control of labor 
from liberal but sane leaders. 


SIGNIFICANCE OF PROFITEERING 


The abnormal conditions created by 
the war, as were to be expected, greatly 
increased prices or the cost of living. 
The withdrawing of men from indus- 
trial and agricultural activities to 
armed conflict, the diversion of indus- 
trial facilities to the manufacture of 
munitions and war essentials, the 
destruction of capital and commodities 
and the restriction upon agriculture. in 
the zones of conflict, or, in other words, 
destruction, restricted production and 
unproductive consumption, reduced 
pre-existing stocks of goods and made 
additional accumulations more difficult, 
thus bringing about an excess of de- 
mand for commodities over the supply 
available. The net result was scarcity 
values and constant rises in prices | 
during and since the war. This situa- 
tion has been further affected by the 
war-time inflation in money and credit 
and in the deterioration of our trans- 
portation facilities from the great 
stress which four years of war operation 
had put on the railroads. 

These have been the underlying, the 
real determining and unavoidable 
causes of higher prices for all classes of 
commodities. While they would have 
been followed by distress And some 
elements of unrest among industrial 
workers, they would undoubtedly, 
other things being equal, more or less 
philosophically have been accepted as 
one of the fortunes of war, and the 
attempt made to overcome them by 





productive effort. In the meantime, 
however, it has been discovered that 
producers, speculators and distributors 
have seized upon the scarcity or abnor- 
mal conditions which prevailed during 
the war, and which came out of the 
war, to exact exorbitant prices and to 
obtain- indefensible and dishonorable 
profits. Although the exaction of 
illegitimate profits, or, to use the 
more common phrase, “profiteering,” 
has not been a basic but a secondary 
cause of high prices, it has developed 
a condition of affairs fraught with the 
greatest significance, for the reason that 
it is apparent that profiteermg must 
be eliminated before there can be any 
hope of getting the productive factors 
in industry together in a codperative 
way. This is an essential condition to 
the acceleration of production or to 
a return to normal production and 
normal price conditions. 


Tue. CONDITION to INCREASED Pro- 
DUCTIVITY or LABOR 


So long as profiteering exists labor 
cannot be induced to increase its out- 
put. Contrary to the general impres- 
sion, the economic status of labor in our 
basic industries was impaired by the 
war. With some few exceptions, wage 
rates failed to keep pace with the 
advances in the cost of living. Where 
rates of pay were actually raised to the 
point of increased prices, as in the 
iron and steel industry, it meant 
merely the perpetuation of entirely 
inadequate standards of living which 
prevailed before the war. As a rule, 
however, the deplorable earnings or 
standards of living of the great mass of 
industrial workers before the war were 
not maintained during the war. With 
the termination of hostilities all govern- 
ment control of industry was aban- 
doned and the hope, which had been 
based on the obligation of the govern- 
ment to adjust conditions, disappeared, 
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The wage earner was left to shift for 
himself. Employees in many- basic 
industries undoubtedly felt deeply 
this situation, and the post-war dis- 
content and lack of codperation was 
thus started.. 

This situation was soon intensified 
by a still more disturbing influence. 
Every attempt since the armistice on 
the part of industrial workers to im- 
prove their unfortunate status was 
met with the claim that to advance 
rates of pay would be equivalent to 
increasing prices, and starting another 
step in the so-called “vicious circle of 
the increasing cost of living.” This 
soon developed into a distinct propa- 
ganda and misrepresentation of labor. 
The public thoughtlessly gave this 
propaganda its sanction. Industrial 
unrest and agitation was further 
intensified. Wage earners, as a class, 
felt that aspersions were being cast 
upon their character and patriotism 
during the war. They also became 
very sensitive to the fact that all 
classes of profiteers were pointing to 
labor as being responsible for the dis- 
graceful robbery of the public. 


Mining and Railroad Strikes 


Caught in this way between the 
upper and the lower millstones, so to 
speak, their endurance reached the 
breaking point. Wages continued to 
fall further behind skyrocketing prices. 
Men refused to continue work in 
certain industries as on the railroads 
and in the mines. The bituminous 
coal miners’ strike was a reflection of 
these conditions. The recent country- 
wide railroatl strike was a voluntary 
expression of this attitude by many 
classes of employees. Men with long 
years of service and accompanying 
seniority and other rights suddenly, 
against the protest of Brotherhood 
and Union leaders, stopped work or 
left the railroads, to enter other 
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industries. The inadequacies of rail- 
way wages are now the fundamental 
cause of restricted transportation fa- 
" cilities. . The same conditions prevail 
in some of our other industries. Unless 
they are corrected no one can tell what 
the result may be. Under-paid men 
_are a menace from a social and political 
as well as an industrial standpoint. 
Under these conditions, in brief, it has 
become evident that if conservative 
and enlightened leadership in the 
labor movement is to continue, indus- 
trial workers must not only secure 
financial relief, but labor also must be 
freed from the charge of profiteering 
which had been dishonorably placed 
upon it. By the same analysis, it 
is equally and perhaps more signifi- 
cantly true that the production of 
which we are in such grievous need 
cannot be secured until labor is assured 
that its increased productive efficiency 
will not be absorbed by profiteers. 
Ii labor can be shown that increased 
production will be followed by lower 
prices, or in other words, greater real 
wages, one of the greatest obstacles to 
maximum production will have been 
eliminated. 


Waste and Extravagance * 


In addition to the impairment of 
industrial morale, probably the next 
greatest contributing factor to the 
untoward economic conditions which 
have followed the war is the wide- 
spread waste and extravagance among 
all classes of the people. Its elimina- 
tion is obviously necessary to our 
economic regeneration. It has been 
caused primarily by impreper concen- 
tration and accumulation of wealth 
since the beginning of the war, and 
had its origin and derives its primary 
impetus at present in the lavish 
expenditures of war-made and post- 
war-made millionaires. Their exam- 
ple has been contagious. Those who 


should have known better have set the 
example. It has spread to all classes 
of the population. Extravagance and 
waste among or excessive demands by 
industrial workers cannot be checked 
so long as profiteering producers and 
distributors are lavishly dissipating the 
wealth which they illegitimately ob- 
tained during: the travail and grief of 
our people. 

A necessary preliminary, therefore, 
to all other measures—-as a matter of 
fact, the first step in the process of 
reconstruction and stability and accel- 
eration of production—is the stopping 
of profiteering. There can be no 
permanent hope or program until 
profiteering is eliminated. - Because of 
the pressure of the high cost of living, 
the profiteer has not only become an 
obstacle to the resumption of normal 
industrial activities but an actual 
industrial and social menace as well. 


NEED ror CodpeRation BETWEEN 
EMPLOYERS AND EMPLOYEES 


With the allaying of discontent 
arising from profiteering and unjusti- 
fiable prices, a more fundamental evil 
must also be rectified before there can, 
be any satisfactory degree of stabili- 
gation and continuity in production.. 
The fact cannot be missed that 
industry is in the same position that 
our failure to accept the Treaty of 
Peace has forced upon the nations of 
the world. „There is no accepted basis of 
procedure. Employers and employees, 
as a whole, are actually or potentially 
at war with each other. The condi- 
tions affecting one principle effective 
to productive coöperation. need only 
be mentioned in order to illifistrate the 
present impossible situation—the prin- 
ciple of organization and representa- 
tion of industrial employees. The 
union labor movement demands rec- 
ognition asa prelinimary to coöperation. 
A large group of employers are attempt- 
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ing to evade union recognition by the 
formation of shop committees and the 
application of various local schemes 
of employees’ representation. Another 
large body of employers wish to 
maintain an industrial autocracy with- 
out recognition to their employees on 
any terms. And thus the conflict and 
friction extends throughout the whole 
range of industrial relations and con- 
ditions. Under these conditions, if 
industry is not headed for disaster, 
thoughtful students at least cannot see 


any earnest of successful productive 


effort in the future. 

Shortly after the signing of the 
armistice, industrial conferences were 
assembled under the auspices of the 
governments of Great Britain and the 
Dominion of Canada, and certain 
underlying principles relative to in- 
dustrial relations were accepted by 
labor and capital as a basis of industrial 
procedure. A similar effort was made 
in this country, but without success. 
It was found impossible to secure an 
agreement between employers and 
employees. It then became evident 
that whatever action was taken would 


shave to come from the public, and in 


accordance with this conclusion, a 
second conference was called last 
winter by President Wilson, composed 
entirely of eminent representatives of 
the public. The report of this body 
has been made, embodying certain 
principles which they have sanctioned 
as essential to industrial progress, eco- 
nomic justice and the public welfare. 
The conference has also recommended 
machinery for the adjustment of 
industrial disputes. Senator Kenyon, 
chairman of the Senate Committee on 
Education and Labor, has also intro- 
duced a joint-resolution providing for 
the establishment of joint-boards for 
the adjustment of industrial contro- 
versies together with regulatory princi- 
ples or a code which shall be mandatory 


upon these boards im réaching their 
decisions. The Senate Committee is 


now holding hearings and considering , 


both Senator Kenyon’s plan of proce- 
dure and the Report of the President’s 
Second Industrial Conference. 


NECESSITY FOR AN INDUSTRIAL CODE 


The permanent hope for the future, 
not only to those directly engaged in 
industry, but also to all other classes 
of our people, lies in wise, constructive, 
industrial statesmanship and action by 
the Congress along the lines which 
have already been placed before Sena- 
tor Kenyon’s Committee. Increased 
production has become a national 
necessity, if we are to maintain Ameri- 
can standards of living, pay the vast 
debt incurred as the result of the war, 
insure our domestic tranquillity and 
discharge our international obligations. 
Obviously, we cannot hope to restore a 
normal production, to say nothing of 
attaining maximum production, so 
long as there is constant irritation and 
friction, with frequent economically 
disastrous conflicts between capital 
and labor. To promote and to pre- 
serve industrial peace, therefore, to 
insure, equal and exact justice to both 
elements in industry and to safeguard 
the public interests as well, the Con- 
gress of the United States should enact 
at once an industrial code wherein 
there shall be defined and promulgated 
the fundamental principles which shall 
govern the relations of capital and 
labor with respect to: 

1, The right of both labor and 
capital to organize; 

2. Theeright of labor to a living 
wage; 

3. The right of capital to a fair 
return; 

* 4. The right of collective bargain- 

ing; 
5. The right of labor to a voice in 
the control of industry; 


{ 
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6. The requiring of both labor and 

capital to fulfill their con- 
‘ tractural obligations; 

7. The hours of labor; 

8. The rights and relations of 
women in industry; 

9. The right of the public to be 
protected against economic 
disturbances, threatening the 
general welfare, which result 
from disagreements and con- 
flicts between capital and 
labor. 


Such an industrial code, together 
with the creation of the machinery 
necessary for the determination and 
adjustment of industrial disputes upon 
the basis and by the application of the 
principles enunciated in the code, will 
go far toward stabilizing industry in all 
lines. 

Its enactment can be brought about 
only through a compromise of the 
selfish demands and contentions of 
‘both capital and labor, and that com- 
promise must be affected on the basis 
that the public interest overshadows 
any group interest. Opposition to 
such legislation may be expected from 
both elements in industry, and this 
opposition will probably be predicated 
on the theory that we should have 
the least possible governmental inter- 
ference with business and industry. 
The plan contained in the Court of In- 
dustrial Relations, as passed recently, 
by the Kansas legislature is unaccept- 
able because it forces compulsory 
adjustments without any safeguards to 
capital and labor. The labor provi- 
sions of the Esch-Cummings bill rela- 
tive to railroad disputes furnishes a 
more acceptable precedent, because 
they afford a more ox less imperfect 
code or standard for the voluntary 
adjudication of controversies by a 
specified mode of procedure. A more 
comprehensive underlying set of prin- 
ciples or standards, together with a 
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series of joint industrial boards, cul- 
minating in a national labor board for 
the interpretation and application of 
the fundamental law, the code, or the 
industrial bill of rights—by whatever 
term it may be called—is essential to 
an orderly and reconstructed industry. 
Without such action, there can be but 
small hope for industrial stability, 
continuity, or the productiveness which 
is so greatly needed. 


New Conception oF INDUSTRY 


Thoughtful men will undoubtedly 
agree that the sentiment of this coun- 
try and of the world is for progress 
along the lines suggested. Not the 
least beneficial result of the world war 
has been the exploding of a number of 
age-old aphorisms. One such exploded 
aphorism is that one to the effect that 
the best form of government is that 
which governs least—the Gibraltar of 
the advocates of the doctrine of laissez- 
foire. The phenomena of profiteering 
alone demonstrate the danger of letting 
the individual alone—giving him a 
free hand——for we have seen that too 
often it makes a freebooter of him; 
and there is no place.in orderly society 
for freebooters. 

Such a general program as has been 
outlined would not only reduce prices 
and profiteering, and bring about 
relief from the high cost of living, but 
would also be in accord with the 
attitude of the general mass of the 
people toward business and industry 
which has been a distinct outgrowth of 
the war. There can be no doubt that 
a new conception of industry has been 
formed by labor and by a large part 
of the general public. Prior to the 
war, industry was bemg conducted 
primarily for profit, the theory being 
that by competition and by the free 
play of economic forces, the greatest 
advantage to the greatest number— 
labor, capital and the public—would be 





Pn ert a ee ett Ho RHA SAP 


en nm ry en te ee cate ap RNY BRA ERE Rm nome 


94 Tur ANNALS OF THE American ACADEMY 


accomplished. On the other hand, 
during and since the war, the idea has 
been gaining ground and growing in 
force and acceptance, that in reality 
industry is a social institution. In its 
most conservative form this idea finds 


-expression in the claim that industry 


should not be conducted in a spirit of 
relentless, economic, self-interest for 


‘profit, but while the stimulus of profit 


should be retained and the fundamental 
rights of labor and capital should be 
protected and conserved, industrial 
promotion, expansion and operation 
should also be a social service and 
subordinated at least to democratic 
ideals and institutions, and to- the 
general welfare of the people. 


Labor Conditions as Viewed by a Manufacturer 


By A. B. Farquuar, LL.D. 
A. B. Farquhar Co., Ltd., York, Pa. 


HE world war has upset much of 
the previous existing well-oiled 
economic machinery, and it has been 
creaking and groaning and jolting 
along ever since, at times coming 
dangerously near to breaking down 
altogether. The most delicate part 
of the complex economic machine, 
that of the human relation in indus- 
try, having become disrupted, is re- 
ceiving the attention of many think- 
ers, some of whom, not having had 
practical experience, advance theories 
which look very well on superficial 
view, but when put to the test of 
actual experience are found to be not, 
at present, workable in practice. 

It was Aristotle who said it is safe to 
follow no theory that is not buttressed 
by practice. While theoretical discus- 
sion has great value, industrial rela- 
tions, questions pertaining to capital 
and labor, particularly to the attitude 
of workingmen, can best be solved, 


. it seems to me, by those who have 


united practice with science in forming 
conclusions. 

Collective bargaining is one of the 
theories which sound well, but in 


‘practice it means that men who know 


nothing of your business, have no 
intimate personal touch with your 
workmen, come in and dictate as to 
the management of that business; in 


practice it makes it impossible for the 
management to employ good and 
eficient workmen who are needed 
unless those workmen are members of 
or join the particular union controlling 
that shop; in practice it means that 
the Fosters and Fitzpatricks, men in 
whose judgment and good intentions 
no intelligent person’ can for a moment 
have faith, seek to put what amounts to 
a throttle upon industry, for the osten- 
sible benefit of the working men, but 
in reality, in the majority of cases, 
for their own ulterior and destructive 
ends. Judge Gary performed a very 
real service for America in taking a 
firm stand against the aggression of 
bolshevistic, anarchistic and I. W. W. 
outsiders. 


ADVANTAGES AND DANGER or UNIONS 


Again, we might also pertinently 
inquire howa bargain can be made when 
the one side has neither legal nor moral 
responsibility, wants none, and only 
too often repudiates contracts when 
made. I have no quarrel with the 
unions. The right to organize for 
mutual protection and benefit is not 
questioned; neither is there any ques- 
tion but that through the instrumen- 
tality of unionism the workers have 
secured for themselves desirable and 
beneficial reforms which otherwise 
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might not have come, or come only 
after long delay, having been grudg- 
ingly conceded under the pressure of 
public opinion by autocratic and 
unprogressive employers. Unionism’s 
danger, however, is that of becoming 
autocratic itself. One of its princi- 
pal objects appears to be, in all too 
many cases, that of getting a strangle 
hold upon an industry in which there 
is a chance of becoming strongly en- 
trenched, and then putting on the 
screws. This is evidenced in the des- 
perate effort the unions are making 
for the closed shop, the result of which 


- is that the employer is tied hand and 


foot, has no say as to whom he shall 
employ or whom discharge—can em- 
ploy no man, no matter how desirable 
an addition he may be to the force, 
or how much needed, unless that man 
is stamped with the hallmark of the 
particular union under whose domina- 
tion and by the grace of whose favor 
he operates his plant. 

On the part of the independent work- 
man to whom unions are distasteful 
and who prefers to retain his liberty of 
action, the closed shop operates to 
shut the door of opportunity in his 
face, deprives him of his primary and 
inalienable right to pursue his lawful 
vocation without interference—a right 
guaranteed him under the common law. 

Take the printing trade as an in- 
stance. It is said there are but four 
newspapers of consequence in the 
country which are not under control of 
the typographical union. The editor 
of one of these independent newspapers 
recently told on a public platform 
some startling facts with regard to the 
tyranny exercised by the typograph- 
ical union in the plants controlled by 
them. Shaking his finger at the re- 
porters who were sitting before him, he 
said, “ Newspapers love the sensational. 
What I say is sufficiently sensational, 
is it not? But it will not appear in 
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your journals. Your editors will not 
be permitted to publish it.” The 
absence of any reference to it m 
their newspapers proved that he was 
right. 

The unions must eventually see 
that they are on the wrong track, and 
under the guidance of more enlight- 
ened leadership I believe they will 
eventually become of real benefit to 
their membership and an important 
and beneficial part of the social organ- 
ization. If the domination of ex- 
tremists is encouraged or permitted, 
as now in many labor organizations, 
they invite disaster, not only to them- 
selves but also to the industrial fabric 
generally. No happiness or content- 
ment to their followers can grow out 
of the seeds of envy and hatred which 
they are industriously striving to 
instil. 

Our working classes here are not 
only better off than anywhere else 
in the world, but better off here now 
than ever before in the history of the 
world. Notwithstanding the wild 
career of extravagance throughout the 
land, which has been termed an indus- 
trial dance of death, the deposits of 
workingmen in savings banks show a 
large increase. It is estimated that we 
are losing over a thousand million 
dollars a year, directly and indirectly, 
from strikes. A strike is war, it is a 
wasteful way of settling difficulties, 
and I would say of a strike what 
Franklin said of war, there is no such 
thing as a good strike or a bad com- 
promise. The wage earners are the 
greatest sufferers by a strike. The 
manufacturer has a chance to, recoup 
his losses, in part at least, by accu- 
mulating orders and making prepara- 


. tions for a resumption of work, but 


what is lost to the worker is lost for- 
ever, and since every stoppage of 
production tends to increase the cost 
af living, it entails a double loss by 
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increasing the price of things he buys. 
Strikes are especially to be deplored 
now in view of the enormous waste of 
the war, which can only be made up 
by economy and increased production. 


THe Wace Earner’s OPPORTUNITY 


It has been stated by contributors 
to this volume that the door of oppor- 
tunity is shut in the face of the wage 
earner. ‘There could not be a greater 
error. His opportunities were never so 
good in the history of the world as now 
here in this country. If he is only 
willing to pay the price of-success, which 
involves economizing and doing his 
best, he will find more avenues open 
than were open to Garfield, Lincoln 
and many others who achieved world 
renown. Certainly no one could start 


- life with less apparent chances for 


success than had lincoln. He was 
an exception, you will say. Yes, and 
there is no use blinking the fact that 
there are many whose limitations are 
such as to preclude their ever rising 
above a humble station. This is no 
discredit to them, and they are entitled 
to just and fair treatment always, but 
under no social arrangement that I 
can think of as holding out any chance 
of permanence can it be expected that 
they should receive the same reward 


-that comes to those of greater native 


ability who make full use of their tal- 
ents. The idea seems to be held by 
many outside of Russia, as well as 
within that unhappy and distracted 
country, that somehow the so-called 
proletariat can be legislated into opu- 
lence and ease. Nevertheless, Emer- 
son’s. dictum remains forever true, 
that “sdciety is a troop of thinkers, 
and the best heads take the best 
places.” How could it be otherwise, 
except under the dictatorship of bru- 
tal strength, which eventually must 


_ give way to the power of intelligence, 


as history has sq often proved? The 


long list of names of men in this coun- 
try, who have risen from humble 
beginnings to places of prominence 
and power, is a complete refutation’ 
of any such notion as that to which I 
have referred. l 

Before engaging in business I worked 
on my father’s farm. I have been a 
manufacturer for 64 years, and have 
always been as much ôf more inter- 
ested in economics and the theory of 
business than in business itself. This 
has afforded me a chancé to unite 
practice with science. 


RELATIONS BETWEEN LABOR AND 
CAPITAL ' 


I am persuaded that it is as idle for 
capital and labor to fight as for the 
hands to fight the head. Both are 
absolutely essential, are interdepend- 
ent, and I believe the working classes 
as well as the employing , class -will 
eventually come to*understand this. 
A great deal depends upon manage- 
ment and personal- contact. I could 
mention a number of examples. One 
of our foundry employees, a number of 
years ago when we were working on. 
a large export order taken at a nar- 
row margin, complained that he and’ 
some of his companions were not 
receiving sufficient pay in proportion 
to the rest. I knew they were get- 
ting all we could afford to pay, but re- 
ferred him to the department heads 
with instructions to them to investi- 
gate the matter thoroughly and im- 
partially and give him the result, 
after which I told him to come to see 
me, and if we could afford to pay more 
we would doit. As he failed to appear, 
I sent for him.’ When he came, he 
said: “I ama good sport. I find you 
are paying all “you can afford to pay, 
and am afraid if you changed our pay 
for that job you would have to reduce 
it.” The investigation had proved 
that we could not afford an advance, 
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Qn anothér occasion, fifteen or 
twenty years ago when I had practi- 
cally retired from active manage- 
ment, a large ‘export order which was 
wanted in a hurry was dragging along, 
and the superintendent told me it was 
utterly impossible to get it out in 
time. I knew the men, and told the 
superintendent to go off on a vaca- 
tion, that I would take care of the 
shop. He went off, and I took charge, 
going out in the factory and working 
with the men. They were spurred to 
renewed effort, largely increased their 
output, took the greatest interest in 
the game of beating time, and enjoyed 
it as much as I did myself. Needless 
to say the job was gotten out in the 
- time promised. 

There is a great deal in keeping in 
close contact with the workmen, 
treating them as fellow workers. They 
should understand that they are work- 
ing with the employer, not for him; 
that the employer’s business is to pro- 
vide them with work so that he can 
keep them continuously 
and pay their wages. If they are 
given a square deal, there will be 
no difficulty between employer and 
employed if not interfered with by 
outsiders. 

J am fain to believe that the even- 
tual result of the present unrest and 
discontent will be a better relation 
between capital and labor, employer 
and employed, than has ever been 
enjoyed before. It has set men to 
thinking and planning. There are 
many promising signs, and I believe 
the true prophet must be an optimist. 
The shop committee system, I am 
convinced, is the true plan. It has 
been established in our plant. Meet- 
ings of foremen and managers are held 
weekly, as well as weekly meetings of 
an executive committee chosen by the 
men from amongst their fellows, which 
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employed - 


meets in connection with the manage- 
ment for the discussion of improve- 
ments or complaints and the well- 
being of employees generally. The 
system has so far worked admirably. 
Even with the greatest care and fair 
dealing, however, a strike is always 
possible from outside interference. 


RELATIONS BETWEEN EMPLOYER AND 
EMPLOYEE 


In the relations betweeri employer 
and employed, that grand old rule, 
“Do unto others as you would have 
them do to yéa’’ will solve most prob- 
léms. We need to imbibe the spirit 
of Americanism as exemplified in the 
life of that great man, Abraham Lin- 
coln, whom I knew personally. I lis- 
tened to both his inaugurals, heard his 
Gettysburg address. He was a super- 
man—one of those men who accom- 
plish a great work, lead the world, 
take possession of the hearts of man- 
kind—no one seems to know exactly 


- how or why. It would be profitable 


for us all, and especially for the work-- 
ers, to study his life and writings. He 
told me once, “Young man, make it 
the object of your life to go to bed at 
night feeling that you have done some 
good during the day, contributed your 
mite to helping someone.” My reply 
was, “Mr. President, if I could spell 
that m i g h tit would be an inspira- 
tion,” to which he rejoined, “What’s 
the difference? Isn’t might made up 
of mites?” 

Now the employer has a boundless 
opportunity to practice this doctrine. 
Let him get close to his employees, let 
them understand that he wishes to 
treat them fairly by endeavoring in all 
cases to be just and fair in his dealings 
with them, and I think sooner or later 
the labor question will be solved. I 
believe we are now on the road towards 
solving it, 


How the Fayette R. Plumb Company Gets Production. 


By Joan M. WILLIAMS 
Fayette R. Plumb Company, Philadelphia 


E believe that one of the reasons 

for the loss in production is 

lack of knowledge on the part of factory 
organizations and we believe that this 
is due to the lack of coöperation on the 
part of the executives. Executives, as 
a general proposition, preach loyalty 
and coöperation but do not always give 
it. They usually have a line of de- 
marcation between the executive and 
the factory organization, and some- 
times I wonder whether or not the 
factory worker is puzzled to know 
what is on the executive’s mind. 
Whether an action on the part of the 
executive is for the betterment of or to 
the detriment of the factory organiza- 
tion, it is usually given in a more or less 
mandatory manner without any par- 
ticular attempt to explain why the 
action was taken. This, to my mind, is 
the reason for so much suspicion and 
distrust on the part of the average fac- 
tory worker. If we were training any- 
one in the executive organization—from 
an office boy up—we would feel that it 
was necessary to explain to him what 
his duties were; to overlook his many 
errors and assist him in every way 
possible. When it comes to the fac- 
tory, particularly in the minor execu- 
tive positions such as foremen, very 
little is done either with advice or 
training, and yet we expect them to 
make good. We have believed that 
it is‘much better to go to the other 
extreme and take our factory organi- 
zation into our confidence, making 
them feel that they are a real part of 
a real organization. In this paper, I 
must ask you to take a great many 
things for granted; L simply point out 
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the high spots which show what we 
try to do. 


PLAN oF NATIONAL ADVERTISING 


Shortly after the armistice was 
signed it became necessary for us to 
rehabilitate ourselves in the minds of 
our customers because we had been 
largely on war work. After careful 
consideration we decided to embark 
on a plan of national advertising. 
This in itself represented such a tre- 
mendous amount of money that we 
believed it was necessary for us to 
explain to our factory organization 
why we took the step. We wanted 
them. to realize that we did it for the’ 
benefit of.the entire organization and 
did it to stabilize the demand for our 
tools so that we would be able to give 
them steady work in good times and 
bad. To accomplish this we called a 
meeting of forty-seven foremen, assist- 
ant foremen and inspectors in the 
plant, explaining to them thoroughly 
what we did and why we did it. If 
we had not done this we are sure that 
the men in the factory would have 
looked upon this outlay of money as a 
tremendous waste and would have 
said that it would have been much 
better if it had been placed in their 
pay envelopes. By the method we 
adopted, however, they were with us 
from start to finish. We sell the idea 
to them each month by posting in each 
department the proofs of the advertise- 
ments we are using. 

Later on we commenced to get some 
complaints as to our tools. This was 
at a period when everybody said it was 
impossible to say anything to a work- 
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man because if you did he would quit. 
Weknew that something had to be said; 
so instead of simply starting through 
the factory and giving a line of criticism 
which would not only necessarily be 
extremely harsh, but would also un- 
doubtedly cause trouble, we decided 
to call a meeting of our factory execu- 
tives and they gave me what we called 
the Salesmanager’s Night. I was able 
to point out to them by letters re- 
ceived from various customers, by 
complaints of our salesmen how im- 
portant it was that the goods we sold 
be as advertised, because unless we 
kept up our standard, the money 
we were spending would be thrown 
away and we as a.factory would go 
backward instead of forward and 
thus jeopardize all our positions. We 
pointed out that the only way we could 
get results was through them, and 
without their codperation we were 
helpless. It is no exaggeration to state 
that the next day our inspection 
stiffened 50 per cent with no trouble 
to anyone. 


OVERHEAD EXPENSE 


Another item on. which there has 
always been a great deal of misunder- 
standing is overhead expense. I re- 
member when I was a little fellow, one 
of the first jobs I had was cutting files, 
and being quite young, I was not 
recelved with any great enthusiasm by 
the men in the department. I can 
remember that I had not worked over 
three or four days when a committee 
of one came to my machine and told 
me that if I did over 40 dozen a day he 
would break my neck. It is needless 
to say that I did not do over 40 dozen 
a day. 

Looking back on as situation 
I realize that the men were right in 
their attitude. In other words, the 
executives of that organization did not 
know enough about factory conditions 
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to realize that oneway to decrease 
unit cost was to increase wages by 
increased production. Thé old ideá 
was to watth the payroll dnd when men 
seemed to be making over what thé 
executives called a decent day’s pay, 
wages were cut. This is, of course, 4 
fallacy that has been exploded by 
greater knowledge among factory ac- 
countants, but even today it is ques- 
tionable whether the average executive 
really knows what overhead expense 
is. Workmen in the shop do not; 
they usually visualize it as the white 
collar brigade and the officers who ride 
in automobiles. There is something 
fundamental about factory expense in 
relation to production and it seemed 
to us necessary that we show our 
factory organization what the connec- 
tion really was. 

We had large blue prints worked up 
which are placed in each department. 
On these blue prints we show how the 
money received from the sale of tools is 
distributed and how the profits increase 
as production increases. We show 
what material covers and then we show 
what running expenses really are, list- 
ing thirty-five items running from 
shipping cases and emery wheels to 
coal, heat and light,—all items which 
the workmen can readily visualize. 
We show bags containing money and 
have them graded for a production 
of tools per day as follows: 3,000, 
6,000, 9,000, 12,000. On the 3,000 
tools per day we show that 50 
cents out of each dollar goes for ex- 
penses and to pay wages we must 
borrow 16% cents. On 6,000, expenses 
are cut to 334 cents and we are able to 
pay 33% cents for wages, but have no 
profits. On 9,000 expenses are cut* to 
272 cents and we have 39 cents out of 
every dollar for wages and profits. 
At 12,000 expenses are cut to 25 cents 
and we have 41% cents out of every 
dollar for wages and profits. We - 





100 THE ANNALS OF THE AMERICAN ACADEMY 


show the bags leaking out dollars. 
We have these leaks marked—“ Lost 
time,” “break-downs,” “ spoiled work,” 
“work done over,” “broken handles,” 
“accidents to machinery,” “loafing of 
expense workers.” We have a mem- 
orandum reading that “whatever leaks 
out through the holes leaves that much 
less for the good workman,” and an- 
other reading “He who loafs robs us 
both.” ‘They tell us that the average 
workman cannot understand figures of 
this character, particularly where there 
is alarge percentage of foreign em- 
ployees. I do not know whether this 
is true, but I do know that no matter 
how much a foreigner a man is he 
can tell the first week he works for 
you whether he is 10 cents short in his 
pay. It might be telepathy, but they 
seem to get the message. As a matter 
of fact, we believe that our men under- 


‘ stand this blue print because loafing 


is not a popular indoor sport in our 
factory. 


SHORTER Hours 


Take the question of shorter hours. 
We became thoroughly corivinced dur- 
ing the war that from the results given 
to us by Great Britain that there was 
such a thing as fatigue and we finally 
considered reducing our working hours 
to see if we could do something to 
eliminate absenteeism and to decrease 
our labor turnover. Here again we did 


‘not approach it with an attitude of 


simply posting a notice, but we sold 
the idea to our workmen. We told 
them that we did believe there was 
such a thing as fatigue and that if they 
worked shorter hours and had a greater 
rest period they could do as much work 
In a short time as they did in the longer 
time. At that time we were working 
573 hours a week and we cut our 
working time to 523 hours a week. 
The response was immediate. Results 
achieved were so satisfactory that we 


felt we had not gone far enough and 
we eventually cut our working time to 
475 hours a week, and as I will show , 
later, with beneficial effects. The 
point we wish to emphasize here is that 
it was not something given to our work- 
men because we felt that it was neces- 
sary to do it, nor was it something that 
was wrested from us by virtue of their 
power and demand, but it was a pure 
application of cgdperation and the mes- 
sage was given to them plainly and, we 
think, fully understood. 

Do not think for one minute that all 
of the things we found in the way of 
education pertained exclusively to the 
factory organization. We in the exe- 
cutive organization learned a great 
many things. One outstanding fact 
brought to our attention had a great 
bearing on our selling proposition. 
We found by analysis that we were not 
getting sufficient production from our 
equipment and this led to an analysis of 
our sales, item by item, and led to a 
shortening of our line in order that we 
could give our men longer runs without 
so many changes. We found that our 
workmen, whileapparently getting good 
money In so far as rates were concerned, 
were actually not satisfied because of 
the lost time due to frequent changes. 
We cut out of our line 1,300 kinds, item 
and sizes and this has had a great effect 
on increasing our production, and atthe 
same time decreasing the expenses of 
dealers handling our line because they 
have so few unsalable items which tie 
up their money. 


Emrp.iornrs’ REPRESENTATIVE COM- 
MITTEE 


Further than this, we have an 
Employees’ Representative Committee 
which is not hand picked, but is actu- 
ally selected by the workmen in the 
shop who have become thoroughly con- 
vinced that we mean what we say; 
that we do consider each of us a part of 
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an organization and that we are trying 
to give everybody a square deal. The 
members of this committee have 
handled many questions, but recently 
one of the hardest questions to solve 
came before them. We found that as 
is common in an organization of our 
kind, while piece workers and bonus 
workers were able by virtue of our 
working conditions and improved facil- 
ities to increase their earning power 
commensurate with the cost of living, 
the burden fell to a great extent upon 
day workers who had no method of 
increasing wages such as piece workers 
have with additional effort. We de- 
cided due to this cause and to the 
fact that competitive conditions gen- 
erally made it necessary for us to do 
something to hold our force, to raise 
the rates of our day workers. We did 
this after corisiderable thought, through 
our Employees’ Representative Com- 
mittee, and then circularized the find- 
ings of the committee throughout the 
entire factory. We knew that there 
might be some reaction from this be- 
cause it is human nature to reach out 
for what you think you can get. The 
reaction came the next week with a 
demand from one of our highest paid 
departments for a 10 per cent flat in- 
crease in both day rates and in piece 
rates. We felt sure that this demand 
was simply made because the opportu- 
nity had presented itself and we felt 
that the demand was not just. This 
seemed to us, however, to give us an 


‘opportunity to test our Employees’ 


Representative Committee and see 
whether or not it was valuable from the 
standpoint of fair play, and we called a 
meeting and turned the request over to. 
them. It was indicative, however, of 


. the feeling throughout the plant that 


the demand came through the depart- 
ment delegate rather than being made 
to headquarters with a flat ultimatum 
as it had been in the past. The Rep- 


resentatives’ Committee appointed a 
committee of three who called upon 
every workman in the department, and 
then made a report to the entire com- 
mittee. They found that there were 
quite a few discrepancies throughout 
the department and they were prepared 
to bring these up before the committee. 
Before doing it they took a vote on 
whether the demand for the 10 per cent 
increase was justified or not. The 
vote was 23 to 1 against granting it. 
Here again came a further test of it as 
we had foreseen. Would the men in 
the department abide by the decision of 
the Employees’ Representative Com- 
mittee? Suffice it to say that the 
findings of the committee including 
this vote were posted throughout the 
factory and not a man in the entire 
department quit, proving conclusively 
that as long as they know they are 
treated fairly they will treat fairly in 
return. | 


FRATERNALISM VERSUS PATERNALISM 


The question of course is whether 
what we have done and are doing has 
any effect on production, and the an- 
swer is this: While practically every- 
one engaged in lines of steel manu- 
facture states that they are getting 
from 80 to 85 per cent full production, 
we have reduced our working time 17.4 
per cent and have increased our pro- 
duction per man per day 14% per cent. 
As you will note, many factors have 
contributed to this, but we believe 
that the most important one is the fact 
that we have no line of demarcation; 
that we are all employees working for 
a common organization to a common 
end, each of us with a stake in the same 
pot. The men in the factory are work- 
ing with us and not for us. We be- 
lieve that any slight difference in en- 
vironment, opportunity or education 
makes no material difference in the 
human element that is governing the 
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actions of each of us. While we do - fraternalism for paternalism will help 


not believe it is a universal panacea, we 
do believe that the substitution of 


solve a great many of the problenis 
which confront us: 


A 


$ 


Labor Situation in Belgium 


By Proressor Ernest MAHAM 
Université de Liège, Belgium 


[‘ order to understand the actual 
_ situation of labor in Belgium, 
some essential data and figures must 
be recalled. 

Before the war, Belgium was one 
of the most prosperous countries of 
Europe. On a territory of 29,455 sq. 
km., a population of 7,571,387 inhabi- 
tants were living in 1913, i.e., 257 per- 
sons per sq. km., a greater density than 
that of any other European state. 
From 1900 to 1910 (dates of the two 
last censuses) this population was in- 
creased at the annual average rate of 
1.03 per cent, a higher rate than that 
of any country of Latin race or of the 
United Kingdom (0.91). This rate of 
increase was only surpassed by Ger- 
many, Holland, Switzerland and the 
Balkan states. The prosperity of Bel- 
gium is due less to natural advantages 
than to the activity of its inhabitants. 


BELGIAN INDUSTRY BEFORE THE 
WAR 


Belgian agriculture was, in many re- 
spects, the first of the world. If it is 
true that the cultivated area of cereals 
for human consumption is increasing, 
the yield per hectare is superior to that 
of France, Germany and Great Brit- 
ain for wheat, rye, oats, sugar beets 
and potatoes. The land, however, is 
not particularly fertile. The Flanders, 
especially, have a particularly poor soil 
and if splendid crops are obtained, it 1s 
due to the continual labor of the peas- 
ants and to high manuring, for it is in 
Belgium that the agriculturist uses the 


greatest quantities of chemical manure 
per hectare. 

With regard to the livestock, Bel- 
gium had a greater number of live- 
stock per sq. km: than Great Britain, 
France, Germany or even Denmark. 
The breeding of certain sorts of 
draught-horses was unequalled. 

Notwithstanding the superiority of 
its agriculture, Belgium should not 
have been in a position to feed its pop- 
ulation, if it had not found in its trade 
and industry the necessary resources to 
buy abroad what it needed. 

The trade of Belgium placed it fifth 
in the world in absolute value with 
only the United States, Germany, 
Great Britain and France ahead. In 
relative value, however, Belgium was 
first in 1912 with 655 francs of import, 
522 francs of export or 1499 francs per 
inhabitant. The port of Antwerp dis- 
puted in 1912 the third place in Europe 
to Hamburg, London and Liverpool 
leading in Europe with only New York 
ahead in America. 

Of course, the geographical situation 
of Belgium, as a country of transit 
between Great Britain, France and 
Germany, is of great importance, but 
the great prosperity of Belgium is espe- 
cially due to the prodigious industrial 
activity of its pegple. 

One must realize that the “active” 
population of Belgium reached 48.50 
per cent of the total population in 
1910, which was a greater per cent 
than in any of the countries of Europe, 
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except in France, Austria, Italy and — 


Switzerland. 

Of this active population, 1,700,000 
persons, or 48.53 per cent had an in- 
dustrial profession. The number of 
workmen was 1,300,000, of which 
250,000 were in the textile industries, 
190,000 in the metal industries, 150,- 
000 in the mines and 140,000 in the 
building trade. 

The industrial importance of Bel- 
gium could be measured by its large 
industries of exportation. Although 
its iron mines were practically ex- 
hausted, 2,301,000 tons of cast iron 
were produced every year, 335,000 
tons of finished iron products and 
2,000,000 tons of steel, the value of the 
total product being more than 500 
million francs. Of this product nearly 
two-thirds was exported. 

In the zine industry, Belgium, 
formerly the most important producer 
in the world, supplied about as much 
zine products as the United States and 
Germany. 

The glass works, including both the 
plate-glass works and the ‘“‘gobele- 
teries,” were exporting to the whole 
world, in 1918, nine-tenths of their 
output, valued at more than 103 mil- 
lion francs. 

The most considerable natural 
Avealth of Belgium is the coal. In 
1913 the mines still supplied about 
23 million tons, which was at that 
time an insufficient quantity for home 
consumption. 

The wool industry and, to a smaller 
extent, the cotton industry, gave rise 
to a large export trade. 

Finally, the railway-neé was one of 
the densest in the world, with 8,660 
kilometers. Í 

This brief summary of the industrial 
situation will be sufficient to justify 
the claim that Belgium was one of the 
industrial powers in Europe before 
the war. 
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Tar BEGINNING or UNEMPLOYMENT 


The general well-being, it may be 
stated, was spread among all classes of 
society, even the working class. Of 
course, the wages were’ very low, but 
it was not at all due to the inefficiency 
of the workman. This was proven in 
a very striking manner during the war, 
since the Belgian workmen employed 
in the ammunition works in England 
and France were found superior to any 
others. The low wages and the stand- 
ard of life, perhaps inferior to those of 
certain other countries, were caused, 
on the one hand, by the cheapness of 
the cost of living, owing to free-ex- 
change, and on the other to the eco- 
nomic habits of the population and the 
relative lack of organization of the 
workmen. 

It was into this laborious and rich 
bee-hive that the German armies came 
August 4, 1914, breaking the faith of 
peace treaties, bringing with them, 
besides the unavoidable destructions 
caused by military operations, the 
brand of villages and towns and the 
massacre of inoffensive populations. 
In a few weeks the occupation was 
extended to the whole territory with 
the exception of a few sq. km. 

From this time, all foreign trade was 
at a standstill, also the great industries 
of which the raw materials (raw-ore, 
metals, cotton, wool) camefrom abroad. 
The coal mines alone were allowed to 
give a part of their output—about 30 
per cent—for home consumption. 

During the first few months some 
industrial workshops of small impor- 
tance, which had some stocks of raw 
materials on hand, kept on producing, 
but these were successively compelled 
to close down and.from the rfid- 
dle of 1915 unemployment became 
general. 

As Belgium had to import between 
two-thirds and three-fourths of its 
food, the population would have 
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starved if the neutrals, namely the 
United: States of America, had not 
intervened to protect it. It is known 
that through the “Great Friend of 
the Belgian People,” Mr. Herbert 
Hoover, the Commissioner for Relief in 
Belgium, food was sent which served 
to give help to the population out of 
work. 

At the time of the armistice the 
number of unemployed people reached 
the huge figure of 2,300,000 persons. 
The suffering of the working class sur- 
passed all that is imaginable. Those 
who were the happiest were the work- 
men who succeeded in going abroad. 
The exact number which left the 
country at this time is not known, but 
it must not be far from 75,000. 

Those who remained in the country 
were forced to work either in the works 
requisitioned by the enemy, forging 
arms against their own countrymen, or 
to starve from hunger. 

This was not sufficient. From 1916 
the Germans pursued a criminal policy 
against Belgian industry; first, by req- 
ulsitioning all that they could in. the 
way of metals especially copper, tex- 
tile goods and machinery, and sec- 
ond, by destroying the machines in the 
works. This was not less serious to 
Belgian industry than the deporting of 
the workmen to Germany. The num- 
ber of workmen deported to Germany 
in slavery is estimated at about 160,- 
000, of which only a part returned, 
after June, 1917. The number and the 
value of the machines carried off and 
destroyed is not yet known, but the 
sum Is enormous. 

The idleness, sometimes heroic, of 
the working class during the period of 
ocaupation could not fail to have a very 
. great effect upon the minds of;the work- 
ing people. On the one hand, it 
certainly diminished the efficiency of 
the workman, whose efficiency was still 
further diminished because of the lack 
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of proper nourishment. Qn the other 
hand, it had a very depressing effect. 
The workmen could go to work but 
with great difficulty. 


GROWTH or LABOR ORGANIZATIONS 


As in all the other countries, wages 
advanced rapidly during the war. 
The by-laws of the Unemployed-Bene- 
fit, ruled by the National Committee, 
stated a short time after the armistice 
that the workman was entitled to re- 
fuse employment when it required 
more than nine hours per day and was 
paid less than one franc per hour. 

The first Congrès Syndical du 
Parti-Ouvrier et des syndicats Indé- 
pendants, which came together after 
the war, meeting in Brussels January 
12 and 13, 1919, agreed to a normal 
working day of eight hours and a wage 
of 1.25 franes per hour for the skilled 
workmen and one franc for the un- 
skilled workmen. 

This congress indicated already that 
during the war the number of work- 
men joining the unions had materially 
increased. Although the unions could 
not hold meetings they had not ceased 
to make progress. 

Since the beginning of 1919 the 
number of organized workmen has 
increased to a marked extent and this 
increase has continued until the present 
time. About six or seven hundred 
thousand workmen are’ said to be 
members of the unions of the Working- 
Pary (Socialiste). The increase has 
not been so rapid for the Christian 
unions, which should not have more 
than 200,000 members at this time. 

As should,be expected, this crowd of 
new members and this multiplicity of 
unions had, as a first result, the increas- 
ing of the disputes. And so it hap- 
pened that from the middle of 1919, 
Belgium, a ruined country, devastated 
by the war, with unemployment gen- 
eral, was further disturbed by numer- 
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ous strikes. Works, where only a few 
men were occupied to clean the places 
and put in order certain pieces, where 
no productive work was yet started, saw 
their staff go to strike. Many of the 
workmen coming back into the country 
from England, France and Holland, 
where they had obtained very high 
wages, pushed their fellows to claim 
as much. 

Further, cost of living remained ex- 
ceedingly high and hope had been 
kept alive that once the war finished, 
the blockade removed, everything 
would be found in abundance and at 
cheap prices. The contrary was ex- 
perienced and we saw that our own 
allies had to restrain themselves and 
were in want as well as we. 

There is no good index number for 
the period of German occupation, but 
from January, 1919, we can watch the 
general level of prices. The index for 
January, 1919, was 639 (per 100 in 
April, 1914). In June, 1919, it fell as 
low as 344 where it remained about 
the same during a few months. After 
November, 1919, it increased at a very 
astonishing rate, reaching by March, 
1920, the point 421.. 


WAGES AND THE Cost OF LIVING 


No doubt, the high cost of living 
is at the root of the deep feeling of 
discontentment of the working classes. 

Since the first months of 1920, the 
strikes spread over all trades. Even 
the state officials, among them the 
postmen and officials of the ministry 
department, had their strikes, headed 
by their unions. 

However, we must say that the 
trade disputes were short and relatively 
easily stopped. They were never so 
serious or so grave as those in France 
and in England. Joint committees 
of employers and employees with a 
government delegate as ‘chairman, 
succeeded in a large number of cases in 


avoiding or “stopping conflicts. Arbi- 
tration, sometimes forced upon the 
parties by the government, cut oul 
many instances. Such national joint 
commissions exist now in many indus- 
tries, namely, the iron industry, en- 
gineering, mining, glass industry, build- 
ing, wood and carpentering industry, 
for the public works of gas and elec- 
tricity, for the Port of Antwerp, in the 
textile industry, in flourmills and in 
bakeries. They are endeavoring to 
determine the conditions of labor 
with particular reference to hours of 
day work and the rate of wages, in all 
these trades for Belgium and some 
special districts. The organization is 
not yet systematic. It arises from the 
needs of the day and lacks as yet direc- 
tion. On the whole, however, it has 
the same aim and duty as the Whitley 
councils in England. 

Meanwhile, day by day, the general 
economic situation is growing better. 
Unemployment at the time of the armis- 
tice was almost complete. The statis- 
tics of the Secours Alimentatre stated 
800,000 households and two million 
and a half persons as receiving relief. 
In February, 1919, these figures were 
still 741,592 households and 2,390,459‘ 
persons; in June, 316,836 households 
and 992,221 persons; in September, 
only 182,950 households with 583,589 
persons; and in January, 1920, 113,884 
households with 381,950 persons. The 
bulk of the assisted population is, 
properly speaking, not ““unemployed”’; 
they are either old-aged and diseased 
people, or very young ones, who have 
not had the opportunity to learn 
crafts during the war. But, practi- 
cally, there is no increasing amount of 
unemployment in all the staple trades, 
with exception of the building trades, 
which remain almost at a standstill. 

A part, and not a small one, of the 
working population has gone abroad. 
This is the case especially with the 
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bricklayers, masons, plasterers and 
other building workers, who are emi- 
- grating into France, especially in de- 
vastated areas, where the wages are 
abnormally. high. A lot of skilled 
workers, particularly metal workers, 
are following them. The situation 
seems especially bad in several dis- 
tricts, where the country is practically 
empty of active labor, just at the 
time when it is most needed. 

The industrial plants which have 
recovered most rapidly are those of 
smaller size. The big industries are 
still far from their normal production. 
Of the 54 high furnaces only 8 are fired. 
Production of iron and zinc remains 
much behind. The collieries have 
reached 85 per cent of their production 
before the war, but they must employ 
15 to 20 per cent more workers, be- 
cause the output per head has so seri- 
ously decreased. 

This is the general complaint of all 
employers. Everywhere, the output 
not only per day under the eight-hour 
day, but the output per hour has also 
diminished. It seems to be an out- 
growth of the general discontentment. 

As regards the political situation, 
we do not have in Belgium true “bol- 
shevists,” but the extreme wing of the 
labor party, which now lays its hope 
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m socialization of workshops in'gain- 
ing ground. I am of the opinion that 
the cabinet is extremely fortunate to 
preserve its character of national 
union and have four socialist minis- 
ters. But the last labor congress, 
which held a meeting at Easter, gives 
reason to fear that it is not to continue 
for a very long time. 

We have, however, all reasons for hop- 
ing for better conditions, were not the 
foreign exchanges so continuously bad. 
Since Belgium, deprived as it is of all 
necessaries, must draw from abroad 
about three-quarters of its food and 
rebuild its machinery before it can be 
able to export much, it is not aston- 
ishing that the dollar is more than 
threefold the pound sterling more than 
double their value. It means for Bel- 


. gium the duration of high cost of 


living which forces the claims of the 
workers for higher wages. Thus it is 
that this country, which showed such 
a magnificent steadiness and activity 
in recovering from its ruins, is today 
involved in a vicious circle from which 
there seems to be no evasion. 

I venture to state that if foreign ex- 
changes could be’ stabilized for some 
months, the labor conditions in Bel- 
gium would be very excellent. 


Obstacles to Maximum 


Production 


By Epwarp A. FILENE 
President, William Filene’s Sons Company, Boston, Mass. 


ITHOUT industrial stability 
- thére cannot be maximum 
production, and a rapid increase in 
production to the maximum attainable 
is what the world needs more than any- 
thing’ else. The more thought ‘the 
leaders in business, industry and’educa- 
f 


tion devote to these matters, the more 
hopeful I am that a satisfactory solu- 
tion will be found. I shall try to out- 
line briefly what°I regard to be the 
fundamental principles involved, to- 
gether with suggestions as to how the 
obstacles may be overcome. ` 
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OBsTACLES TO MAXIMUM PRODUCTION 


THE EUROPEAN SITUATION AND Max- 
IMUM PRODUCTION IN THE UNITED 
STATES 


In a recently published statement 
. Mr. Hoover is quoted as saying “Words 
without action are the assassins of 
idealism.”’ Nothing can be truer as 
regards the international and domestic 
problems that confront us. We have 
talked so much and done so little to 
help lift Europe out of her slough of 
despond that I hesitate to add any 
words of my own to the stupendous 
amount that has already been spoken 


and written on the European situation. 


However, no one can discuss the ob- 
stacles to maximum production without 
touching on conditions abroad, because 
until Europe returns to normal any 
for maximum production 
represents an ideal that cannot be 
realized. Steady maximum- produc- 
tion in the United States will be found 
to be impossible unless all the civilized 
nations are producing nearly normally. 
The world war commenced nearly 
six years ago. For a little more than 
four years the world suffered the great- 
est destruction of goods and lives it has 
ever known. For nearly a year its 
normal economic life was suspended 
while the terms of peace were being 
negotiated and while the great armies 
were being demobilized. For the past 
eleven months there has been a nominal 
peace, but the United States has not 
shared in it, nor have we helped make 
it a lasting and enduring peace—a 
peace that will be the foundation for 
the maximum production we need. 


INTERNATIONAL ECONOMIC AND 
INDUSTRIAL SITUATION 


The post-war world is an entirely 


different world from*the one we knew 
prior to 1914. Russia, for example, 
has substituted radical experiments for 
its former despotic Imperial govern- 
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ment. As far as the outsider can judge, 
thechange has brought about industrial 
and economic disorganization that 
approaches chaos. Although we in 
America, who are comfortable and well 
fed, may shudder at and shrink from 
communism and bolshevism, it cannot 
be denied that their propaganda have 
an irresistible appeal to the desperate 
and the starving. Those who have 
nothing to lose, not even hope, will 
embrace the most fantastic schemes in 
search of food and life. But commun- 
ism is a menace to maximum produc- 
tion and may sweep Europe, unless 
Europe’s peoples can be fed and clothed 
and kept profitably employed. 

The Germany of the Kaiser is gone, 
and m its stead is an inexperienced 
republican government. Already the 
reactionaries have attempted one coup 
@etat, which fortunately failed. There 
is grave danger, though, that other at- 
tempts at a counter-revolution will be 
made. Unless Germany can produce 
more—not to speak of attaining her 
maximum production—produce enough 
to sustain her people and keep them at 
work, or produce enough to exchange 
for the food and raw materials she must 
have to feed her people and keep them 
at work, it is clear that the present 
government cannot survive, and it is 
almost certain that counter-revolution 


“will put the extreme radicals in power. 


If the extreme left wing of the socialist 
party or the independents comes into 
power in Germany, the greatest pos- 
sible danger to maximum production 
and the peace of the world may result 
therefrom. 

Austria isa shadow of her former self. 
Her territory has been divided among 
the newly formed nations. She, has 
lost practically all of her natural re- 
sources and seven-eighths of her popu- 
lation. She is left with Vienna and 
a small territory unable to support its 
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inhabitants. As a result, conditions in 
the capital are indescribable. I have 
had letters from prominent and re- 
spected citizens of that city literally 
begging for assistance in the shape of 
food drafts or in the shape of employ- 
ment which would allow a small income 
in dollars. Nutritive food is almost 
unprocurable except through the ware- 
houses of the American Relief Adminis- 
tration. The great middle classes and 
the poor are slowly starving to death. 
What hope has Austria? What is to 
keep her from communism and the 
visionary splendors ‘of that alleged 
panacea? Austrian money is practi- 
cally worthless. It is scarcely a medium 
of exchange. The ordinary machinery 
of affairs has broken down almost com- 
pletely. Production, far from being 
at a maximum, has almost completely 
ceased. 

Poland, Czecho-Slovakia, Jugosla- 
via—what are they but names on a 
new map? As governments they are 
as young and as inexperienced as an 
infant. They can have no future un- 
less helped and trained and educated 
as one helps, trains and educates a 
child. They must trade with one 
another and with the rest of the world, 
and yet their financial condition is now 
such as to preclude extensive trade and 
to prevent anything approaching max- 
imum production. What would be 
their fate if Germany and Austria were 
to unite with Russia? Europe and 
the world would feel that they must 
rearm to defend themselves against 
irrational radicalism. The cost of this 
rearmament, added to the staggering 
cost of the war just ended, would in- 
crease tax burdens to such an extent 
that the stability of all governments 
would be threatened. 

What of the Allies? Their condition 
is, of course, far more hopeful, but they 
have serious problems nevertheless. 
All are faced with huge debts, both 
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internal and external; all have inflated 
currencies; all are suffering from high 
dollar exchange. Millions of their men 
have been killed or maimed, and their 
peoples are war-weary and spiritu- 
ally worn, They need raw materials, 
food and machinery from America. 
Exchange, however, is so unfavorable 
that purchases are rendered well-nigh 
impossible. The difficulty of correct- 
ing theexchange isenhanced by the fact 
that the annual interest on Europe’s 
debt to the United States amounts to 
more than six hundred million dollars. 
When it is remembered that before the 
war Europe imported more from the 
United States than she exported to us, 
and that any unfavorable balance must 
be overcome before any impression 
can be made on the six hundred million 
dollar interest charge, one begins to 
realize what an enormous development 
of European industry and trade is 
necessary before Europe’s debt to us 
can be discharged. 


Necessity ror Forricgn MARKETS 


Briefly, this is the international sit- 
uation as I see it, and it is a discour- 
aging one. Every factor that I have 
pointed out involves the interests of 
the United States more or less directly. 
Any catastrophe in Europe will sooner 
or later be reflected here. We cannot 
even approach stable maximum pro-’ 
duction in industry until we are certain 
first of a stable equilibrium in Europe, 
and second of a permanent market for 
our surplus goods; and the second 
depends on the first. While it is true 
that for the next year, or possibly two, 
our own needs are great enough to 
absorb our own production, and that 
for this short period the deficits result- 
ing from the war call for increased 
production in our own country, at the 
end of that time we must have exten- 
sive foreign markets for our goods if 
our surplus production is not to stag- 
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nate on our hands. In my judgment 
we can have foreign markets only if 
we assist Europe to readjust herself to 
normal conditions. The process of re- 
adjustment may be slow, but it must 
be started. The most effective way 
for starting it is, in my opinion, the 
ratification of the peace treaty and the 
participation of the United States in 
the League of Nations. The many and 
probably extensive modifications in 
international relations that may have 
to be made in working out the terms 
of the peace treaty can be made sat- 
isfactorily only by disinterested inter- 
national codperation. It is unthink- 
able that our great democracy, the 
greatest proof of the practicability of 
the democratic ideal, should refuse 
to take its part and assume its burden 
with the other nations of the world. 


A Natron-Wips CAMPAIGN FOR SALE 
or Epee Law CORPORATION SE- 
CURITIES 


Fortunately, however, while waiting 
for ratification of the peace treaty and 
participation by our country in the 
League of Nations, we can begin to 
render assistance. Under the provi- 
sions of the Edge Law we can finance 
the export of necessities to Europe. 
The formation of Edge Law Corpora- 
tions, the purchase of their securities 
by the people of the United States out 
of their current savings, will go far to 
counteract the present impossible ex- 
change situation, and to facilitate the 
resumption of trade .and industry 
abroad on something like a normal 
basis. I should be glad to see a 
nation-wide campaign inaugurated for 
the sale of Edge Law* Corporation 
securities to small investors in every 
city and hamlet in the United States. 
Not only would such a campaign yield, 
in my opinion, huge quantities of 
money, but it would also be of incal- 
culable value to the people of the 


United States, as it would stimulate 
thrift and turn into productive enter- 
prise the millions of dollars that are 
now being squandered on luxuries and 
non-essentials. 


THe Untrrep States as WORLD 
LEADER 


Even we in the United States have 
our problems, and they are sufficiently 
difficult to demand the wisest kind of 
statesmanship in government and in 
business; but our problems are insignifi- 
cant when measured against those of 
Europe. Our debt is relatively small; 
our taxes, though burdensome, are 


well within our means. Our country 


is rich in natural resources, In man 
power, in initiative and in opportu- 
nity. We are equipped as is no other 
country to take a position of unselfish 
leadership and to mobilize our resources 


for the service of the world. However, 


we must put our own house in order, so 
that our attention need not be dis- 
tracted by local disturbances. 
Recently, I attended the meetings 
of the Chamber of Commerce of the 
United States. There was unanimous 
agreement on the part of business men 
attending those meetings that the 
great need of the world was increased 
production. In the course of the dis- 
cussion of this subject many reasons 
were given for the under-production 
that has followed the war. Mention 
was made of taxation whereby capital 
was discouraged in seeking employ- 
ment in industry and was being in- 
vested instedd in the exempt securities 
of states and municipalities; of taxa- 
tion that encourages huge expenditures 
for good-will advertising ayd for other 
immediately non-productive purposes; 
of transportation difficulties; of latk of 
policy with respect to our merchant 
marine; and of many other things. 
But the one problem that was men- 
tioned by nearly every speaker was 
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that of industrial relations. Here was 
the one common obstacle to increased 
production experienced in all branches 
of business and industry. 

There can be no doubt that the 
question of industrial relations is one 


of the most baffling and intricate ques- 


tions that we have before us. 


INDUSTRIAL RELATIONS PROBLEM AN 
OBSTACLE TO Increasep PRO- 
DUCTION 


The War and Labor Aspiration 


The present phases of industrial 
unrest that are manifesting themselves 
throughout the country and that are 


threatening production are, in my . 


opinion, due to several fundamental 
causes. In the first place, they are a 
psychological result of the war—an ex- 
préssion of physical, moral and spiritual 
restlessness. During the war we were 
all striving to the best of our ability 


or one thing—victory. Now that vic- 


tory has been achieved, we have no 
such compelling and unifying purpose. 
The old motive power is gone and we 
have found no substitute. In the 
second place, they are the expression of 
aspiration on the part of labor. The 
aspiration has always been present, but 
it is only now that it has been able to 
find effective expression. Labor, hav- 
ing more nearly perfected its organiza- 
tion, having experienced the advan- 
tages of democracy in government, now 
seeks democracy in industry. Is this 
unreasonable? Is it any stranger that 
a man should have a voice as to the 
conditions under which he works than 
that he should participate in the man- 
agement of the city and the state and 
the nation? If a voter on govern- 
mental problems, why not a voter on 
industrial problems? These are funda- 
mental questions, and on our answer 
to them depends our economic stability 
and health, 
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Americanization 


The problem of what is called “Amer- 
icanization”’ is an important factor in 
this condition. There has been little 
or no immigration for five years. If 
this stoppage of our supply of cheap 
foreign labor should continue for the 
next twenty-five or thirty years, we 
should automatically have American- 
ized our population. ‘The foreign-born 
element would have been practically 
eliminated and its children would all 
be Americans. There is, of course, 
danger: that labor might in this way 
gain too much power before it was 
ready to assume so heavy a responsi- 
bility, for it would -practically control 
the industrial situation. However, if 
this danger could be eliminated by 
developing a new form of industrial 
organization which admitted labor to 
partnership, it might be expected that 
one of the greatest obstacles to fu- 
ture maximum. production would have 
been overcome in advance, and that 
a thoroughly Americanized America 
would reach new high levels of 
production. 


Employee Representation 


The principle of employee represen- 
tation is gaining in favor. England 
has proceeded quite far along these 
lines. I have recently had a letter 
from an Englishman, the manager of 
one of the largest stores in the world, 
reading in part as follows: 


The unrest which characterizes the labour 
movement all over the world is not merely a 
question of wages. We have to recognize that 
we are entering upon a new industrial era. The 
old links with the past have disappeared, and 
will never be renewed. The old relations of 
labour and of capital are happily a thing of the 
past. The aspirations of the men now are clearly 
stated to be not only a secognition of their move- 
ment as in America, but here a direct participa- 
tion in the management of the great industries 
which they have done so much to build up and to 
maintain. 

Our Government I think is to be congratulated 
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òn the frank admission of this principle, and in 
the new Transport Board which has just been 
formed, which controls the whole of the railways, 
waterways and highways of this country, four 
labour representatives will sit with the managers 
of the other great interests, and discuss not only 
conditions of labour as it affects their various 
Unions, but the general administration of this 
huge organization. 

I am convinced that the example set by the 
Government is one that must be largely followed 
jf we are to secure industrial peace and all those 
things that flow from it. Happily this principle 
is being very widely recognized, and Whitley 
Councils have been established by the hundreds 
all over the industrial areas of this country. 

Strange enough the Retail Merchants lag be- 
hind instead of being in the van of this movement 
helping to educate and direct it. The Retail Dis- 
tributors of London refused as a body even to 
recognize the Shop Assistants Union. Already 
two of the big stores of London—the Civil Service 
and Army & Navy—have been compelled to do 
so by their employees, and I venture to say that 
in twelve months this principle will have to be 
admitted by all other organizations as well. 

I am strongly of opinion that unless a more 
liberal attitude, not as regards money, but as re- 
gards status, is conceded by the American em- 
ployers, to the workmen, conditions will not 
improve, but on the contrary will be a constant 
source of danger. 


We are moving in amore liberal direc- ` 


tion here in America, but we are mov- 
ing slowly. The report of the Presi- 
dent’s Industrial Conference urged the 
recognition of the principle of employee 
representation. In many large indus- 
tries this principle is now being tried. 
For years we have had a successful sys- 
tem of this kind in operation in our 
store in Boston, and I believe firmly in 
it, not as a concession to the employees, 
but as a right as inalienable to the 
right to vote. In our case experience 
has proved that the recognition of this 
right has resulted in hąppier, more 
efficient, and more reasonable workers. 
Adequate employee representation will 
go far to make strikes and lockouts 
impossible, to stabilize industry, and to 
secure maximum production. In addi- 
tion it will add to the self-respect and 
sense of individual responsibility of the 
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working man; it will give him a stake 
in the business that employs him and 
will decrease labor turnover. 


COUNTERFEIT WAGES 


The question of wages is closely re- 
lated to the labor problem. Wages, 
though higher than ever before, have 
decreased in purchasing power, and the 
discrepancy between income and neces- 
sary outgo seems to be no less now than 
it was before the war. There should be 
a margin of Income over outgo if labor 
is to render its most efficient service. 
We employers are, for the most part, 
unconsciously paying to our employees 
what I call “counterfeit wages”; That 
is, wages that are not buying a suff- 
ciency of food, clothing, shelter and 
recreation, and that do not permit 
adequate provision to be made for sick- 
ness and old age. It is not a question 
of “how much wages,” but “what 
wages will buy.” Wages may have 
doubled, but if prices have more than 
doubled the wage earner is worse off 
than before the change. Employees 
who find that the dollar in their pay 
envelopes will not buy a real dollar’s 
worth of goods when taken out, and 
who worry because they cannot pur- 
chase life’s necessities for their families, 
are not efficient employees. It is to 
the interest of business men to see to it 
that the dollars they are putting into 
the pay envelopes will purchase real 
dollars’ worth of commodities when 
taken out. Counterfeit wages are as 
dangerous as counterfeit money. 

These, then, are the two fundamen- 
tal causes of industrial unrest—the as- 
piration for self-expression through 
representation in the control of con- 
ditions of work and in management, 
and the demand for real and not coun- 
terfeit wages. 

Most of our troubles spring from 


. these sources, and we cannot secure 


maximum production until we have ad- 
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„labor trouble. 


justed these difficulties. Capital will 
be reluctant to engage in industries 
constantly paralyzed by strikes. If it 
does so it will charge the “fire-risk”’ 
heavily to the consumer. Without 
capital we cannot hope to increase our 
production. Capital will be equally 
reluctant to engage in any industry 
which depends for its existence upon 
railroads, coal and shipping (and what 
industry does not depend on these 
essentials?) if railroad systems can be 
tied up, if coal mines can be shut down, 
and if shipping can be disorganized by 
strikes. 


Posriic OPINION AND INDUSTRIAL 
HARMONY 


There is another element in the 
problem, and that is the element of 
public opinion. The public is realizing 
as never before that it has a stake in 


= industrial harmony. Its suffering is 


no less than that of labor or that of 
capital when industry is paralyzed by 
More and more it will 
take the position that nothing can 
justify the cessation of service on rall- 
roads, in coal mines and in government 
activities. It will insist that disagree- 
ments be arbitrated, and that it be 
given a voice in the arbitration proceed- 
ings. If it decides that minimum 
wages should be established in these 
vital activities, it might well be that 
these minima be fixed at higher levels 
than in industries where the strike was 
not frowned on.as a means for adjusting 
compensation. 

These are some of the obstacles in 
the way of maximum production, and 
some of the means by. which these 
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obstacles may be attacked. It seems 


to me that we must first ‘prepare the . 


way for the new social order by per- 
fecting a method for international co- 
operation which shall assure ‘to us a 


sound basis upon which to build the - 


new economic structure. At the same 
time we must perfect a method for 
securing coöperation at home between 
capital and labor and the public, so as 
to minimize friction and guarantee, so 
far as possible, that each factor in the 
complex industrial machinery of the 


twentieth century will do its part with. 


a view not only to securing its own 
selfish aims, but also promoting the 
welfare of the other factors. We no 
longer have the compelling and unify- 
ing purpose of the war. We must seek 
some other spiritual and moral impulse 
to bind us together for the common 
good. It may be that a great religious 
revival would do this. It seems cer- 
tain to me that if society, as now or- 
ganized, is to persist, there must be in- 
creased recognition on the part of the 
world that the basic principles of.relig- 
ion—justice, brotherhood and mercy— 


. are, in fact, practical rules for the guid- 


ance of life, and that the application of 
these rules to our daily business is the 
chief guaranty for stable maximum 
production. We are at the dawn of an 
epoch in our economic development no 
less far-reaching in its consequences 
than has been the past epoch of capi- 
talistic organization, and upon the 
vision and the justice and the brother- 
hood of mankind depends ‘not only 
the maximum production’ in material 
things, but also the maximum ethical 
and spiritual development of the world. 
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NE day in the summer of 1914, 
after I had spent the þetter part 
of the day with Luther Burbank, roam- 
ing around the hills about Santa Rosa, 
I asked him a very direct question. _ 
I said to him, “Dr. Burbank, of 
all the hundreds of people who come 
here during the day and thousands 
„upon thousands who have come here 
during your lifetime, what is the 
thing that appeals to you most strik- 
ingly as their most prominent positive 
character?” 
He did not have to study very long 
in answering but replied immediately 
that the most striking thing was the 
démand on their part to see a miracle. 
They all wanted to see a miracle per- 
formed. He elucidated it further by 
saying that plant improvement is one 
of the simplest things in the world. All 
that it requires is the crossing of the 
varlous species and the selection of the 
kind of plant that is wanted, and al- 
most any farmer could do it if he would 
apply himself to it. Simple plant im- 
provement does not even require a 
great amount of technical knowledge, 
but everyone who comes to Santa Rosa 
or goes out to the Sebastapool testing 
grounds wants to see a miracle, wants 
to know how it is done, and insists that 
Dr. Burbank is a wizard, when he 
claims merely to be an exponent of 
common sense. j 
I have taken this as a typical in- 
stance in life becattse it applies so par- 
ticularly to business. In business, both 
sides—the employer and the worker— 
. want to.see a miracle performed. In 
my early systematization days I often 


money. 


used to run across some man who would 
ask me if I could advise him of any way 
in which he could keep his workers 
satisfied. I would, before answering, 
naturally get a statement of the case 
and eventually it would come to this-— 
that one or two individuals had been 
working with him for five or ten years 
and they were getting a little uneasy 
and he was afraid they were going to 
ask for more pay. He wondered if 
there were any method or system or 
any principle that he could apply there 
by which he could keep the worker 
satisfied and yet not pay him any more 
That was his demand for a 
miracle. You very often find, on the 
other side, that an employee figures that 
he can do considerable loafing and yet 
get paid. That is his demand for a 
miracle. . 

_ We have seen in Chicago a little in- 
cident which took place that, perhaps, 
shows the day of miracles has arrived. 
As you know, we had a large influx of 
emigration from the south during the 
war. Negroes were brought up from 
the south, and the southern negro is 


‘quite a different type from our north- 


ernnegro. They were brought up from 
the south to take the place of men who 
had been sent to the east to work in 
munition plants and various other war 
activities. 

A colored woman, talking to another 
across the fence one day, said, “Ma 
husband has got a real job. He’s got 
a job at the stock yards and is gettin’ 
fo’ dolla’s a day.” 

The other one said, “Why, chile, that 
ain’t no job. Ma man is on one of 
these here cost plus jobs.” 
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The first speaker asked, “What is a 
cost plus job?” 

“Why,” she was told, “that’s one of 
the miracles in business. The less he 
works the more he gets.” Now, that’s 
a miracle, “but,” the speaker added, 
“that ain’t all the miracle, ’cause the 
more the boss spends the more he gets 
to spend.” Now, that is practically 
the only miracle that I have been able 
to ferret out in business, and it is some- 
thing of a question as to how long that 
is going to continue, but the ‘principle 
absolutely remains the same—we all 
want miracles. In religion possibly it 
is necessary to have a miracle. Cer- 
tainly in medicine it is necessary, as 
Dr. Osler said, to have a touch of the 
miraculous, and in Jaw we constantly 
see the pressure put upon legislators to 
induce them to enact a law—that one 
miracle that is going to change the 
whole system of life. Just as, for in- 
stance, a friend of mine believes if we 
had thetheory of Henry George enacted 
into law there would be absolutely no 
quarrels between people of different 
nationalities. 

The second in the list of obstacles in 
the way of maximum production is the 
lack of personal contact. This has been 
treated very ably and is being worked 
out in a splendid manner. Of course, 
if we know anyone we are very prone 
to like him, even if we work for him 
and he works for us. Today much 
business, many workers claim, tends 
neither to know.nor to concern itself 


about the workers, and this attitude is, 


surely limiting output. 

The third obstacle in the way of 
production is.one of policy. That has 
to do with the fact that the worker 
does not participate directly in the 
profits that he makes and also that he 
is not penalized for the errors that he 
makes. The first part of this question 
is-very thoroughly treated in the vari- 


ous texts and needs only to be men“ 
tioned here. l 

The fourth obstacle in the way of 
maximum production is the lack of - 
science and management. I have al- 
ways been a great admirer, since read- 
ing it, of Quintilian’s Institutes of Ora- 
tory, anid learning that it was written 
amid the sounds of battle practically, 
and after studying it, I came to a real- 
ization that here was a real exposition 
of a science. It has often occurred to 
me that among the sounds of business 
battle there is going to be some Quin- 
tilan who will hammer out and give us 
an outlme and methods by which 
workers may be controlled, or rather 
by which they may be brought to pro- 
duce their maximum, both for the bene- 
fit of themselves in the first place, and 
of business secondarily. When we 
have that we will have a real science of 
the management of business. At the 
present time we do not have it. 

The fifth obstacle is closely related 
to the lack I have just mentioned. 
Today, anyone who can meet a pay- 
roll or get a job as foreman or man- 
ager is privileged to act as a supervisor 
of labor, yet he may have no com- 


- petence whatever aside from his own 


technical ability; he may not be a 
manager, in other words. In so many 
cases workers are kept at work under 
conditions which, although they are 
within the law, yet eventually will lead 
to occupational diseases. That is one 
of the instances that so often, occurs. 
Then the tendency of the ordinary 
foreman, as we know, is to get the 
day’s work out and not figure on what 
is happening tq the business or to the 
state, or what attitude of mind the 
employee:takes as the result of this 
crowding. It has often been said, and 
has held true in the past particularly, 
that about the only requirement nec- 
essary in certain kinds of supervision 
is a good future talk and the ability to 
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keep T E believing it. Iknow 
of at least one manager of labor who 
defies any worker to get next to his 
future talk, as he terms it, inside of 
five years. He says that he can save 
from five to ten dollars a week in sal- 
ary merely by picturing the beautiful 
desk and the wonderful leather chair 


. that the worker is going to occupy 


some time when he gets a trifle more 
expert in the business. 

The sixth element in reducing pro- 
duction is the ever lessening physical 
capability of the worker. Civilization, 
as we notice so often in connection 
with biology, is now sending the best 
young men to be killed by the com- 


bined forces of disease, chemistry and - 


machinery, and, of course, the race 
cannot expect to get very much better 
under those conditions. Then there is 
a factor of industrial hazard to be con- 
sidered. So we have war, industry and 
the survival of the unfit. These place 
a constantly growing obstacle in the 
path of production each year, and this 
is showing very plainly in an increasing 
tax list, which is due in part to direct 
or indirect public welfare work and is 
showing more markedly in production. 
When the machine has obtained its 
maximum, the slump bids fair to 
become enormous. The greater the 
stress that 1s placed upon a machine 
and, its place in business, the greater 
and more noticeable will be the slump 
that will come when you attempt to 
make physical capability a requisite in 
work. 

The seventh, and the last factor that 
I have listed is the attitude of the 
worker toward his job. I have noted 
particularly some of the instances that 
supervisors and employers have given 
me and that workers have given me, 
and in, perhaps, 90 per cent of them it 
is the attitude of the worker toward 
his job—his mental slant-—that makes 
either success for the worker or trouble 
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for the employer. We need a real sys- 
tem of working psychology of indus- 
trial control. Business men and psy- 
chologists are not quite together yet, 
but eventually they will be, and when 
they are, when the one can use what 
the other produces, there will be an 
immense increase in production due to 
that factor alone. 

I callto mind particularly an instance 
of a young man, an American, who 
took a position with a Chicago indus- 
trial concern when he was about seven- 
teen or eighteen years of age. He had 
been promised an increase of salary of 
five dollars in about three or four 
months after he came there, and he 
did not get it and was about to resign. 
However, he got excellent counsel. He 
talked with a man whom he knew and 
respected. ‘This man advised him to 
stay close to his work and get in better 
shape, as the place where the young 
man was working was known as an 


excellent training ground. He did so 


and about a year afterward secured a 
position with an eastern firm—one that 
was known to treat its workers very 
well indeed—at a fine salary. 

Some years afterward I met this 
young man and while visiting with him 
asked him how things were going. ` 

He said, “Well, you notice Pm still 
with the old firm, and they are using 
me right, too.” 

I said, “You must get a great deal 
of satisfaction out of a position of that 
kind.” ; 

He said, “I do, but there is one 
thing that I get more satisfaction out 
of than anything else in the world. 
Whenever I go to Chicago I like to go 
back to the boss’s office and look 
around the place there, and in a certain 
department that I can see from hig*’desk 
is a place where there could be a saving 
of $2,000 a year made, every year since 
I was there.” He added, “It is a con- 
dition peculiar to his business and there 
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probably could not be the same saving 
made in other businesses. Now, the 
great satisfaction,” he went on to say. 
“has come to me because I am penaliz- 
ing my old employer $2,000 per year for 


_ the $5.00 a week that he cheated me out 


of during the year I was working with 
him,” 

Now, I have given that instance for 
this reason; it is the history of one 
grudge. There is merely one grudge 
account as it stands, and it is easy to see 
who is behind; both parties, of course. 

Now, when we take over the grudge 
of other nations through our emigrants, 
we are only multiplying cases of this 
kind by a considerable number, and 
that is one thing that is to be consid- 
ered in emigration—that we are taking 
over a kind of harvested hate, where 
people have been abused in the old 
country and then are brought over here 
to work, and they hold those grudges 
the same as the American boy of whom 
I wrote. In fact, I have had some 
students of the question tell me that 
early abuse, a heredity of abuse, an 
inheritance of abuse, is what makes an 
ideal socialist—that if you have that 
background, there is your perfect basis 
for socialism or bolshevism. 


SOLUTIONS FOR MAXIMUM PRODUCTION 
PROBLEMS 


The demand for the miracle is the 
one that is going to persist. -If there is 
any answer to it I have not been able 
to find it, nor have I found any one 
who has any solution. If there is any 
other way to secure the good will of 
the worker other than by treating him 
rightly, that too has escaped my notice. 

Lack of personal contact has been 
listed as the second factor. That is, 
the methods that have just been told 
this morning are identically the ones 
that will take away the lack of personal 
contact that has been so prevalent. 
The policy that the worker does not 


participate in what he earns or does 
not share the responsibility of his 
losses is an ideal text-book question 
and has been discussed as such. 

To help in getting a better science 
of management of workers it is nec- 
essary for some one to do identically 
with the fugitive matter that is now at 
hand as has been done with the other 
sciences. One manager has one good 
method or system and another another, 
and by collecting those and arranging ' 
them it will be possible to cover the 
entire field—speaking more from the 
idea of mentality of the worker—how 
he is best brought to produce, notso 


‘much from a technical side of the 
‘question, because the technical men 


will always take care of that. 

This lack of control over our super- 
visors of labor is one difficulty which 
I believe will be remedied eventually 
by making the supervision of labor a 
profession by licensing the supervisor. 
At present, it occurs to me that it 
might well be done by the state and 
be made self-supporting, somewhat on 
the plan of the licensing of teachers, 
this particularly to apply to industries 
where certain knowledge, as of occu- 
pational disease, is necessary. 

The sixth obstacle, the ever lessen- 
ing physical capability of the worker, 
is one which calls for the best thought 
of which we are capable. We have 
some excellent literature on the sub- 
ject and some valuable occupational 
disease studies and texts, but it is not 
broad enough, and most of all, it is not 
disseminated widely enough and gotten 
to where that information will do the 
most good. 

Seventh ard last is this obstacle 
which comes from the mental attitude, 
and that to me is,the big thing—the 
big obstacle of the entire lot. Some 
work has been done along that line, 
but it applies more to such arts as 
bring in money immediately, as life 


t 


insurance or salesmanship. A study 
of the mentality of the worker, that is 


the all-important thing. Then there | 


is the idea of propagandizing as to the 
worket. We never see a raid on a 
bolshevist nest, as they are called, 
but what we see the expression, “tons 
of propaganda.” That term is in- 
variably used by the reporters, “tons 
of propaganda”’—always tons. It is 
fair to ask here, has the employer sent 
out any pounds of propaganda: to his 
men? I always have the picture 
before me of the office in which these 
sheets are brought out-~men working 
under adverse conditions, who hardly 
know whether they can get their radi- 
cal newspaper next month because of 
the Jaw and because of the lack of 
money, yet they are propagandizing. 
They are getting out “tons” of litera- 
ture that is going to the workers, and 
here-is an employer having a skilled 
advertising man, one who understands 
psychology, with the multigraph right 
at his hand or the printing press, if 
necessary, and yet the business is not 
sending out any pounds of literature 
to its workers to help clear the situa- 
tion. I think that if a business has 
something to advertise it should adver- 
tise to the worker first, even before it 
advertises to the public, because the 
worker is the first man in the scheme 
of production. He makes the things. 
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The one who buys is really the second 
man. Propagandize or advertise to 
the worker- first. 

I must confess that for quite a num- 
ber of years I believed that the big 
solution was in system, in method or 
something of that kind. Later, when 
I heard a man say that the Golden 
Rule was the thing and that that was 
the way to do, I figured out that he 
did not have any technical vocabulary 
and that was the reason why he was 


` advocating the Golden Rule, but I 


have come around to that standpoint 
myself. I think that the matter of 
friendship between the employer and 


” the employed excels all systems, meth- 
--ods or psychology that we can pre- 


sent, but I am not underestimating the 
value of those three factorg. 

As Governor Frank O. Lowden 
stated in his comments on the needs 
of business, in an informal talk before 


‘his home folks in Springfield, there is 
‘need for humanization in industry. 


Make business human and the problem 
of output is automatically taken care of 
along with the other pressing problems. 
Kindliness in business is not a sign of 
weakness; it is the indicant of strength. . 
Mutual consideration is not the evi- 
dence of lack of method; it is merely 


the fogical working out of common 


sense. “Humanity supreme” should 
be the motto of all industry. 


“ 


INTRODUCTORY 
By L. S. Rows 


THERE is evidence on all sides that 
production in the United States has 
been very seriously undermined. 
There is evidence that the actual effi- 
ciency of labor has been unfavorably 
affected, and there is further evidence, 
glaring to every observer, that com- 
bined with that diminished production 
- there is a demand not only for the 
necessities of life but also for luxuries, 
which is rapidly placing the country 
in a position of real industrial and eco- 
nomic danger. 
people can be brought to a clearer 
appreciation of the importance of 
limitmg their consumption, unless 
this wild scramble for goods of all 
kinds at whatever price, no matter 
how high, can be curbed, we will 
drift slowly but surely toward an in- 
dustrial crisis which is going to bring 
the country into a long period of indus- 
trial depression, combined with much 
suffering. 

The attempt on the part of the 
Federal Reserve Board of the United 
States and on the part of the Federal 
Reserve Banks to bring our credit sit- 
uation into a somewhat more healthy 
condition has not as yet been success- 
ful, and there is real danger that if the 
Federal Reserve Board draws the reins 
very much tighter we will have a 
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financial crash. In other words, our 
credit structure has become so inflated, 
has become top heavy to such an extent, 
that it is now exceedingly dangerous 
for the Federal Reserve Board to take 
any drastic measures, because in 
endeavoring to bring about deflation 
they may bring down the entire finan- 
cial structure. . 

With the constantly increasing in- 
dividual consumption in the country, 
we are bound to see continued advanc- 
ing prices, and with advancing prices 
we are certain to face increasing indus- 
trial unrest. It seems, therefore, that 
unless the public opinion of the coun- 
try can be quickly enlightened we ‘will 
be traveling a vicious circle, which 
will carry with it ultimate disaster. 

I am inclined to doubt whether we 
can have anything approaching indus- 
trial stability at a time of inflation 
such as that in which we are living. 
A period of inflation is always accom- 
panied by profound industrial unrest, 
and until it is possible, through the 
action of the government and the 
coöperation of the people of the United 
States, to remedy the present unhealthy 
condition of our domestic credit sit- 
uation, I doubt whether any remedy 
will carry us very far toward real 
industrial stability. 


Americanism in Industry 


By Rev. Joun A. Ryan, D.D. 
Professor of Moral Theology and Industrial Ethics, Catholic University of Aneta 


HE traditional philosophy of 
American industrial lfe has 
assumed that almost, if not quite all, 
of the working class may confidently 
cherish the hope of some day becoming 


business:men; foreexample, farmers, 
shop. keepers, manufacturers, bankers. 
Most of us until quite recently have 
assumed that comparatively few work- 
ers need remain wage earners all their 
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lives. A few years ago when the late 
John Mitchell declared that 90 per 
cent of the wage earners of today have 
no longer any definite hope of becom- 
Ing anything else but wage earners, 
he was denounced by many newspapers 
as un-American. It was asserted that 
this philosophy was contrary to the 
philosophy and the facts of American 
life; but those of us who are willing 
to look facts in the face know that he 
spoke the simple truth. 


THe LasorEr—A Wace EARNER OR 
A Bustness Man? 


We call America the land of oppor- 
tunity; it is, in comparison with other 
lands. This does not mean that prac: 
tically all persons have the oppor- 
tunity of selection of positions. Mod- 
ern machinery in industry has created 
such a situation that if it continues to 
be dominated and owned, as it has 
been during the last fifty years, the 
great majority of the industrial popu- 
lation of this country will remain a 
class of wage earners and nothing else. 
The same is true, but not quite to the 
same degree, of the farm laborers. It 
is not nearly as easy now for a farm 
laborer to become a business man, 
that is to say, a farm owner, or even a 
tenant farmer, as it was twenty-five 
or thirty years ago; not that it is any 
more difficult to get a farm to rent 
—it is not—but the outlay and equip- 
ment required to carry on a farming 
business is greater today than for- 
merly, owing to the greater importance 
and extent of machinery in the farm- 
ing business. So this is the situation, 
that apparently the gseat majority 
of our population is due ,to remain 
merely wage earners during all of their 
working lives. Now, I maintain very 
positively that this is not a desirable 
nor a tolerable situation. I main- 
tain that our ancient American indus- 
trial philosophy, the assumption that 
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the majority may become business 
men to some degree, is a fundamentally 
sound philosophy. It is the only one 
that is going to endure. The opposite 
condition, in which all the owning 
functions and all the operating func- 
tions of industry are concentrated in 
the hands of a small minority, can- 
not be permanent. That is industrial 
autocracy pure and simple, and yet it 
is accepted as normal by probably the 
majority of the captains of industry. 


AUTOCRACY AND STABILITY IN 
INDUSTRY 


-*. The theory appears in two forms. 
‘According to one form, the men who 


own and control industry should be 
unhampered in their operation and 
control of it, uninterfered with by any 
nuisance like a trade union with its 
collective bargaining and other dis- 
loyal methods. According to another 
form of the theory, trade unions should 
be permitted to function and to em- 
ploy collective bargaining, and there 
should be established certain minimum 


standards of welfare in industry which 


would enable the working class to have 
a fair living and, indeed, a fair amount 
of security against the contingencies 
of the future. Nevertheless, the ad- 
herents of both forms assume a sharp 
line of division between the two classes 
of the industrial population—at the 
top must be the owning and directing 
minority, and at the bottom the oper- 
ating and executing majority, the 
men who are to be users of tools but 
nothing else. 

Now, here is where the question of 
industrial stability comes in and the 
promotion of industrial stability. I 
do not think that we can have perma- 
nent industrial stability on the basis of 
that kind of industrial alignment or 
on any such industrial philosophy. 
Look at the essential contradiction of 
the thing. It means that the differ- 
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ences of interest, the opposition of 
interests between the two classes are 
over-emphasized, while the community 
of interest is minimized and ignored. 
The interests of capital and labor are 
different up to a certain point and they 
are common, or, at least, codperatiye, 
beyond that point; but the evil of 
the present situation, the evil of this 
theory of industrial autocracy is that 
it is forever emphasizing the differ- 
ences of interest and forever obscurmg 
or minimizing or ignoring the commu- 
nity of interest. 

Everybody is crying today for more 
production. Theworld needs a greater 
abundance of products, even this world 
of ours in America. How shall we 
prove to the working class that it 
is to their interest to produce more? 
-You may say in the long run they will 
be better off if they increase their 
product. Of course, they will—in 
the long run. All of us will be better 
off m the long run if we obey the 
Ten -Commandments more consist- 
ently than is our practice, but the long 
run is the long run, and, therefore, its 
appeal is more or less remote. Prac- 
tically, and for the present, and 
within the circle of interests that 
touch him m any vital and constant 
way, the laborer may find it to his 
interest to decrease production. The 
economists tell us that the “‘lump of 
labor theory” is a fallacy. So it 1s, 
considering the whole population, but 
it is not necessarily a fallacy for this 
particular group in these particular 


circumstances, any more than the ` 


creation of a manufacturing monopoly 
is a fallacy for the men who happen to 
have the mdnopoly. It is bad for the 
rest af the people, bad in the long run, 
but it is not bad for the owners. 

This industrial autocracy, then, em- 
phasizes the divergences of inter- 
est. It puts the laboring class in the 
position of constantly fighting for a 
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greater share of the product and for 
better conditions of employment. It 
does not put emphasis at all upon their 
commuhity of interest with the em- 
ploying class, but accentuates the class 
conflict, and the demand for the over- 
throw of the whole capitalistic system. 
The working class more and more 
argues, “Since our interests are con- 
trary to the capitalist’s interest at all 
points, since he is the stumbling block 
to our getting the full product of 
labor, we must get rid of him entirely. 
Even Mr. Gompers talks about giv- 
ing the laborer a larger share in what 
he produces. That assumes he is 
not getting all he produces now. But 
it is the capitalist who prevents him 
from getting all he produces. There- 


‘fore, the outcome of- this feeling of 


diversity of interest is bound to be an 
increasing demand for an overthrow 
of the whole system, which means 
socialism. “There is no industrial sta- 
bility while this condition continues. 

The only fundamental method of 
industrial stability is that which will 
bring industrial America back to the 
position where it was_ before machine 
industry came, that is, to a condition 
in which there will be an actual ap- 
portunity for the majority, not neces- 
sarily for all, but for the majority of 
the workers to become in some degree 
business men. 


Tar Function oF THE Business Man 


Direction and Control of Industrial 
Processes.—-The function or position 
of the business man has, as I see it, 
three important elements. The first 
is that of exexcising direction, control, 
determining power over the indus- 
trial processes which he owns, the 
industrial processes in which he is 
engaged. 

Pursuit of Indefinite Gains.—The 
next important element is the hope of 
getting indefinite gains as the result of 


AMERICANISM IN INDUSTRY 121 


a 


hard work and efficiency. It seems to 


.me that this is the soul of the theory of 


private capitalism. Government does 
not say to the private capitalists or 
private employers or private business 
man, “We are going to restrict 
your profits.” It may penalize them 
through excess profits taxes, but, after 
all, that is not placing a limit on the 


_ amount of profits that they can make. 


The government says to the business 
man, in effect, “Go ahead, make all 
the profits you can. We shall not re- 
strict the amount of them. We assume 
that as the result of this liberty of mak- 
ing indefinite profits which we give you, 
you will devise all kinds of schemes for 
improving production, and for cheap- 
ening production, so that in the long 
run the community will be benefited 
through the lower prices which tiey 
pay for commodities.” On the whole, 
that theory has worked out pretty 


well, but the trouble is now that so. 


many limitations have been set to it, 
so many obstacles in the form of mon- 
opoly and trade agreements between 
people who otherwise ought to be 
competing that we wonder whether 
the theory is working now or not. In 
any case, the freedom given to the 
manager, to the business man, to make 
indefinite profits which will depend on 
his own efforts, is the greatest incen- 
tive in the world to work. 

Social Power and Security.—The 
third element in the position of the 
business man is the social power 
which comes from the fact that he owns 
property, the self-respect, the security, 
the self-reliance which are created and 
kept alive by the possession of prop- 
erty, and which cannot be produced 
by any other means. 


Is Ir POSSIBLE ror LABOR TO POSSESS 
THE Business Man’s ADVANTAGE? 


These then are the three elements 
in the position of the business man: 


direction and control of industrial 
processes; the pursuit of indefinite 
gains which depend on his own achieve- 
ments; and the social power and secu- 
rity that derive from the possession of 
productive property. It is possible 
for the laboring class, or the majority of 
them, to become business men, even 
with the industrial equipment that we 
have—with those immense machines, 
with our immense industrial units. 
The laboring class can be introduced to 
the first function, can obtain the first 
element of the business man’s position 
through labor participation in manage- 
ment, through such devices as the shop 
committee and works council. I think 
that this is the most hopeful develop- 
ment that has occurred in a long time. 
Thereby the laborer will become pos- 
sessed of the first advantage of the 
business man—the direction of some of 
the industrial processes in which he is 
engaged. He will get the opportunity 
to exercise some of his directive facul- 
ties, instead of being restricted to the 
exercise of the merely obedient facul- 
ties. He will direct some of the indus- 
trial conditions which surround him, 
instead of merely being a carrier out of 
orders that‘are handed to him by others. 
As Dr. Meeker so happily said in a 
paper that he read before the Ameri- 
can Economic Association meeting last 
December, the psychology of the la- 
borer is not essentially different from 
the psychology of the employer; “that’s 
exactly what ails him.” The great 
majority of American wage earners 
still have this inherent power and the 
desire to exercise it. This faculty is 
not yet atrophied in the laboring class 
in the United States. * 


Labors Participation in Management 


I was brought up on a farm. My 
father and his neighbors had to work 
very hard. The farmers were not 
making any such money in those days 
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as they have been making recently, 
according to newspaper accounts, and 
many of these men could have made a 
better living if they had gone into the 
city and become wage earners. They 
felt that in spite of the hard conditions 
in which they lived, in spite of all the 
uncertainty of their position, they were, 
after.all, free men, that they had some- 
thing to say about the conditions in 
which they worked. While they com- 
plained about being at the mercy of 
the grain elevator sharks and the store- 
keepers in the city, and many other 
oppressors, they knew that there were 
certain large spaces in which they were 
determining their own lives. They 
were not taking orders from somebody 
else. They were not working accord- 
ing to some standardized scheme of life 
that somebody else had organized 
for them. These men were almost 
illiterate. They could read and write 
and do a little figuring, but they had 
an innate desire to direct their own 
economic life. It has always seemed 
to me that they were typical of the 
people who work hard with their hands, 
inasmuch as this desire which they had 
to be their own bosses, as they would 
say, is a desire that is shared by almost 
every normal person. The outlet or 
the opportunity for expression which 
labor participation in management 
gives to that fundamental desire is in 
itself of tremendous importance. 

The second element or advantage of 
the business man’s position, that of 
hoping for indefinite gains which will 
depend upon his own efforts, can 
be given to the laboring man, put 
within his reach, through the device 
of profit sharing. Profit sharing, as 
you know, is a very large and com- 
plex subject, but the thing is feasible; 
it has been proved so by almost every 
employer who has undertaken it in 
the right spirit, and who has not 
adopted it as a substitute for wages, 


or a means of keeping out unions, or 
for any other sinister purpose. It has. 
been successful wherever it gave suf- 
cient incentive to the laborer to enlist 
his energy, to enlist his capacity for 
hard work. If the theory which J have 
said is the soul of private management 
of industry, the theory that the business 
man should have the hope of indefinite 
gains dependent upon his own efforts, 
is good for him, why is it not good for 
the rank and file of workers? They 
are not different from the employer. 
As Dr. Royal Meeker says, they have 
the same kind of psychology as the 
employer. Then why is it not a good 
thing to hold out to them the hope of 
getting something in addition to their 
wages, provided they produce it? 
Finally, the third and most important 
element in the business man’s posi- 
tion, that of actual ownership of prop- . 
erty, together with all the social ad- 
vantages and power and self-respect 
which it brings, can be brought within 
the reach of the laboring class gradu- 
ally, through labor participation in 
stock ownership of large corporations, 
and through out and out complete 
coöperation in the ownership and 
management of industries that are 
susceptible to that arrangement. Since 
it has been proved possible for the 
working classes to carry on great 
codperative stores and wholesale stores, 
and the factories which the wholesale 
stores own, I see no essential reason 
why the laboring people should not be 
capable of carrying on codperative 
factories. There is not any essential 
difference, as regards the qualities 
requisite for successful management. 
These changes cannot be brought 
about in a day or a year, and it is not 
important that they should. It is 
important to realize the direction that 
must be taken, it is important to realize 
that we cannot in this democratic 
America and in the twentieth century 
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continue to maintain a system of 
industrial feudalism, because that, 
stripped of all its glamor, is the char- 
acter of the present system. I do not 
think it is wise for us to try to reconcile 
ourselves to such a form of industrial 
society. We have to get back to the 
early American philosophy of giving 
everybody the chance to become a 
business man within the limits and in 
the way that I have indicated. ‘There 
is no middle ground, it seems to mie, 
between the theory that the workers 
shall have to become to some degree 
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owners and managers, and the theory 
of industria] feudalism. Between the 
two theories I think I can see quite 
clearly which one is going to survive. 
Remember that there was a time when 
men thought that there were only a 
few super-men in existence who were 
capable of managing political affairs. 
That theory has disappeared com- 
pletely, and I believe that the counter- 
part of it, the theory that there are only 
a few super-men who are capable of 
directing industrial affairs, will like- 
wise disappear. 


Industrial Stability and the President’s Second 
Industrial Conference 


By Grorce W. WICKERSHAM 
Formerly Attorney-General of the United States 


CONFERENCE called by the 
President to consider questions 
affecting the relation of employers and 
employees in industry was held in 
Washington, October 6-23, 1919. It 
was composed of three distinct groups, 
one representing labor, one represent- 
ing capital, and the third represent- 
ing the public. At the outset, it was 
arranged that each of these groups 
should vote as a unit upon all questions 
brought before the conference for deter- 
mination. The conference was handi- 
capped from beginning to end by the 
pendency of the strike of employees of 
the United States Steel Corporation. 


COLLECTIVE BARGAINING 


The principal question discussed 
was that of collectivé bargaining. 
After twenty-three meetings, the con- 
ference adjourned, enot having been 
able to reach any conclusion. The 
group representing the public addressed 
a communication to the President, 
pointing out that the conference had 
not, at any time, rejected the principle 


of the right of the workers to organize 
and to bargain collectively with their 
employers; stating also that the diffi- 
culty which arose (the issue upon 
which the conference failed to agree) 
was not the principle involved, but 
the method of making it effective. 
They said: 

We believe that the right of the workers to 
organize for the purpose of bargaining collec- 
tively with their employers through representa- , 
tives of their own choosing cannot be denied or 
assailed. As representatives of the public we 
can interpret this right only in the sense that 
wage workers must be free to choose what organ- 
izations or associations, if any, they will join for 
this purpose. 

They expressed their conviction of 
the necessity of setting up some 
machinery for effecting the speedy 
adjustment of disputes arising between 
workers and employers, whether the 
latter be private individuals or firms, 
or public and governmental authorities. 
They further expressed the opinion 
that a small committee selected by the 
President, composed of persons of va- 
ried interests and points of approach, 
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should take up the matter, and prepare, 
along some such lineas that indicated in 
their communication, a program which 
would be of present value. 

In accordance with this suggestion, 
the President, during the following 
month (November) invited a group of 
seventeen men, selected without recog- 
nition of distinctive interests, to meet 
on December 1, for the purpose, as 
expressed in his letter of invitation, of 
having “‘concern that our industries 
may be conducted with such regard 
for justice and fair dealing that the 
workman will feel himself induced to 
put forth his best effort, that the 
employer will have an encouraging 
profit and that the public will not 
suffer at the hands of either class.” 
The President expressed the hope 
“that this conference may lay the 
foundation for the development of 
standards and machinery within our 
industries by which these results 
may be attained.” ‘The conference 
was expressly relieved from the consid- 
eration of any then existing industrial 
dispute. 

The group selected for this con- 
ference was composed of the Secre- 
tary of Labor, the Honorable William 
B. Wilson, who was chosen chairman, 
‘Herbert Hoover, who was made vice- 
chairman, three ex-governors of states, 
two former attorneys-general of the 
United States, a former secretary of 
Commerce and Labor, three college 
professors, two newspaper editors, an 
efficiency engineer, a railroad official, 
the head of a large mail order house in 
Chicago, the counsel of a large indus- 
trial corporation, and a retired lawyer 
and economist. Four of them were 

l The members of this conference were: 
William B. Wilson, Chairman, Herbert Hoover, 
Vice Chairman, Martin H. Glynn, Fhomas W. 
Gregory, Richard Hooker, Stanley King, Sam- 
uel W. McCall, Henry M. Robinson, Julius 
Rosenwald, George T. Slade, Oscar S. Straus, 


Henry C. Stuart, William O. Thompson, Frank 
W. Taussig, Henry J. Waters, George W. 
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residents of the state of New York, 
four of Massachusetts, two of Cali- 
fornia, and one of each of the states 
of Pennsylvania, Ohio, Virginia, Illi- 
nois, Minnesota, Kansas and Texas. 


PRESIDENTS ANNUAL MESSAGE 


Almost coincidently with the assem- 
bly of the conference in Washington, 
the President transmitted his annual 
message to the Congress, in which he 
dealt at some length with the subject 
of the relations between labor and 
capital. After pointing out the abso- 
lute need of a definite program to 
secure an improvement in the 
conditions of labor, the President 
urged the Congress to help in the 
difficult task of finding a method to 
bring about a general democratization 
of industry, based upon a full recogni- 
tion of the right of those who work, in 
whatever rank, to participate in some 
organic way in every decision which 
directly affects their welfare. 

It is with this purpose in mind, he said, that I 
called a conference to meet in Washington on 
December 1 to consider these problems in all 
thei broad aspects with the idea of bringing 


about a better understanding between these two 
interests. z 


Tt thus was made apparent to the con- 
ferencethat its main purpose was to seek 
thebest means of promoting better rela- 
tions between employers and employees 
in industry, as a condition to the estab- 
lishment and maintenance of industrial 
peace and justice. 

Warned by the experience of the 
previous conference, the new body was 
determined at least to map out its 
work in executive session. Proceeding 
in this manner, in about three weeks 
the conference was able unanimously to 
reach a practical result in the formula- 
tion of a preliminary statement to the 
public, which was issued on Decem- 


Wickersham, Owen D. Young, Willard E. Hotch- 
kiss, Henry R. Seager, Mr. Hotchkiss and Mr. 
Seager being Executive Secretaries. 


ber 19, 1919, outlining the basis of the 
recommendations which the conference 
was disposed to make, and upon which 
criticism and suggestion were invited 
from any interested source. 

After a recess over the Christmas 
holidays, the conference reconvened in 
Washington on January 12, and took 
up for consideration a very consider- 
able body of comment and criticism 
upon its preliminary statement which, 
during the interval, had come from 
newspapers and other sources. Rep- 
resentatives of labor and capital also 
were called before the conference in 
executive session, who spoke for large 
numbers of employers and employees, 
giving the conference the benefit of 
very frank expressions of opinion and 
testimony concerning their experience. 
After consideration extending over a 
period of six weeks or more, the final 
report of the conference was submitted 


_to the President on March 6, 1920. 


Report oF THE CONFERENCE 


The conference did not pretend to 
have found any sovereign remedy for all 
industrial ills. It recognized frankly 
that the causes of industrial unrest 
were many. 


Among others they include the rise in the cost 
of living, unrestrained speculation, spectacular 
instances of excessive profits, excessive accumu- 
lation and misuse of wealth, inequality in read- 
justments of wage schedules, release of ideas and 
emotions by the war, social revolutionary the- 
ories imported from Europe, the belief that free 
speech is restricted, the intermittency of em- 
ployment, fear of unemployment, excessive 
hours of work in certain industries, lack of ade- 
quate housing, unnecessarily high infant mortal- 
ity in industrial centers, loss of personal contact 
in large industrial units and the culmination of a 
growing belief on the part of both employers and 
employees that a readjustment is necessary to a 
wholesome continuity of their united effort. 


Personal RELATIONSHIP BETWEEN 
EMPLOYER AND EMPLOYEE 


The conference saw in the principle 
of collective bargaining but one ele- 
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ment in a problem of many aspects. 
They recognized that there was fund- 
amentally on the part of wage workers 
a deep-seated unrest and dissatisfaction 
with their condition and the share 
which they were receiving of the profits 
of industry. 

Contradictory forces are at play 
with the situation. There is the 
pressure of the great federated la- 
bor organizations on the one hand; 
there are the great corporate organi- 
zations on the other. There are the 
cross-currents of particular organiza- 
tions.having for their purpose, not the 
betterment of conditions, so much as 
the establishment of a different social 
order from that existing. The at- 
mosphere in which all of these work is 
that of a disorganized world of slack- 
ened industry, suspended commerce, 
constant labor disputes interrupted 
transportation and industry, phenom- 


 enally high wages and higher prices. 


The demands of the organizations of 
wage workers extend from shorter 
hours of labor, better conditions and 
higher wages, to the undisguised con- 
fiscation of existing property rights ia 
the interest of employees, such as the 
so-called Plumb Plan for the acquisi- 
tion and control of railroads, and the 
undisguised syndicalism and anarchy 
of the I. W. W. In the face of this 
seething mass of conflicting aims and 
action, the individual worker who is 
desirous of peaceful working condi- 
tions, of giving a fair day’s labor for an 
honest wage, on the one hand, and the 
fair-minded employer, willing to meet 
those demands and to deal justly and 
honorably with his employees, on the 
other, seem to have little opportunity; 
yet, the hope of America lies in suth as 
these. ‘No progress towards per- 
manent happiness can be made on the 
basis of perpetual industrial warfare 
or of spoliation of existing property 
rights; nor is there, except through the 
sane process of sober industry, any 
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possibility of the attainment of stable 
national prosperity. 

The conference asserts in its report 
that the foundation of industrial peace 
is to be found in the right relationship 
between employer and employee, and 
that such relation can be best promoted 
by the deliberate organization of that 
relationship. In other words, their 
view was that the immediate problem 
before them was not to encourage and 
promote the division of society into two 
or more armed camps, but rather to 
endeavor to minimize and, so far as 
possible, to remove class spirit, by 
drawing employer and employee into 
that personal relationship which would 
make manifest to each the essential 
humanity of the other; to demonstrate 
the oneness of humanity rather than to 
accentuate the separateness of con- 
tending human forces. The conference 


believed that this end could be pro- 


moted by starting with the plant or 
factory relationship, rather than by 


. giving preference to a recognition of 


great industrial organizations. They 
recognized that with the growth in 
population, the development of eco- 
nomicindustry and the necessity of vast 
bodies of workers to produce a stand- 
ardized product upon which modern 
civilization so largely depends, it has 
become difficult, if not impossible, 
that the personal relation between 
employer and employee of the earlier 
and simpler days should be continued 
or restored. But the conference saw 
in the representative system, which lies 


at the basis of our own government, a. 


means of providing the best substi- 
tute for the direct personal relation. 
Doubtless, the Saxon Wittenagemote 
and the New England town meeting 
furnished the ideal means of conducting 
self-government in the small com- 
munities of the early English and the 
American colonial days, but the great 


modern communities of our time can- 
not meet and debate in town coun- 
cil. They must select representatives, 
charged with the care of their interests, 
to deal for them with the problems 
of government, reporting to them for 
their ratification or disapproval. from 
time to time those large and compara- 
tively easily understood problems 
which control the course of our destiny 
and upon which the intelligent ex- 
pression of popular will reasonably may 
be sought. So it is with industry: the 
right of the workers to deal with their 
employers through representatives of 
their own choosing, must be and largely 
is being accepted as unquestioned and 
indisputable. 

The conference in their report eun- 
phasized the principle that “‘represent- 
atives must be selected by the em- 
ployees with the utmost freedom.” 
In order to prevent suspicion on either 


side, they recommended that selection | 


be made by secret ballot. This applies 
to every form of collective represen- 
tation. ‘The conference said: 


It is idle wholly to deny the existence of con- 
flicting interests between employers and em- 
ployees. But there are wide areas of activity in 
which their interests coincide. It is the part of 
statesmanship to organize identity of interest 
where it exists in order to reduce the area of con- 
flict. The representative principle is needed to 
make effective the employee’s interest in produc- 
tion, as well as in wages and working conditions. 
It is likewise needed to make more effective the 
employer’s interest in the human element of 
industry. 

Representative systems, embodying 
the practical application of this prin- 
ciple under the form of shop councils or 
shop committtes, have been growing 
up recently in England and in America. 
More than two hundred of such organ- 
izations in the United States were 
brought to the attention of the con- 
ference. Excellent results appear to 
have been realized by that machinery. 
The large federations of labor have 
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e 
been disposed to view the growth of 
these organizations with unfriendly 


. eyes,-in the fear that they would con- 


stitute disintegrating forces, weakening 
the control.of the nation-wide unions 
or federations. It may well be that 
men who are contented with their lot 
in a given industrial plant, where the 
workings of shop committees or other 
representative bodies of the employer 
and employee have provided effective 
machinery for removing grievances and 
averting strife, would be more unwill- 
ing than others to join in a strike or 
walkout in order to assist some other 
body of workers to compel compliance 
with their demands, or to aid the 
officials of some great labor organiza- 
tion to perpetuate or restore their 
power by bringing the combined forces 
of all the laborers in a given industry to 
bear upon employers, irrespective of 
the existence of any grievance upon the 
part of the employees in particular 
plants. But bearing in mind the pri- 
mary needs of the community, to pre- 
vent interruption in production and to 
secure the continuance of steady em- 


‘ployment at fair wages, and to remove 


the great economic waste of industrial 
conflict, the conference saw in the 
formation and growth of the shop 
organizations a movement deserving of 


_ sympathetic interest and commenda- 


tion, rather than of criticism. 


DEVELOPMENT OF INDUSTRIAL 
STANDARDS 


The main duty imposed upon the 
conference by the President was to lay 
the foundation for the development of 
standards and of machinery within our 
industries, by which ma’y be attained 
that condition described in his letter of 
appointment, in which the workman 
will feel himself induced to put forth 
his best effort, the employer will have 
an encouraging profit, and the public 
will not suffer at the hands of either. 


At first blush, viewed in the light of 
the actual existing conditions, this 
result would appear to be Utopian 
and unrealizable. To the conference, 
it seemed that the only avenue of 
approach to it lay through the encour- 
agement of closer relations between 
employers and employees, and the 
creation of machinery adequate to deal 
promptly and fairly with all differ- 
ences which may arise between them— 
machinery which should so establish 
itself m the confidence of both interests 
that neither would even consider resort 
to the crude and destructive methods 
of strikes and lockouts. 

So far as the conference could learn, 
through the means of information at 
its disposal, the principal objection to 
the existing machinery of conciliation : 
and arbitration in industry lies in the 
delays so generally experienced m 
reaching conclusions, and in the lack of 
confidence felt by the workers in the 
impartial fairness of arbitrators. A 
prompt decision, even though not 
ideal, is better than a more satisfactory 
but belated determination. A party to 
a controversy, even though he should 
fail to secure all that he desires in its 
determination, can adjust himself to a 
certainty, whatever it may be, when 
the period of uncertainty is ended, and 
go about his work under the deter- 
mined conditions; whereas, prolonged 
uncertainty in result emphasizes dis- 
content and leads to dissatisfaction 
with a decision finally reached which 
if made sooner might have been ac- 
cepted with enthusiastic satisfaction. 
This fact, and the necessity of fair 
representation of each party upon 
any body created to determine dis- 
putes between employers and* em- 
ployed, were the controlling factors 
which led the conference to suggest 
the machinery proposed in its final 
report, 
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Recionat Drvision oF COUNTRY 


The plan suggested in the report of 
the conference proposes to divide the 
United States into a number of re- 
gions, in each of which there is to be a 
permanent official’ known as the re- 
gional chairman, and conferences for 
inquiry and adjustment created to deal 
with industrial disputes. Panels are 
to be made up of men and women rep- 
resentative of employers and employees 
in given industries in each region, and 
whenever a dispute arises which can- 
not be settled by negotiation or by 
existing machinery, provision is made 
for the submission of the dispute to a 
regional adjustment conference, to be 
composed of two representatives of 
each of the parties to the dispute and 
two representatives to be selected by 
each side from the panels adopted for 
the region, the regional chairman to 
preside without a vote at the confer- 


* ence. If the conference reaches a 


unanimous agreement, it shall be re- 
garded as a collective bargain between 
the parties to the dispute, and shall 
have the force and effect of a trade 
agreement. If the conference does 
not reach an agréement with respect to 
a dispute over wages, hours, or work- 
ing conditions, it is to make a finding of 
the material facts and state the reasons 
why it is unable to reach an agreement. 

An appeal lies from a finding of 
a regional adjustment conference, at 
the option of the parties, either (a) 
to an umpire agreed upon, or (b) to 
a national industrial board of nine 
permanent members to be appointed 
by the President, sitting at the na- 
tional capitol. Where the parties do 
not agree to’ submit to a regional ad- 
justment conference, provision is made 
for the organization of a regional board 
of inquiry, to investigate any actual or 
pending dispute, and to make and pub- 


lish a report of the issues, in order that- 


the public may know the facts pertain- 


ing tothe dispute. At any time pending 
such inquiry, by consent of the parties, 
the board may become an adjustment 
conference whose report shall consti- 
tute a binding agreement, as above 
stated. The conference felt that a 
clear impartial presentation of the 
facts concerning any industrial dis- 
pute would tend to the creation of 
public sentiment, which, when in- 
formed, is always controlling, in the 
long run, upon industrial controver- 
sies. The conference had to choose 
between the course adopted in the 
state of Kansas by the enactment of 
the Industrial Court Law, and a con- 
tinuation of the principle of establishing. 
and encouraging resort to machinery 
for the ascertainment and publication 
of facts upon which public opinion 
might be formed. The conference rec- 
ognized the limitations of legal proc- 
esses to compel men to labor against 
their will. Repression and coercion 
easily become convertible into oppres- 
sion. While it is, of course, true that 
the law of criminal conspiracy can be 
reéxtended to reach and punish those 
who deliberately plan and compel the 
suspension of essential industry, no 
state of industrial peace and prosperity 
can be built upon the attempted co- 
ercive control of workers. ; 


EMPLOYEES OF PRIVATE INDUSTRY AND 
PUBLIC EMPLOYEES 


The conference drew a distinction 
in its report between employees in 
private industry and public employees. 
As to the latter, it said: 


When men and women enter the public service 
they become a part of the machinery of govern- 
ment, and servants of the people. Continuous 
and effective service by these employees is not 
only essential, but constitutes the functioning of 
government. Even the right of the individual 
to retire is limited by his duty to give due notice, 
dependent upon the character of his service, so 
that there may be no cessation in its performance. 
Concerted retirement of any particular group 
from their post of duty may result in the paraly- 
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sis of important public functions, and is nothing 
less than a blow at the government itself struck 
by those-on whom rests the obligation of helping 
io conduct it. , 


On the other hand, the Conference 
recognized theright of workers tostrike, 
the undesirability of attempting. to co- 
erce them to work against their will, and 
the great desire of bringing about such 
relations between employers and em- 
ployed as to afford no justification for 
the exercise of that right, and the es- 
tablishment of a basis of informing 
public opinion so as to bring to bear 
that great weapon. upon all threatened 
interruption of industry. 

The Kansas plan has proceeded on a 
different basis. It seeks to clothe with 
a public interest certain selected in- 
dustries; namely, the production of 
food, the production of clothing, and 
the production of coal. It creates a 
tribunal for the determination of all 
disputes affecting those industries, and 
makes it a crime punishable with fine 
and imprisonment to interrupt or seek 


_to interrupt their continued function- 


ing. One of the great advantages of 
the American state federal system is 
that new methods of dealing with social 
questions may be tried out in one or 
more states under conditions which, if 
they be unsuccessful, will restrict the 
area of injury, whereas, if successful, 
their example may inspire other states 
to adopt like methods. The Kansas 
experiment is as yet too young to dem- 
onstrate whether or not it can suc- 
cessfully be carried out, even in a state 
whose industries are largely agricul- 
dural. The President’s industrial con- 
ference was unanimously of the opinion 
that no such experiment should be at- 
tempted in the national field until 
a far more complett demonstration 
had been made than was yet furnished. 

The report also dealt with many 
subjects, such as hours of labor, women 


in industry, child labor, housing, profit 
10 
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‘sharing and gain sharing, thrift agen- 


cles, inflation and high cost of living, 
public employees, agriculture, un- 
employment and part-time employ- 
ment, and public employment clearing 
house. 

It is impossible within the limits of 
this paper even to summarize what 
was discussed under these heads. 
Every one of those subjects figures in 
an important way in the causes of the 
present unrest. Perhaps more, cer- 
tainly as much as any other of those. 
causes, 1s the phenomenal and dispro- 
portionate growth of large fortunes, re- 
sultmg in a widespread feeling among 
war workers that they have been un- 
justly exploited for the benefit of men 
whom they regard as no better, wiser 
or abler than themselves. They see, 
too often perhaps, unjust exactions in 
long hours of monotonous and unin- 
spiring labor, in order, as they view it, 
that undue profits may be realized by 
employers. Too seldom are the em- 
ployees fairly shown the problemsof the 
employer, and the great obstacles in 
the way of conducting an industry with 
reasonable profit to a body of stock- 
holders whose collective contributions 
have created the industry. Only the 
establishment of fair, frank, direct and 
manly relations between employers and 
employed can remove the attitude of 
hostility and suspicion respecting the 
employer class which exists on the part 
of large bodies of wage workers in 
industry. 


SUMMARY. 


Whether or not Congress will adopt 
and put into effect the recommenda- 
tions made by the Industrial Confer- 
ence has not yet been determined. 
Doubtless, nothing can be expected 
until after the presidential election. 
Much other progress awaits upon the 
determination of that event. When 
the smoke of conflict clears away and 
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men cease to be afraid to give full ex- 
pression to their beliefs and convic- 
tions because of their possible politi- 
cal effect, a calm consideration of ‘the 
problem, with a view to the best public 
interests, doubtless will produce some 
governmental machinery along the 
lines suggested, or along some other 
lines intended to provide a practical 
method for the speedy determination 
of controversies in industry, and the 
ending of the present anomalous state 
of international relations, the recogni- 
tion of the interdependence of all na- 
tions, and a-common responsibility for 
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the restoration of normal coriditions in 
the world, may induce a better spirit of 
mutual helpfulness, of recognition of 
common interests between those who 
employ and those who work for a daily 
wage, out of which there may come, 
not a-greater impetus towards the es- 
tablishment of a different social order, 
but a more just and temperate em- 
ployment of the machinery of our own 
government towards the attainiment 
of the ideals of American life, which 
have guided us through a century and a 
half of progress to a position of unpre- 
cedented national prosperity. 


Personnel hatin as an Aid to Industrial 
Stability 


By Warrer Daw SCOTT 
The Scott Company, Chicago, Il. 


| Oe hea TLY a national’ prob- 

lem seems difficult because there 
is no panacea and because its solution 
depends upon the development’of inter- 
related theories or principles and then 
the carrying out the practice which is 
based upon those principles. Allow 
me to illustrate. Possibly the greatest 
national problem facing the American 
people one hundred years ago was the 
rapid inerease of the food supply of the 
nation. For such a problem there was 
no panacea. That man made a con- 
tribution who formulated the prin- 
ciple that the problem. would be 
solved by bringing into cultivation 
the millions of acres of land which 
were supposed to be sterile and up 
to that time had lain fallow. How- 
ever, the contribution was not really 
effective until the practice had made 
those acres fertile. 

-A contribution was made in solving 
this same problem by the man who saw 
the necessity for more adequate means 


of transporting food products, but 


the principle was not effective until 
the practice had manifested itself inthe 
construction of the railroads. The 
man who saw that the problem could 
be solved only by fundamental inven- 
tions in farm implements made a con- 
tribution, but a greater contribution 
was made by the man who invented 
the farm implements. The man who 
saw the necessity for applying scientific 
farming to agriculture rendered a serv- 
ice, but the man who made it scientific 
rendered a greater service. The food 
supply problem was largely solved, not 
by any one principle or one practice, 
but by the inter-relation of principles 
and practice. 

Thirty or forty years ago our great- 
est national problem was that of ex- 
panding markets. The man who saw 
that we could expand our markets only 
by extending our systems of credit, by 
changing from a cash to credit system, 
formulated a principle that was essen- 
tial, but the practice based on that 
principle made the real contribution. 
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The man who saw that it was necessary 
to have large centers of distribution 
made 2 contribution, but the man who 
made the department stores, the chain 
stores, the mail order houses and the 
jobbing houses brought about the 
actual fruition which is based upon 
the principle. We could go on from 
one national problem to another and 
show that the solution in no case 
was a panacea, but was brought about 
by the practical working out of the 
principles which underlie that partic- 
ular problem. 

Today, the greatest problem facing 
America, if not the world, is that of 
stimulating the worker to do his best, 
of securing the codperation of those on 
whom we depend to do the world’s 
work. Our problem is one of personnel 
administration. ‘The principles and 
practice which were effective in solv- 
ing our other national problems will 
not solve this one. 


PRINCIPLES OF PERSONNEL ADMIN- 
ISTRATION 


Attention should be brought to 
three of the fundamental principles of 
personnel’ administration that underlie 
our problem, and to the fact that prac- 
tice based on these principles are es- 
sential steps in securing stability of 
labor. 


Placement of Worker 


The first principle is this: Every 
` worker should be placed in that position 
where he has the best possible chance to 
make the most of himself. This must be 
interpreted as consistent with the 
larger interests of society as a whole. 
Our practice is diverse from this prin- 
ciple. Thus one practice which may 
seem far afield but ene which played a 
very large part in the history of the 
world is a caste system, such as that of 
India, where “by the will of the gods” 
people are placed in a particular calling. 
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Similarly the guilds of Europe deter- 
mine the vocations which a person 
should be allowed to enter. The mere 
pròximity of the job and the available 
jobs have played too large a part in 
our practice. Lastly, social approval 
of certain jobs and disapproval of 
others play a very large part at present 


.in vocational placement in America. 


If we should attempt to analyze the 
reasons which have brought us to the 
jobs that we now occupy, we might 
find that the general practices here 
referred to are significant factors. 


Practices for Placements in Industry 


Here are some of the practices which 
have been believed in and followed by 
wise men in all ages for placements in 
industry. No man believes in very 
many but most men believe in some. 
Astrology, augury, chance as mani- 
fested in drawing of straws, casting of 
lots or the flipping of a eoin, chirog- 
raphy, chiromancy, character analysis, 
divination, fortune-telling, horoscopes, 
hypnotism, intuition, magic, mediums, 
mind-reading, necromancy, omens, OC- 
cultism, oracles, palmistry, phrenology, 
physiognomy, premonitions, psycho- 
logical tests, sooth-saying, sorcery, 
sortilege, sub-conscious hunches, stig- 
mata, talisman, trade tests and telep- 
athy are some of these practices. 

If we do not follow these practices 


.in placing the individual in employ- 


ment then we must depend upon the 
judgment of the maiden school-teacher, 
the indulgent mother, the ambitious 
father, the listless recruiting officer, 
the mercenary employment agent, or 
worse yet, the indifferent employment 
clerk. Vocational guidance has been 
wholly unscientific and unsatisfactory. 
People have not been placed “with 
adequate care. Our practice has fallen 
far short of our principle. Indeed, our 
practicecannot come up to the principle 
until the necessary preliminary steps 
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have been taken. These preanunary 
steps may be analyzed. 


Judging Applicants and Workers 


We cannot place people wisely until 
we have developed a skill and a tech- 
nique of judging applicants, whether 
that judgment be based on previous 
experience, whether it be based on the 
desire of the individual and his interest, 
whether it be based on some objective 


measurement of skill or of capacities—. . 


or an interpretation based upon actual 


‘accomplishments. in present tasks—or 


whatever it is, we must develop a 
technique of judging people before’we 
begin an adequate system of scientific 
placement. 


Job Description 


_ We cannot place people in positions 
until we know the positions ; that is, 
we must make an adequate occupa- 


‘tional description of every job in the 


house to which the person appears as 
an applicant or in which he exists as a 
worker, before we ‘can place people 
where they belong. That description 
must include many items, e.g., the 
experience essential; the duties and 
responsibilities; the conditions under 
which the work is performed; how 
each particular job falls in with the 
other parts of the organization, the 
kind of a man necessary, the induce- 


ments provided. A whole list of items: 


must be provided on every job be- 
fore we know whether any particular 
individual is adequately adjusted to 
that position. 

We cannot place people wisely until 
we have instituted a personnel staff 
with adequdte training and interest to 
make a study of employees and appli- 
cants, and a study of the jobs; and with 
authority to place the workers where 
they belong, and to provide opportu- 
nities for change and promotion. 

When we have taken these steps we 
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are then in a position to begin to place 
people where they may be contented, 
where they may render the greatest 
service to the company and. where 
every individual will have the best pos- 
sible chance to make the most of him- 
self. Labor will not be stable until we 
have adequate placement. 


Education in Industry 


Old Aititude—The second principle 
to which I want to call attention is 
that education should be continuous 
throughout the period of service. I speak 
of the individual as a worker, the 
individual as a member of the organiza- 
tion, the individual as a member of a 
family, the individual as a citizen of 
the state, the individual possibly as a 
prospective junior executive. In our 
practice on the problem of education 
in industry we have placed a great gulf 
bétween education (or school) and 
work. Education is an isolated thing, 
apart from practical life. There is 
no relationship between the school and 
the plant, between theory and prac- 
tice. Education is identified with the 
learning of reading, writing and arith- 
metic—with the acquisition of knowl- 
edge, more or less useful—with com- 
mitting to memory the deeds of our 
ancestors, more or less worthy—with 
the perpetuation of culture, whether 
that culture be interpreted to mean 
Greek, Roman. Chinese, or Germanic; 
art for art’s sake; culture for culture’s , 
sake; pure learning uncontaminated by 
practical application. Keep the school 


away from business; they have no 


relation to each other. That is pretty 
largely our practice, as far as education 
in industry is concerned today. 

New Attitude——According to our 
modern principles, education is a 
profiting by experience and continues 
throughout the entire period of service. 
We do not graduate and have all the 
learning we are ever to get and then 


begin work. We should begin work 
early and go to school always. There 
is no gulf between the school and the 
ofice.. 

In reading Homer it is quite possible 
that the boy may be getting an educa- 
tion. He is if he is profiting by his ex- 
perience, so that he can read more 
Greek, and come to learn a new civil- 
ization, improve his own vocabulary, 
or in any other way profit by his ex- 


perience, but unless he does, reading © 


Greek has no educational value. The 
young man in the plant may be profit- 
ing by his experience faster than the 
student in the schoolroom. The one 
standard is profiting by experience. 

Responsibility of Employer.—The em- 
ployer today must stand in a position 
of very great responsibility if this 
ideal is to be carried out. He must 
provide the experience that has educa- 
tive value and he must stimulate the 
worker to respond to the situation and 
profit by the experience. 

We know that in college we may pro- 
vide educative experience and get no 
response, and, on the other hand, a 
situation which may seem to be quite 
sterile may result in an adequate re- 
sponse. However it is no excuse to say, 
“Well, my workers aren’t interested in 
the work, they are shiftless, they know 
they can get a better job across the 
street. They don’t care anything about 
it and they don’t profit by experience.” 
That is no excuse. The worker will be 
dissatisfied unless he can feel that his 
education is continuous and that today 
he is a better trained man than he was 
last week, and believes that if he stays 
with the company another year his 
training will be much more complete 
than it is now. Regardless of age, 
regardless of the job, education should 
be continuous throughout the entire 
period of service and it should include 
and have regard for the worker as an 
individual, as a member of the organ- 
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ization, as a member of the family and 
as a citizen of the state. 


Appealing to the I ndividual W orker 


The third principle involved in pro- 
ducing stability, to which I want to call 
your attention, is this: We should make 
appeals to many incentives to action, and 
to those incentives which make the strong- 
est appeal to that particular individual. 
We need to emphasize the necessity of 


a manifold appeal and the appeals 


which fit that particular individual. 

I should lke to prove in practice 
that we do not do it that way—how in 
an age or a particular class we make our 
appeals primarily through one stimu- 
lus, and in another age through an- 
other. We speak historically of the 
industrial world as a whole. I think 
we can say that primarily the stimulus 
to action in industry has been fear. 
This fear may have been provided by 
the slave driver, by the master, by the 
boss, by the fear of losing the job, by 
the fear of hunger, by the fear of 
poverty, but, historically, fear in some 
form has been the great motive in the 
industrial world. 

In the army, where we have had to 
deal with millions of men, we rest 
primarily on discipline, and discipline 
may be interpreted as habit backed up 
by fear. In athletics the stimulus on 
which we depend has been primarily 
that of competition. Occasionally it 
may be loyalty to the team, to the club, 
or to the alma mater. We can go on 
and analyze situation after situation 
and you will find in one case that an 
appeal is made to the logic of the situa- 
tion, and in another to the sentiments. 
It may be to the ambition, it may be to 
the creative impulse, it may be re8pect 
for the family’s good name, it may be 
for social approval, it may be an appeal 
to the lower self or to the higher self, 
it may be anger or fear, or it may be 
to escape one thing or to gain another, 


om 
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The human individual is the most 
complex mechanism of which we. do 
know anything at all, and may be ap- 
pealed to in many ways, but in indus- 
try today, we depend almost completely 
upon the logic of the pay envelope. 

~ In the ancient world industry could 
probably not have been secured with- 
out fear, but good results were never 
secured without something in addition 
tofear. In the army we probably could 
never get results without discipline, 
but we are convinced that we can never 
get good results in the army if we de- 
pend exclusively upon discipline. We 
need to make appeals to the higher 
nature. We need to makeappeals that, 
under the circumstances, bring results 
to the individual and to the situation. 
Here is an illustration of making the 
right and the wrong appeal. 

A boy from the mountains of the 
south appeared in the camp during the 
period of war as a radically conscien- 
tious objector, and the dictum had 
gone out, “Treat ’em rough.” In fact, 
the commanding Officer in this case said, 
“Give him hell.” 
with that treatment would in a few 
days have been sent to Leavenworth as 
incorrigible. That one treatment of 
“Treat ’em rough” for the conscien- 
tious objector worked in many cases, 
but it would not work in this case. 
Then a new officer was put in charge, 
one who tried new tactics. He ap- 
pealed to this conscientious objector 
on the ground of duty and loyalty, that 
it was his duty to advance the King- 


This mountaineer. 
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dom of God on earth and to fight 
against the enemy of truth, and he 
yielded to that treatment and went to 
the front. And in a single day with 
his own rifle and revolver he shot 60 
officers and privates in the German 
Army and brought home 183 prisoners. 
He was the hero of the American Army. 
The motive applied was the motive 
which appealed in that particular case. 
A shift of motives changed that man 
from a criminal to the American idol 
and the greatest hero of the American 
Army. In industry today we have a 
lot of trouble makers, agitators, loafers, 
people who are ‘not interested in the 
job, but some of them are as they are 
because of the treatment they are 
receiving. ‘There are some who could 
be converted into Sergeant Yorks of 
industry if they were handled as wisely. 

I have called attention to three of the 
principles of personnel administration 
and to the accompanying practices. If 
we are to stabilize industry, if we are to 
be fair to the worker, fair to industry 
and fair to society as a whole, we must 
see that every worker is placed where 
he has the best possible chance to make 
the most of himself. We must make 
the most of the worker by making his 
education continuous throughout the 
period of his service. We must enable 
him to do his best by giving him the 
most adequate stimulus to action. The 
task of personnel administration is not 
the job for a small man or a pessimist. 
It is a job for a big man and an 
optimist, 


Industrial Unrest Caused by the Changing Measure 
of Value 


By Henry Kimparit Loup 
Detroit, Mich. 


NDUSTRIAL stability depends up- 
onproper mental conditions as well 
as upon proper material conditions in 
the industrial population and in the 
population served by industry. To 
say that the mental condition of the 
industrial population is tremendously 
disturbed is merely to state a common- 
place. The disturbance of mind, 
however, is general throughout the 
population of this country and of the 
world. A study of the causes of this 
unrest and a search for methods of 
controlling the conditions underlying 
it are of first importance among pres- 
ent day problems. 


IncREASING Cost or Livine MAIN 
CAUSE oF InpustRIAL UNREST 


The main cause of this unrest is the 
increasing cost of living which keeps 
draining out the purchasing power of 
the incomes of the great’ mass of the 
population, whether received as wages, 
salaries or interest. This naturally 
causes unrest and discontent. It will 
continue to do so until the conditions 
are changed which are doing the harm. 
Strikes, class hostility, political up- 
sets, radical legislative and social exper- 
iments, and in some countries rebel- 
lions, revolutions and wars, are the 
logical consequence of the unchecked 
tendencies now existing in this country 
and Europe. If ever in the world’s 
history clear and constructive eco- 
nomic and social thought was called 
for, it Is now. 

High prices or low prices, or better, 
a high price level or a low price level 


i 135 


in itself means nothing of importance 
to a population. China’s population 
with her low price level should be very 
prosperous and wealthy, if a low price 
level is an advantage. On the other 
hand, the Russian population should 
be very prosperous if a high level of 
prices is desirable, their prices having 
multiplied many times in recent years. 
As a matter of fact, there is great dis- 
turbance in all civilized nations, no 
matter what their price levels are or 
have been, because of the increasing 
cost of living which accompanies the 
rising price level. It is not the high 
cost of living that is doing the damage, 
but the increasing cost of living 
measured by the average price level 
of commodities and services. 

The reason that an advancing price 
level causes unrest and passive or 
active hostility is because of the de- 
creasing purchasing power of the mone- 
tary unit in which wages, salaries and 
Interest are paid by law and custom. 
If wages or salaries rose as fast as 
prices, there would be no damage to 
any class except to those whose in- 
comes are based on a fixed rate and 
those who hold long time contracts of 
indebtedness payable in current mone- 
tary units. This includes bond hold- 
ers and mortgage holders. Govern- 
ments lose in decreased purchasing 
power of income received, but gain by 
the scaling down of their indebtedness. 
The dollars, repaid when the indebted- 
ness matures, buy less than the dollars 
given when the loan was made. This 
simply robs the creditor of the return 


do not advance together. 
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which he expected to receive. Life 
insurance proceeds now purchase only 
one-half of what they would have real- 
ized before the war and this works 
a great and unintended hardship on 
an especially defenseless part of the 
population. 

The great trouble is that with an 
advancing price level, wages, salaries, 
interest, rents and taxes do not ad- 
vance together. - The prices themselves 
Wholesale 
prices rise quicker than retail prices 
and the various commodities advance 
at different times and rates. Lumber, 
for example, has only in recent months 
shown a spectacular advance, having 
lagged behind in the race for large 
profits and quick returns. Those who 
advance prices the most rapidly and in 
the greatest amounts profit by the slow- 
ness of the others. 


Tue Putcut or Fixen Incomes 


The greatest gains, however, to 
business men (“‘enterprisers’’) and 
speculators arise from the relative 
slowness with which wages, salaries, 
railroad rates, taxes, rents, interest 
and other fixed charges rise compared 
with the prices of commodities. The 
result of it all is that tremendous and 
unexpected returns have come to busi- 
ness men and speculators. Average 
real wages (measured in purchasing 
power) actually decreased during the 
wart In some industries wages have 
more than doubled during the war and 
since then, thus keeping even with the 
advancing prices or even gaining a little, 
but this is not the case generally. ‘The 
wageearner is likea manrowing against 
a swift currént. He seems to be mak- 
ing gapid progress through the water 
but finds that he is making hardly any 
progress along the shore. This is dis- 
couraging and tends to make him lose 
interest in his work. 


1 Fisher, Irving, Stabilizing the Dollar, p. 56. 
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The plight of salaried people in in- 
dustry and elsewhere is much worse 
than that of wage earners, increases in 
salaries being far below the increase in 
the cost of living. Salaries-are much 
slower to rise than wages and the re- 
sult is that great numbers of salaried 
men and women have left their posi- 
tions in the hope of bettering their in- 
comes, which have kept on decreasing 
in purchasing power in spite of addi- 
tions given at long intervals. Teachers 
in colleges and schools have left for other 
lines of work. Postmen, policemen, 
firemen and other public employees 
have left the service in great numbers, 
holding a grievance because of being 
forced out of their chosen vocations. 
Few realize that the salary of the Pres- 
ident has been practically cut in half 
during the last four years. The same 
has happened to the judges of the 
supreme court and all other courts, to 
senators, representatives and legisla- 
tors, to the governors and other state 
officials, county officials, city and vil- 
lage and township officials, with many 
others too numerous to mention even 
by general classifications. Many able 
officials have resigned because their 
income is now too small for them to 
live.up to the standard demanded by 
their positions. 

These losses weaken the machinery 
of civilization. A police strike has 
actually taken place in one of our 
large cities and unions have been 
formed among public school teachers. 
Salaried people, the “salariat” as they 
are coming: to be called abroad, are 


- also beginning to move in the same 


direction. When these classes are 
hostile or discontented, the outlook is 
very bad for the nation and society 
generally. It means that people of 
wealth and power are being separated 
from those who formerly stood with 
them. 

Besides these classes who form such 
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a great and important part in industry 
and its environment, there are the per- 
sons whose rates of income are fixed 
by contract or law. This includes 
bondholders, preferred stockholders 
and insurance policy-holders, the value 
of whose income has been cut in two 
during the last five years. Then there 
are stockholders in the’ public utilities, 
including railroads, street railways, 
water, gas and electric light companies. 
Their real incomes have been cut from 
one-third to one-half during the same 
period. 

The loss on the railroads while under 
government control was due mainly 
to the fact that wages and material 
costs doubled while their rates were 
increased less than one-third. They 
have gone back to private control with 
government guarantee that rates will 
be increased enough to allow them to 
receive a certain return on their capi- 
tal. There is now a terrific congestion 
of freight due to shortage of equipment 
and improvements. This came about 
only partly through the war. For 
many years the rates allowed the rail- 
roads have not been sufficient to give 
them the ability to make the proper 
expenditures for extensions and equip- 
ment. 

Purchasing power decreased in the 
years before the war nearly 3 per cent 
per annum, according to Professor 
Irving Fisher. From 1896 to 1914 
prices rose about 50 per cent. Between 
1914 and the armistice in November 
1918, prices doubled. Since that time 
prices have advanced another 25 per 
cent from the 1914 basis. The advance 
is continuing at a rapid rate. In 
Europe the same general conditions 
exist except that the rise is greater 
and more rapid. A dollar now buys 
only what thirty cents would buy in 
1896. Why save money when its real 
value runs out many times faster than 
the interest accumulates? 
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The general result is that a tremen- 
dous amount of the nation’s purchas- 
ing power has been taken from the 
mass of the people and transferred to 
a relatively small class of business men, 
stockholders and speculators. The 
business men include many farmers, 
though the farmers have a grievance in 
that the price of wheat was set after 
the country entered the war and has 
remained the same, while everything 
that they buy has increased in price. 
The amount of this injustice is esti- 
mated at many billions of dollars per 
year and is a tremendous matter, both 
in its material aspect and because of 
the bitter discontent and resentment 
which it has caused throughout the 
nation. 


We have interfered with our standard of 
value. We have depreciated it, depreciated it 
so that prices are two and one-half times what 
they were at the beginning of 1914. The aver- 
age level of wholesale commodity prices stands 
two and one-half times what it did January 1, 
1914. 

That has been a huge social injustice. The 
thing that has done it has been the inflation of 
bank credits and bank currency. It has come 
about unwittingly. People have not understood 
how it was coming, what it was, how it was 
affecting them. 

And the hurt has been terrible. This hand of 
inflation has reached back into every savings 
bank account that there was in 1914 and has 
clipped those dollars until there is only 40 cents 
of them left. 

It has rewritten every insurance policy so 
that the purchasing value of the principal is to 
be measured in 40-cent dollars and not 100-cent 
dollars. 

It has rewritten every corporate bond down 
to two-fifths of its former value in purchasing 
power, and in that way has taken from the 
people what has been estimated to be a hundred 
billion dollars, and then with the other hand has 
thrown it broadcast, given it ‘to speculators, 
given it to you manufacturers where yoy have 
not looked forward to it. Anybody who bought 
raw material found that raw materials rose so 
that he could sell his product for more than he 
dreamed he could get on the stock. 

*From speech by Frank A. Vanderlip, New 
York banker, as reported in The Detroiter, 
April 10, 1920. 
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Everybody who bought goods and held them 
found the price rising and profits accruing that 
they had not earned, that were taken from some- 
body else. They are theirs rightfully enough 
because they could not avoid them. 

And then it created the profiteer, In a 
period of rising prices when nobody knows just 
what could be charged or should be charged, the 
profiteer breeds. ~He is made by the rising 
prices; he does not make rising prices. 

And that social injustice has extended into 
industry. It has been one of the chief reasons 
for industrial unrest. For wages did not keep 
up with the rise of prices; it has taken hold of the 
throat of every school teacher, of all those re- 
ceiving fixed incomes who could not raise their 
incomes but found their expenses increasing. 

And what has been taken from them has been 
this money that we are spending so gaily, being 
extravagant with, because it went into the hands 
of people who got it easily, and who parted with 
it easily. 

There has been that tremendous transfer of 


. wealth as the result of applying this changed 


standard of value to the measurement of money 
contracts, to the measurement of incomes that 
were fixed, making a 40-cent dollar out of a 
100-cent dollar. 


All these disturbed material condi- 
tions in industry and around it have 
caused disturbed mental conditions. 
. The worst factor in this mental disturb- 
ance is the widespread feeling that 
these material conditions are based on 
injustice. ‘The hostility toward profi- 
teers, landlords and employers is a 
reaction from this feeling of wrong 
suffered by one class at the hands of 
another class. Political issues are be- 
ginning to define themselves along 
class lines, which is a new and start- 
ling development in this country. The 
political activities of the Non-partisan 
League (farmers) of Labor within and 
without the Federation of Labor, of 
Socialists and the increasing cleavage 
of the Republican and Democratic 
parties into progressive and conserva- 
tive’ wings are of great significance. 
They do not rest upon accident but 
‘are mainly due to the general sense of 
serious social injustice Bader Ine pres- 
ent conditions. 

When hand and brain worker find 
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that their incomes are continually: de- 
creasing in purchasing power, so that 
they feel they must obtain more from 
their employers, they are greatly dis- 
turbed in mind. To keep asking for 
more at frequent intervals is very dis- 
tasteful to most men and many leave 
their positions rather than do this. 
This is especially true .ofsalaried em- 
ployees. Then there are the strikes 
which are continually breaking out. 
These are very disturbing, not only to 
those directly eoncerned but to the 
wholenation aswell. Great mass move- 
ments, such as the Steel Strike and the 
Coal Strike, threaten to shake the in- 
dustrial and social structure like a 
civil war. Transportation strikes seem 
to be always just on the edge of break- 
ing out. Who is bold enough to say 
that they have really been settled and 
will not break out again in the near 
future, if the. rise in the price level 
continues month after month and year 
after year? 

In addition to these general disturb- 
ing factors, people are being constantly 
jarred and irritated by rises in prices 
everywhere they turn and by the resist- 
ance to any advances that they them- 
selves make on their goods or services. 
Each advance is looked upon as an 
imposition, price indexes being un- 
known. to or misunderstood by most 
people. Many of the advances are 
impositions. Profiteering is part of 
the trouble, but not the main part, 
which in my opinion is inflation of the 


currency by the addition of enormous 


amounts of gold, paper money and 
liberty bonds since the beginning of 
the war in 1914. As a medium of ex- 
change the currency is quite satisfac- 
tory, but. as a measure of value it is 
not satisfactory and must be brought 
to reasonable stability in order to carry 
on the activities of civilization in a 
normal manner. 

_ The war is directly responsible for 
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some of tlie mental excitement, but has 
-probably stimulated desirable trends 


of thought in the country much more ` 


‘than bad tendencies. There has no 
doubt been considerable slowing up 
from the high tension of industrial 
production during wartime. The effect 
on the five million soldiers who were 
suddenly taken out of their accustomed 
environment was unsettling in many 
ways, but they returned to peaceful 
pursuits without disturbance. My 
belief is that most of them came back 
more loyal to the country and more 
willing to do their share of the cotin- 
try’s work than before they went 
away. l 


Purcuasing Power or tue DOLLAR 


Under-production has been stressed 
to such an extent that it has be- 
come almost a fixed idea, not subject 
to question, but statistics covering 
quantity do not show any great falling 
off in production. On the contrary 
they show that national production is 
about normal. Mr. Hoover’s recent 
article in the Saturday Evening Post 
indicates that while production for 
1919 decreased about 12 per cent from 
1917 and 1918, it is from 3 to 9 per cent 
above 1913, 1914 and 1915. It is 
worthy of much thought, however, 
that with five million men out of in- 
dustry in 1918 the national production 
should be greater than before or since 
the war. 
women. are now in industry than for- 
merly and there is no lack of employ- 
ment. Prices have gone up year by 
year since 1915 until they are more 
than doubled and the cost of living has 
just about doubled. There are no pro- 
duction figures to justify this on the 
basis of scarcity. The explanation is 
not there but is in the dollar, which has 
changed as a measure of value, decreas- 
ing one-half in purchasing power. . 

What we ueed is a dollar that will 


Furthermore, many more. 
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buy the same average amount of goods 
as long as average general production 
is the same. If a store should keep 
decreasing its yardsticks, measures of 
weight, quantity, etc., so that it was 
found that each year one-eighth less of 
everything was given to its customers, 
the police would have great difficulty 
in protecting that store. Yet that 1s 
what has happened with the dollar 
which measures everything that the 
people purchase. : Starting with July, 
1916, its purchasing power has shrunk 
about 13 per cent each year for three 
years. From July, 1919, to January, 
1920, it has shrunk about 6 per cent 
and is still shrinking. Dun’s price m- 
dex shows a rise of 18.8 per cent from 
April 1, 1919, to the same date this 
year, and it shows a rise of 1.9 per 
cent during March of this year. 

To keep from “progressing back- 
wards,” wages, salaries and other in- 
comes must increase accordingly, say 
one-seventh annually on the 1916 
basis. This opens up a future pros- 


` pect of necessary adjustment with em- 


ployers, which is very depressing to all 
concerned. The employers are not 
happy, as they cannot read the future 
and fear that a price reverse may start 
at any time, beginning with the usual 
monetary crisis and followed by busi- 
ness depression. ‘The crises of 1907, 
1914, 1873 and 1893, with smaller ones 
in between, are too recent not to form 
a dark background to the thoughts of 
business men. There are few of them 
who would not gladly choose much 
smaller returns than their present 
profits, if they could only depend on 
them. Experience ‘says they cannot 
do so, and the result is that they make 


“all the hay they can while the sun 


shines. . 
The business man’s cost statements 
lose much of their meaning because the 


' unit of ‘value used in them changes 


SBabson’s Report, Jan. 20, 1920. 
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so rapidly. The same applies to the 
employee, who does not know just how 
much the price level has changed. The 
result is that, lacking a stable basis, 
both try to get all they can and give 
no more than they think they must. 
The idea of fairness has largely disap- 
peared for the simple reason that no- 
body knows just what is fair. Each 
side feels that the other is unfair and 
so the breach widens. 

“Money in’ circulation in the 
United States rose from three and 
one-third billions in 1913 to five and 
one-half billions in 1918, and bank 
deposits from thirteen to twenty-five 
billions, both approximately corre- 
sponding to the rise in prices.”4 Of 
this latter amount of currency, about 
two billions was gold and three and 
one-half paper. In December, 1919, 
we had about six billions, the addition 
consisting’ of paper.’ In addition to 
this there is undoubtedly a tremendous 
amount of liberty bonds being used as 
currency. Any part of the total 
amount of bonds (26 billions) may be 
used as a basis of paper money when 
the bonds come into the Federal Reserve 
Banks as collateral or in other ways. 
The possibilities along this line are 
very disquieting. The proportion of 
gold to paper has decreased since 1913 
from nearly 100 per cent to less than 
50 per cent. The federal reserve sys- 
tem is now close to its legal limit of 40 
per cent and it is of great interest and 
importance whether the thinning of the 
currency stops there or whether we 
follow the European nations out on to 
the stormy sea of irredeemable paper 
money. 


~ Inflation 
The rise in prices has followed the 
increase in the currency much too 
closely to Jeave any doubt that it is the 
‘Fisher, Irving, Stabilizing the Dollar, p. 34. 
STiterary Digest, March 13, 1920, p. 44, 


f 


-~ tion is simple. 
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main factor of disturbance, and a study 
of the statistics does not show that the 
war (by exports, etc.) or under-pro- 
duction have been the chief causes, or 
even that their variations have paral- 
leled the rise in the price level. We 
are simply experiencing a rise similar to 
many historical instances following 
great additions to the currency, either 
of money metals or paper. Paper infla- 
tion is the worst form of currency infla- 
tion, however, because when the bub- 
ble finally bursts through loss of the 
people’s confidence there is nothing 
left. Money metals have substance 
and represent real labor and much 
desirability in themselves. 

The present loss of confidence in the 
money and bonds of the United States 
is another serious consequence of the 
thinning of the currency and the ad- 
vancing price level. Talk of “*50-cent 
dollars” is quite common nowadays 
and provokes no comment, which is a 
great change from the campaign of 
1896 with its victorious slogan of 
“honest dollar” and solemn declara- 
tions of statesmen that they stood for a 
“dollar equal to one hundred cents” 
(in gold). Compared with that dollar 
our present dollar is equal to thirty 
cents (in purchasing power). On this 
line of reasoning a milkman who had 
watered the milk might tell his irate 
customer that he stood for an honest 
quart of two pints; perhaps adding to 
himself that he would thereafter care- 
fully strain out the minnows. What 
purchasers are interested in is the 
value of the dollar in purchasing power. 
The decline in the market value of 
liberty bonds disturbs many of those 
who purchased them. The explana- 
The purchasing power 
of the dollar whiclt the bonds promise 
to repay is less now than of the dollars 
which were loaned to the United 
States. The interest coupons also 
purchase less than they did at first, 


InpustrisL Unrest: 


But- people do not understand this, or 
if they do, are irritated because of the 
facts and lack of remedy. 

When people lose confidence in the 
money bearing their government’s 
name, and in the bonds which are the 
solemn promise of that government to 
pay, the general idea of government 
is weakened in the minds of the people. 
These are the conditions confronting 
the United States today and unless we 
control them properly, reactions sim- 
ilar to those in Europe can be expected. 
This saying is attributed to Lenine: 
“The best way to destroy a capital- 
istic state is to debauch its currency.” 
The genius of the American people 
will make necessary changes in an 
orderly manner and neither Lenine nor 
his ideas will destroy our country or 
our government. However, when the 
unit by which values are measured 
shrinks 50 per cent within four years 
and is still decreasing rapidly, we have 
a condition that must be dealt with, 
and without delay. 

A dollar whose purchasing power 
stays reasonably constant with a 
properly weighted index of commodity 
prices is what is needed. There must 
be some method of attaining it and 
America should be the first to find it. 
The United States is a great self- 
governing nation and an independent 
economic unit. Its natural resources 
are wonderful and the people are intel- 
ligent, industrious and efficient. It is 
a senseless crime against the people and 
against civilization to allow this de- 
structive condition to keep on to its 
final and logical end—financial and 
industrial collapse with a possible up- 
set of society. 

Professor Fisher’s plan as set forth 
in his book, Stabilizing the Dollar, is a 
simple and apparently practicable 
plan, embodying many years of thought 
and study. It should be studied by 
all who feel the importance of this 
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great problem and great efforts should 
be made to bring it (or a better plan) 
into national legislative enactment. 

It is based on the idea of paper 
money with gold redemption, but 
changing the amount of gold in the 
dollar periodically, in order to offset 
and correct the changes in the price 
level as shown by a price index like 
that now published by the United 
States Bureau of Labor Statistics. 

Widespread purchasing power is one 
of the greatest assets that a nation can 
have and is one of the chief reasons for 
America’s great wealth and prosperity. 
In an economic unit there must be 
enough purchasing power given out in 
industry to buy and consume its out- 
put. Otherwise the surplus clogs the 
machinery of production, at times al- 
most stopping it entirely. This leads 
to exports of goods that could be con- 
sumed at home and to struggles with 
other nations for foreign markets. It 
also leads to the existence of a class of 
wealth controllers whose families and 
parasites employ their talents as 
spenders in trying to dispose of the 
accumulated purchasing power in lux- 
ury, useless properties and useless 
activities. 

The great pyramids and temples of 
Egypt were probably an unconscious 
attempt to dispose of the surplus pro- 
duction of an industrious population. 
Prosperity of a sort no doubt resulted, 
but it rested on the surplus taken from 
a great population of slaves and rent- 
ers of farms. It is no ideal for Ameri- 
cans. America stands for a square 
deal, which implies a fair division of 
the industrial production, Fair divi- 
slon requires a fair measure of value 
and one that does not change? At 
present we lack this most needful 
measure of value, but it will appear in 
due time through earnest thought and 
effort. 

A. stable measure of value will make 
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fair settlements possible and the settle- 
ments will not be upset in a few months 
by changes in value. Adjustments can 
then be made slowly and safely as 
fundamental conditions may indicate. 
Agreements between employer and 
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employees, creditors and debtors. can 
be made and kept. Most of the pres- 
ent mental unrest will subside and 
other national and industrial problems 
can be discussed and adjusted in an 
orderly, fair and American way. 


Promotion Needed to Give Motive in Civil Service 


By Herserr E. MORGAN 
United States Civil Service Commission 


T is a far ery from Maeterlinck’s 
poetic drama, The Bluebird, to 
anything so prosaic as a government 
office; yet the blind quest of Tyltyl 
and Mytyl in the play is typical of the 
unseeing policy of the United States 
government in going out into the 
highways and byways, often the polit- 


ical highways and byways, for its 


supervisory civil officers, overlooking 
subordinates with years of experience 
in the branches of the service in which 
the appointments are made, who 
might be promoted to the higher 
positions with profit to taxpayers. 

Can the duties of a collector of cus- 
toms, a collector of internal revenue, 
or a register of a land office, for ex- 
ample, be learned in a better place than 
in a custom-house, an internal revenue 
office, or a land office? They cannot. 


Tur GOVERNMENT STAFF 


The largest single employer of men 
and women in this country is the 
United States government. The exec- 
utive civil service of the United States 
now employs approximately 650,000 
workers, or one in 166 of our entire 
population, including the insular pos- 
sessions, or One in 73 of all residents 
on American soil anywhere, ten years 
of age or over, engaged in gainful 
occupations. These calculations are 
based on recent estimates of the Bureau 
of the Census in anticipation: of the 
results of the fourteenth general census. 


Quite 100,000 of the 650,000 federal 
civil servants, however, receive small 
compensation, or none at all, from the 
government. About 42,000 are post- 
masters at fourth-class offices, whose 
pay averages about $300 or $400 a 
year. Each of these is required to 
have a designated assistant, to act in 
case of the absence of the postmaster. 
The assistant at a fourth-class post 
office usually is a member of the family 
or an employee of the postmaster and 
recelves no compensation from the 
government. Several thousand other 
federal civil employees receive small 
salaries for part-time work. 

The largest single branch is the Post 
Office Department with nearly 300,000 
employees. The War Department has 
more than 125,000 civilian employees, 
the Navy Department about 90,000, 
and the Treasury Department about 
60,000. No other branch has as many 
as 25,000 employees. 

At the height of the war expansion 
about 850,000 civilians were employed 
in the federal executive service. Fur- 
ther reductions are to be expected, but 
it is certain that the pre-war figure of 
less than 500,000 never again will be 
reached. 

No one knows just how much money 
the government pays out annually in 
salaries. If the average compensation 
is $1,100, the federal civil payroll now 
amounts to more than $700,000,000 
annually. It is estimated that the 


PROMOTION IN CiviL SERVICE 


average salary earned by ‘federal 
employees in the District of Columbia 
in 1919 was about $1,320. The general 
average is placed at $1,100, a figure 
probably too low, because of the large 
number of low-salaried or non-salaried 
positions in branches outside the 
District of Columbia. 

Any institution that employs one 
in 73 of all our workers and calls for 
the expenditure of such a large part of 
our annual revenues is entitled to the 
most serious consideration. 


GOVERNMENT EMPLOYMENT METHODS 


The employment methods of the gov- 
ernment could be improved. Under 
the civil service law of 1883 a good 
system of competitive examinations 
and appointments on merit has been 
built up for the classes of positions 
covered by the law. But beyond 
certification by the Civil Service 
Commission for appointment of those 
applicants who are proved by examina- 
tion to be eligible, the merit system is 
not fully operative even in connection 
with the positions to which it applies. 
Haphazard practices in assignments of 
work and in promotions, over which no 
central authority has jurisdiction, have 
brought about inequalities which are 
discouraging to the workers. This 
condition and the relatively low salaries 
paid by the government cause a 
“turnover” in government forces that 
could not long be withstood by a 
private business. 

The readjustment of government 


salaries in the District of Columbia has: 


recently received the attention of the 
Joint Commission on Reclassification 
of Salaries, which was authorized by a 
provision in the legislative, executive 
and judicial appropriation act ap- 


proved March 1, 1919. The report of . 


this commission is now-in the hands of 
Congress and its fate remains to be 
seen. The report represents many 
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months of hard work and an earnest 
effort to present data which will enable 
Congress to understand conditions as 
they exist. If the results of this care- 
ful investigation prove satisfactory it is 
expected that the inquiry will be 
extended to the branches outside the 
District of Columbia, in which six- 
sevenths of the force, or-about 550,000 
workers, are employed. 

In all plans for the betterment of the 
civil service, however, there seems to 
be a failure to recognize the anomaly 
presented by our administrative sys- 
tem of filling certain inferior positions 


-` through the test of merit under the 


civil service law, and excluding from 
the scheme great numbers of the higher 
offices, which should stand as a reward 
for meritorious service, but which in 
fact are often held as payment for 
service to the political party in power. 
Here the government fails to take 
advantage of an opportunity to add 
materially to the strength and efficiency 
of the civil service. This failure and 
the lack of uniform regulations for 
promotions on merit under competent 
supervision form a weak part of the 
government employment plan. The 
effect of practices so lacking in the 
essentials of good administration is not 
on the worker alone; the institution is 
the great sufferer. No lengthy argu- 
ment should be needed to convince any 
intelligent person that the prospect of 
advancement through merit to the 
supervisory offices would tend to 
improve the quality of applicants for 
government employment. 


Scope or Crivit Services Law 


The present civil service law was 
enacted to correct the evils of the 
“spoils system,” which had become 
intolerable. That the plan provided 
by the law, that of appointments 
through competitive examinations for 
certain positions, has been a vast 


~ 


144 


‘improvement over the old yatronane 


method is generally conceded; but the 
law failed to be a completely effective 
instrument by not providing for the 
application of the merit system to 
the more responsible and, therefore, the 
more remunerative positions. 

The law specifies that positions 
requiring mere unskilled laborers and 
those which are filled through nomi- 
nation by the President for the con- 
firmation of the Senate are not to be 
classified thereunder. Most of the 
higher ‘supervisory positions in the 
civil service come within this latter 
class. 

The administrative offices, aside 
from the Cabinet, which do not come 
within the scope of the civil service law, 
are postmasters at offices of the first, 
second and third classes, collectors of 
internal revenue, collectors of customs; 
registers, receivers, and surveyors gen- 


eral of the land office; assistant treas- 


urers; surveyors, special examiners, 
appraisers and naval officers in the 


customs service; superintendents of- 


mints, assayers in mints, supervising 
inspectors in the steamboat inspection 
service, commissioners of immigration 


and naturalization, assistant secre- 
taries and heads of bureaus of the 
departments at Washington, etc.—... 


about 13,000 positions in all. Some of 
these pay salaries as high as $12,000 a 
year. 
Recent IMPROVEMENTS | 
‘That some presidents of recent 
years have believed that the service 


- can be improved by the extension of 


‘the merit system is evidenced by the 


regulations promulgated by President 
Roosevelt in 1906 and by President 
Taft in 1909. These regulations pro- 
vide fer filling positions in the consular 
and diplomatic services (not ambassa- 
dors and ministers), and making pro- 
motions in those services, through com- 
petitive examinations, and an executive 


_ ranks. 
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-order iaei by President Wilson on 
March 31, 1917, which requires that 
positions of postmaster at offices of the 
first, second, and third classes shall be 
filled in the same manner. The proced- 
ure of submitting nominations to the 
Senate for its confirmation is not 
discontinued, for it is required by law, 
but the selection of the nominees for 
these positions is made through com- 
petitive examination. The machinery 
of the Civil Service Commission is 
being ‘successfully used by the Presi- 
dent to test ‘the qualifications of 
applicants for positions of postmaster 
at first, second and third class offices, 
and the commission assists the State 
Department in the. examinations of 
applicants for the diplomatic and 
consular services. 

These - executive orders were im- 
portant steps in the right direction. 
‘In the case of postmasters, the order 
would liave been a seven-league step if 


- it had provided for a system of pro- 


motions, rather than one of appoint- 
ments of men untrained in postal 
business, albeit the. order removes 
postmaster positions from politics. 
In recent years there has also been some 
tendency to re-appoint, after a four- 
year tenure, an official who has, proved 
worthy. In comparatively few cases, 


-however, have the important offices 


been filled by promotion from the 
Indeed, employees of the gov- 
ernment who hold their positions as 
the result of competitive civil service 
examinations are reluctant to accept 
appointments outside the operation of 
the civil service law, for with a change 
of administration the application of 
the patronage’ system is likely to 
deprive them of the fruits of years of 
effort. George B.» Cortelyou and 


. Frank H. Hitchcock were conspicuous 


exceptions. Both of these men rose 
to Cabinet offices from positions in the 
classified civil service. 
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Wastrerut METHODS 


The tendency of the government to 
emulate the children in the play is most 
wasteful. At best, the proper training 
of an administrative officer of the 
government up to the point where he 
may have a vigorous grasp and accu- 
rate knowledge of his duties is very 
costly. Under the present system, 
however, the chief often enjoys a 
sinecure, his principal subordinate 
being the real executive. The chief’s 
salary is a total loss to taxpayers. 
The time consumed by the President 
in considering candidates and by the 
Senate in debating the suitability of 
nominees is not to be overlooked. 
That large numbers of positions of 
this class are still linked with politics 
is a serious handicap all around. The 
relinquishment of patronage privileges 
would be of distinct advantage even 
to those who seem to regard them as 
a valuable possession, for a political 
appointment usually results in a num- 
ber of disgruntled candidates and one 
ingrate. 

It would be no less sensible for a 
private corporation to conduct its 
affairs with a view to political rather 
than business reasons than for the 
government to do so. The vital 
difference between the business of a 
private corporation and that of the 
government, however, is that if at the 
end of a fiscal year the corporation 
finds itself facing a deficit it cannot 
call upon the citizens of the country 
to meet it through a tax levy. The 
ability to do this makes it possible for 
the government to transact its busi- 
ness in a most unbuseness-like way. 
How long will the accepted notion 
prevail that in administering govern- 
ment affairs practical experience in 
government business js superfluous? 
When will taxpayers awaken to a 


realization of the fact that efficiency 
il 


145 


in government administration means’ 
a saving of government funds? 
It may be argued that the govern- 


_ment service differs from a private 


corporation in that it does not aim at 
profits, but surely it should aim at the 
efficiency which in private enterprise 
insures profits. 


TRAINING FOR GOVERNMENT OFFICES 


There 1s today no such profession or 
career as that of trained postmaster, 
collector of customs, collector of mter- 
nal revenue, or the like. Why should 
there not be? Is the Post Office 
Department, for example, anything 
but a large business institution whose 
sole object is to collect, transport and 
distribute the mail satisfactorily at the 
lowest possible rates? Why should 
there not be a profession of postmaster 
which might be learned by schooling 
in the post-office business just as there 
is a profession of freight traffic manager 
which is learned by schooling in the 
railroad business? When a vacancy 
occurs in the position of postmaster at 
Canastota, New York, paying a salary 
of $2,400 a year, why should it not be 
filed by the promotion of a postal 
employee who has demonstrated his 
ability in the post-office business by 
his work in the organization? When 
a vacancy occurs in the position of 
postmaster at Portland, Maine, a 
$4,000 office, why should it not be 
filled by the advancement of a post- 
master at a smaller office who has 
proved himself worthy of promotion? 

To carry the system to a logical con- 
clusion’, when a vacancy occurs in the 
position of postmaster at New York 
City, which office pays $8,000 a year, 
why should it not be filled by the 
transfer of a postmaster at a $6,000 
office, such as Pittsburgh, Washington, 
Buffalo or Cleveland? The public is 
so wedded to the idea that the office of 
postmaster in a particular city right- 
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‘fully belongs to a member of that 


community that it is probably not 
ready to receive kindly a change so 
radical, but if it can be demonstrated 
that better postal service will result 
from an alteration of methods in the 
appointment of postmasters, the 
change would doubtless be acceptable. 

What has been said of the postal 
service applies with equal force to the 
customs service, the internal revenue 
service, or any other branch of the 
government, for each of these depart- 
ments is naught but a big business 
enterprise to which business principles 
can and should be applied. 


POLICY-FORMING OFFICIALS 


It is conceded that the President has 
the right to select for members of his 
Cabinet men who are in every way 
in. sympathy with his own policies; 
possibly a few offices require men with 
training and experience not obtainable 
in government establishments. It is 
further conceded that it would be a 
mistake to fill all supervisory offices 
through promotion, for the occasional 
infusion of new blood of the right kind 
from the outside would bring into the 
government service new ideas from 
private business and would tend to 
promote the spirit of competition that 
is so essential to the success of any 
large organization. However, it is 
maintained that the federal civil service 
would be improved from the top to the 
bottom if promotion of worthy sub- 
ordinates were the rule rather than the 
exception. i 

À recent writer, a member of Con- 
gress, in a popular magazine stated as 
his opinion tltat “All hope abandon, ye 
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who enter here” would be ‘an appro- 
priate legend for the portals of all 
government office buildings. In his 
view a young man or woman who 
enters the civil service of the United 
States flings away ambition at the 
start and is certain to prove a failure. 
The writer states that the government 
service offers little incentive to initia- 
tive in that it fails to reward merit 
with promotion, but rather makes 
advancements through personal fa- 
voritism or “outside” influence; that it 
is lacking in the spirit of competition 
which makes for endeavor, and is 
altogether devoid of the elements which 
tend to develop self-reliance, healthy 
ambition and efficient service. 

The situation is hardly as bad as 
that but it is had enough. It is far 
from being hopeless and just as far 
from being all that could be desired. 
Those who seek to amass wealth will 
find little opportunity for doing so in 
work for the government, but the civil 
service has much to commend it. It 
offers a wide field of opportunity where 
individual tastes may be developed 
and where real constructive work— 
big, interesting, clean work—may be 
done. Perhaps this explains why so 
many capable men and women spend 
their lives in the service of the govern- 
ment under conditions as they exist 
today. 

The member of Congress who rec- 
ommended ‘Dante’s doleful warning 
for a doorplate pointed an accusing 


‘finger at himself and his fellow-legis- 


lators, for the remedies for the ills of 
the civil service are in the hands of 
Congress. 


- Retirement Pensions and Morale in Public Service 


By Francis Fisher KANE 
Attorney at Law, Philadelphia; formerly United States District Attorney 


T is coming to be said more and 
more that the public is a silent 
partner in all industry. It is also said 
that the relationship of employer and 
employee ought at least to have the 
aspect of a partnership—that the true 
interests of employer and employee 
are so much the same that they may 
be regarded as partners without too 
great a stretch of the imagination. I 
am now going to consider for a moment 
a business in which we are a partner 
in a very real sense. I refer to the 
business of the government. 


PUBLIC SERVICE CONDITIONS 


The business conducted by our gov- 
ernment is perhaps the largest business 
on the face of this earth, and in many 
respects it is conducted very badly. I 
agree that the esprit de corps in the serv- 
iceis better than iscommonly supposed. 
I know of many offices where there is a 
splendid devotion to the public weal, 
and I know personally hundreds of 
employees in the service of the govern- 
ment who serve it with devotion and 
public spirit—men and women who are 
proud to work for the United States, 
even though there is drudgery in what 
they do, and even though the condi- 
tions of their labor are far from satis- 
factory. There are many men and 
women at present serving the Depart- 
ment of Justice in minor positions, as 
well as in positions of importance, who 
toil on from day to day for the mere 
love of the service, although their sal- 
aries are such as a private corporation 
would be ashamed to pay. Neverthe- 
less, the work of the government suffers 
as a whole. 


It used to be said that the one vice 
inherent in republics was the overpay- 
ment of subordinates and the under- 
payment of persons at the top. The 
scrub woman, or the janitor, received 
more, and the man in a position of 
responsibility received less, than they 
would have received had they been 
working for a private employer. Hours 
ef labor were short, but there was al- 
ways a chance of the individual losing 
the position, if the job was a “ political 
one,” and therefore service of the pub- 
lic suffered from an inferior class of 
labor at the bottom. The right sort 
of men were not tempted to enter the 
service, either at the bottom or the 
top. A change has now taken place, 
but it is not for the better. The men 
at the top are still paid insufficient 
salaries, and now the pay of those 
holding subordinate positions is also 
insufficient. Places that were over- 
paid are now not paid enough. Sal- 
aries have not kept pace with the cost 
of living. . 

The salaries in the Post Office De- 
partment are a crying shame. Often 
the right sort of men cannot be secured 
as postmen, let alone as special delivery 
employees. Two days ago I heard that 
the postmaster of Camden had taken 
on five ex-soldiers as postmen. They 
all resigned within three days. The 
conditions of labor, combined with the 
low pay, drove them out of the service, 
almost as soon as they entered it, and 
I could tell you case after case of 
splendid fellows in the Department of 
Justice who have had to leave the fed- 
eral service becquse the pay offered 
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them was insufficient to support. their 
families. ‘ 

-Until recently the head of the 
Bureau of Investigation of the Depart- 
ment of Justice could not himself get 
more than $4,000 per annum under the 
law. The Bureau of Investigation is 
the field force, the detective force, of 
the. Department of Justice, and the 
responsibilities of its chief are very 
great. Of course he must be a man of 
‘high character. He must maintain the 
standards of the department and see 
that the agents under him, who are 
scattered all over the country, do not 
fall into the unfair, and often dishonest, 
practices that we have come to asso- 
ciate with private detective agencies: 
He must also be a trained inves- 
tigator; he must know how crimes 


are detected and criminals are pun- - 


ished; he must be able to handle 
what has become one of the most 
important bureaus of the government, 
with offices in all of our large cities, 
and hundreds, if not thousands, of men 
working under local chiefs and send- 
ing daily their reports to Washington. 
To pay such a man—a man fitted to be 
the chief of this bureau—a beggarly 
$4,000 per year is pitiful. Of course 
the government cannot obtain, for so 
small a sum, the kind of talent and 
experience that is needed. What I 
have said as to the chief of this bureau 
applies to many other similar positions, 
to local superintendents and a large 
proportion of agents who are working 
faithfully, in season and out of season, 
for the government. 


© > 
CLASSIFIED SERVICE CONDITIONS 


It is a shame that several branches 
of the public service that have been 
recently created are not within the 
classified service. It is a shame that 
the Census operatives,,and many of 
those working for the Treasury De- 
. partment—I might especially mention 
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the Prohibition Enforcement Bureau— 
are not within the classified service, 
and ‘that the agents in these bureaus 
must to so large an extent hold their 
positions through politics. This ought 
to be remedied. -On the other hand, 
the Civil Service Commission does not 
seem to be exercising its functions in 
the most intelligent manner, and we 
still hear of “fool examinations” which 
stand for nothing, and naturally enough 
bring the system of competitive exam- 
inations into ill repute. Ido not know 
whether additional legislation is neces- 
sary. Probably it is only necessary that 
the Civil Service Commission should 
get a better grip on things and bring 
their methods up to date. 


\ 
LEGISLATION FOR EXISTING EVILS IN 
LABOR CONDITIONS 


The National Federation of Federal 
Employees, with which I am associated, 
is a splendid trade union in which I 
should lke to see all our federal em- 
ployees eventually enrolled. We are 
of course pledged not to go on strike— 
that would be tantamount to treason. 
When abuses exist, as they do at pres- 
ent, we can only carry our complaints 
to the public, and have them remedied 
through Congress. Therefore, we’now 
back the Nolan-Johnson bill which 
provides for a minimum wage of $3 a 
day—$1,080 per annum—for federal 
employees, and which further provides 
for an intelligent system of promotion, 
and for other conditions making for 
fair remuneration and greater efficiency 
in the service. The other bill behind 
which we stand is the Sterling-Lehibach 
bill, which provides for the retirement 
at a proper age of federal employees. 
The present Sterling-Lehlbach bill ap- 
plies to all departments of the gov- 
ernment. At present there are super- 
annuated employees in many of the 
offices in Washington. Men and women 
who have grown old in the service and 
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are no longer useful, are nevertheless 
retained in their positions because 
their ‘superiors have not the heart to 
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and calls for correction. Let me, 


therefore, in closing urge the securing 
of the passage of these much needed 


discharge them. This is a real evil bills. 


The Preservation of Industrial Peace 


By J. Harry COVINGTON 


Formerly a Member of Congress, Chief Justice of the Supreme Court of the District of Columbia 
and Member of the United States Railroad Wage Commission 


THE AFTERMATH OF THE WAR 


HE war has certainly left us in 
America in a most peculiar situa- 
tion—a victorious nation, restored to 
the ways of peace, finds itself, notwith- 
standing victory, in the midst of a most 
serious industrial crisis. No man 
would, I presume, have believed in 
1914, while thinking of the possibilities 
of the future, that the differences be- 
tween capital and labor could come to 
be so tense as they actually are today. 
Yet the tenseness is afact. Situations 
have developed which were unknown 
to our pre-war social and industrial 
economy, and they have been produced, 
it seems to me, because, after all, as a 
well-known philosophical lawyer said in 
Washington soon after the end of the 
actual war, the great struggle of 1914 
to 1919 constitutes one of the two or 
three great convulsions that the world 
has had in all its history. He said that 
it was almost impossible for those who 
lived in the days of the gradual disin- 
tegration of the Roman Empire to 
understand the forces which were at 
play at that time, and that it was quite 
a time before those who lived and 
played their part in the convulsion in 
Europe that we call the French Revo- 
lution appreciated the ‘end to which 
that great political movement led. 
And we today are still groping, so to 
speak, he said, because we are unable to 
appreciate the extent of*the convulsion 
through which we have lately passed. 
In consequence, we are uncertain as to 
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how we can get to a more just apprecia- 
tion of the changed conditions. 
Fortunately in America we at least 
have the people broadened by the war 
so that the national mind looks clearly 
forward to a sane but more soundly 
progressive human society than any- 
where else on the face of the earth. 


INDIVIDUALISM AND SOCIALISM 


A century and a quarter or more ago 
this nation was born. It was born 
literally of a revolution. It came into 
being as the result of the determination 
of our forebears to assert a scheme of 
individualistic government, throwing 
off all idea of the semi-autocracy of our 
Anglo-Saxon progenitors and organ- 
izing a humane, socially just, individ- 
ualistic democracy, but a democracy 
truly individualistic and not socialistic. 
In that fight between individualism 
and despotism, we asserted our power. 
After the lapse of a century and a 
quarter we have to appreciate that, with 
the greatest of the world’s resources in 
our hands, with our man power scarcely 
disturbed, with a broader conception of 
humanity than, perhaps, anywhere else 
on earth, we yet have an equally great 
fight—the fight of individualism against 
socialism. . 

It is not worth while to discuss social- 
ism. Save fora few, thinking people do 
not believe, as the result of the. keenest 
observation, that it will work. In our 
individualistic scheme of government, 
however, we must establish an order of 
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social justice as distinguished from 
socialism, so complete, so all-embrac- 
ing, that the masses of our people will 
understand its completeness, realize 
the efficacy of its operations for their 
welfare, and cease the combat between 
classes so as to go along with a common 


purpose to maintain in all its vigor.’ 


this great democratic country which, 


when all is said and done, must be the 


hope of civilization in the world. 


Tue CHANGED CONCEPTION or FREE 
GOVERNMENT 


With the war over our people must 
realize that the shocks of the struggle 
undoubtedly awakened sleeping forces 
in mankind all over the world. “To 
make the world safe for democracy” 
was a cry understood by the wage-- 
earner to be a declaration that more as- 
sured opportunities are to be in store 
for him under free governments. The 
sternly individualistic doctrine of 
“every man for himself” is done for- 
ever. In the fight just ended the in- 
dustrial army learned its power, as well 
as obtained a larger vision of its rights. 

We. must regard, then, the truth 
of the utterance of Hume, that “all 
the vast machinery of government is 
ultimately for no other purpose than 
the distribution of justice,” and un- 


derstand that such a thought carries 
justice alike for rich and poor,, em- 


ployer and employee. With that idea 
rooted in all our government acts here- 
after, the sufficiency of our individual- 
istic system must be an ever present 
object lesson for the toiler. The preser- 
vation of industrial peace with ‘us de- 
pends upon our ability so to adjust the 
complex relatjons in our industrial life 
that the honest worker need not want 
to use his power because he has al- 
ready been safeguarded in his rights 
and his well-being. 

He would be a bold man indeed who 
offered a panacea for all the industrial 
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ills of the day. Out of much travail 
will come their cure. Some fifty years 
ago, however, the great Lincoln ad- 
dressed these words to the Congress: 
You cannot, if you would, be blind to the signs 
of the times. I beg of you a calm and enlarged 
consideration of them, ranging, if it may be, far 
above personal and partizan politics. . 


May the vast future not have to lament that you 
have neglected it. 


Our collective responsibility, there- 
fore, and the responsibility of each 
American, is great indeed. The man 
who toils with his hands will never 
again be considered as merely disposing 
of a commodity, “‘labor,” in a market 
regulated only by the bloodless law of 
supply and demand. On the other 
hand, our opposition as a nation to 
socialism is based on the fundamental 
truth that civilization advances only 
through the ingenious direction of 
human labor by the extraordinary and 
unusual man, and that social justice 
is the distribution of prosperity under 
circumstances that assure to all com- 
fort and beyond that a reasonable ad- 
ditional reward to those whose in- 
genuity has made general prosperity 


‘and happiness possible. 


EMPLOYER'S RELATION TO EMPLOYEE 


It is hard to generalize on the prob- 
lems of the employer and employee. 
Each has just grievances, and each 
something substantial to do in the 
preservation of our industrial peace. 
We know that the superlative right of 
capital is gone, but it must not be 
succeeded by the tyranny of labor. 
What we in America understand by 
liberty under the law is simply that one 
may do what hé pleases until something 
is done in violation of the common 
understanding -of the public interest. 
And the use of liberty against the pub- 
lic interest is penalized. 

It was my good fortune to be con- 
nected with one really great wage ad- 
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justment. Lhappened tosit asoneof the 
members of the railroad wage commis- 
sion, which for five months grappled 
with the well-nigh insolvable problems 


connected with the redistribution of the . 
“ advance of the wage schedule exist- 
„img in other great copper industries 
‘where the workers were performing 


portion of the-railroad earnings which 
could be allocated to the wages of the 
employees that operated the various 
transportation systems of the country. 
It was also my good fortune to go into 
our west during the early period of 
the war on a confidential mission of 
about two months. I visited the 
states west of the Rocky Mountains 


‘and on the Pacific Coast at the time . 


. when we were just beginning our great 
war preparation. Our copper supplies 
from our great copper producing in- 
dustry and our spruce supply in the 
great forests of the Pacific Coast were 
necessary—the one for munitions and 
explosives and the other for our great 
aeroplane program. 

Certain obvious facts in each of 
those industries came under my no- 
tice which it seems to me in any 
real adjustment of the relationship 
between capital and labor we cannot 
fail to take into consideration and 
thoroughly to appreciate. One of 
them is this: up to the time of. the 
war there was not in many of our 
industries an appropriate conception 
on the part of the employer for the 
situation of the employee. Capital 
believed that it had a so-called supe- 
rior right. But in a scheme of liberty, 
equality and fraternity necessary to 
sustain a government such as ours, 
it has only an equal right in the suc- 
cessful plying of industrial activity. 
Now, capital failed, to appreciate 
that in many of our industries the 
things which did not mean wages, 
did not mean money and consequent 
draft upon corporate or individual 
income, but which meant a saner, a 
_more wholesome, a more humanitarian 
appreciation for the condition of the 
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working man, were absolutely absent. 
In one of the great copper mining 
concerns of the Rocky Mountains 
many thousands of men were on strike 
with a wage schedule that was well in 


well their part in that’ industry vital 
to. the war. The most superficial 
inquiry disclosed simply this dif- 
ference—that one concern was con- 
trolled by perfectly honest-minded 
but utterly unimaginative individuals, 
living far away from the industry, and. 
having little appreciation of the small 
things in the way of service around the 
mills, the result of which was a feeling 
that after all the employees were what 
you all know they are not—merely an 
incident to capital in the sense of being 
one of the commodities entering into 
the finished product. 

In the other concerns where the em- 
ployees were all at work, I was told there 
was a conception of those little things to 
which employees attach importance: the 
willingness to listen about minor com- 
plaints, the adjustment of little mat- 
ters in the way of physical services 
around and about the houses where the 
workers dwelt, the determination that 
company stores were to be operated so 
that the employee got the full benefit of 
systematic distribution of goods by the 
employer. 

When you come to face this problem 
of industrial readjustment for the pres- 
ervation of industrial peace, you need 
go no’ farther, it seems to me, than to 
recognize that over and beyond or, at 
least, equal to wages themselves and 
working conditions is the recognition 
of the existence in the employees of the 
desires of the human heart. This must 
be appreciated by the employer and 
must through his agencies be déalt with, 
be recognized and dwelt upon. 
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Both with the railroad workers and 
with these other groups of workers 
there was a belief that the existence 
of great fortunes indicated exploita- 
tion on the part of capital so that the 
employee is not receiving anything like 
his just proportion of industrial pros- 
perity. It is quite true that the in- 
numerable contributors of the capital, 
without which industry in the aggre- 
gate form cannot exist, have their sane 
and just property rights to be consid- 
ered under our scheme of equal govern- 
ment, just as are the rights of the wage 
working employee, but it isthefact that 
we must recognize that, with the war 
over, with a broader humanity, a more 
thorough conception of democracy 
present with us, that the old-time 
scheme of individualistic government 
-—of letting him live who can—has 
gone forever, and that there must be, 
if these men and these women are to be 
kept satisfied, an understanding among 
them that they are receiving a fair share 
of the result of industrial prosperity. 
As it is now, they do not understand it. 
They do not understand it because of a 
lack of. determination up to this time 
on the part of the average American to 
take real interest in the employed 
class, and to get an understanding 
among them as to just what is neces- 
sary in a sound, industrial establish- 
ment, believing as we all do in the imn- 
dividualistic scheme of government, 
believing that the inventive genius and 
the unusual man is a necessary ingre- 
dient of organized society in order that 
the aggregate activity of the whole may 
be on the highest plane. ~ 

We havea duty to bring home to those 
who are used ùs an incident of that 
superior capacity and inventive genius, 
an understanding that the scheme of 
government under which we operate is 
the only one by which, with a fair dis- 
tribution of the total productivity of 
industrial activity, the masses are going 
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to be more prosperous than under any 
other scheme. 


Equal Opportunity of Children 


There is another belief that is 
widely prevalent-—the belief that there 
is not a conception of the right in our 
scheme of free government that the 
children of all shall have equal oppor- 
tunity for complete education. Many 
men seemed to believe that their 
niche in life is carved by fate and 
that no matter how unusual their off- 
spring might be, that by the carved 
niche in which they are fitted there 
is the barrier raised against their 
children. We have done little as 
yet to make understood throughout 
the length and the breadth of this 
land that there is equal opportunity 
in education, and in many quarters 
of this land we have done far too little 
from the plenitude of our individual 
fortunes to assure at all hazards a 
really equal opportunity for education. 

The advance of our democratic civ- 
ilization must be along the line of a 
duty on the part of prosperous society 
to assure at all hazards absolute equal- 
ity of education to the children of all 
groups and classes. There cannot be, 
as the result of the accident of birth, 
in the future of free society the supe- 
rior right of the scion of wealth to an 
education that the humblest in the 
land, if he possesses capacity, shall 
not have. 


Obligations of the Employee 


Therehas been no appreciation among 
the employed of the relation between 
efficiency and that enlarged produc- 
tion which contributes to the pros- 
perity of all. The lack of this appre- 
ciation follows from the -absence of 
dealing with labor upon the basis of 
the two things ‘already referred to. 
Employees believe that there exists 
still the spirit of antagonism between 
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capital and labor. They do not under- 
stand as yet that there is any thought 
in the investors’ minds save that of 
the exploitation of labor. ‘The result 
is that they have developed quite 
naturally in their minds an illogical 
notion of the limitation of production, 
upon: the theory that such action as- 
sures reasonable employment to all 
within their class. 

I am not an economist but I make 
bold to say that the basic evil of our 
entire industrial system is that as yet 
the laborer has not had an understand- 
ing of the benefits which come to him 
from the relationship between reduced 
prices and greater productivity m an 
ordinarily prosperous country. He has 


never been made to understand the | 


simple economic fact that money by 
itself means nothing, that it is after 
all but the convenient medium for the 
exchange of the abundance of com- 
modities produced, to the end that 
there shall be a greater degree of com- 
fort and luxury for all. In conse- 
quence he has not had brought home to 
him, by the sound relationship of his 
employer to him, and the thorough- 
going distribution of a full share of the 
industrial profit, the understanding 
that productivity and efficiency in 
labor mean prosperity for the laborer, 
and he will only understand that when 
those among the capital class who con- 
trol our greater industries make up 
their minds to adopt in practice the 
sound recommendations of the recent 
industrial conference, so that there will 
be such a distribution to labor of the 
actual profit from industry that labor 
itself will have a thorough-going con- 
ception of the relafion which its 
efficiency and its consequent produc- 
tivity bears to itseown prosperity and 
its own uplift. 

The matters I haye discussed at 
random are all serious problems. I 
have sought to bring home to you an 


appreciation of the duty which capital 
and labor owe each to the other, to 
the end that there shall be as far as 
possible in our plan of orderly govern- 
ment an elimination of classes. Make 
no mistake about the importance of 
these problems. By your education, 
by your superior advantages, you 
have a duty resting upon you far 
in advance of that resting upon the 
ordinary employee in the lower stratum 
of our social structure. It is a quite 
mistaken idea that the duty . flows 
from them to you. One of the great 
railroad presidents with a marvelous 
eatholicity of spirit, for he is one of the 
most human men I ever knew, said to 
me one day that he never, as a mana- 
ger, had the courage to quarrel with 
a mistake of a section man, because if 
the section man had had the opportu- 
nity that he as president had he would 
not still be a section man. That is a 
simple truism, and it is not the duty 
that the employed class owe to you 
that you are concerned about, but 
it is the duty that you owe to the 
employed class that is the concern of 
the nation. 

By your superior opportunity, by 
your broader vision, by your finer 
conception of what liberty under the 
law in this great republic means, you 
have a transcendent duty cast upon 
you to make the great masses of the 
people understand by your conduct 
that there is a new individualism which 
is to bring closer together, rather than 
to set farther apart, the various ele- 


ments of society. 


I Heard an amusing incident not 
long ago that illustrates the ridiculous 
conceptions of some people. A good 
lady, no doubt with the best of motives, 
thinking to do something to &melio- 
rate the extravagance of the wives of 
the workmen in a great industrial 
establishment, motored around in her 
beautiful car, bedecked in her most 


. 
em 


` 
154 


exquisite clothes with a diamond 
wrist-watch on her wrist, to protest 
against the purchase of phonographs 
by the wives of the workmen In the 
industrial establishment! She believed 
no doubt that her expenditures were 
necessities and the others extrava- 
gances. We must narrow the spread 
between the unusual and the ordinary 
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man by example, by teaching, by .ap- 
preciation, of the problems which con- 
front us in relation to industrial stabil- 
ity. We will help to narrow them 
when we take a theoretical program 
such as has been evolved by. the in- 
dustrial conference and apply it in con- 
crete fashion to the peoples with whom 
we from day to day come in contact. 


Industrial Peace 


By Hon. ARTHUR CAPPER 
United States Senator from Kansas 


EFORE we can preserve industrial 
peace we must attain it. Has 
industrial peace ever existed? Here 
are forces acting and counteracting, 
human forces in opposition to one 
another, human passions and appe- 
tites on the one hand—economic laws 
and forces operating implacably on 
the other. 
Let us understand at the outset 
that economic forces and their way of 
operating, through fixed laws, cannot 
be changed. We oppose them at our 
peril. It is plainly our duty and our 
hope to study them, inquire into them 


scientifically, as we inquire into the. 


forces and laws of chemistry or phys- 
ics, with.the purpose, when we have 
acquired knowledge of what they are 
and how they work, of adjusting our- 
selves to them, not of trying in some 
way'to circumvent or defeat them. 
We may be sure that they will defeat 
us unless we apply ourselves diligently 
to codperating with them, for, they 
will surely have their way. 


HUMAN NATURE IN Inpustry 


The. human forces are different. 
Our human passions and appetites 
cannot be changed. As they were 
originally constituted, so they are 
today. We find in the dawn of his- 
tory the same human characteristics 
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exploiting themselves and operating 
in the same way as today. Human 
nature was constituted once and for 
all. Yet the human forces are capa- 
ble of adjustment. We have the 
power to curb our passions and our 
appetites. In this respect mankind 
has indeed made great progress. Our 
nature is unchanged; but we have it 
under better control, because we have 
learned for long generations in the 
hard school of life that our interest 
does not lie in the exercise of unre- 
strained passion and appetite and wil- 
fulness, but in holding ourselves within 
certain restraints, considering phys- 
ical laws and forces about us, and 
considering also human and social 
forces about us, so that we consider 
not only ourselves but others as 
well. 

What all the world must learn is 
that we live more and more a common 
life with common and not separate 
and mutually hostile interests. The 
common interest, if we can discover 
it, Is ours. : 

In considering the problem of capi- 
tal and labor, employer and employee, 
hours of labor and "wages, conditions 
of employment, health and sanitation 
of workers and* their families, child 
labor and the labor of women, I go - 
back to what I stated at the beginning, 
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It is wholly a matter of taking human 
. nature into consideration. Human 
laws of thinking and feeling govern 
this problem. 

- Men cannot be forced to do right. 
They must be led. The industrial 
problem will never be solved and its 
solution will never be advanced one 
step by abuse and denunciation and 
epithets. Prejudice will never solve 
this human problem. No man can 
contribute to its solution who has no 
power of getting the other man’s 
point of view, entering into his mind 
and appreciating how he looks upon 
life and what his life actually is. 


Democracy IN [NDUSTRY 


I have thought that at present the 
most promising proposal of all the 
many for helping the solution of our 
industrial problem has nothing to do 
with legislation at all, but is the pro- 
posal that has sometimes been de- 
scribed as “democratizing” industry; 
that is, it is the so-called “shop coun- 
cils” or “shop committees” plan, by 
which grievances are anticipated and 
strikes and lockouts and strife are 
anticipated by. the prompt hearing 
which every small individual griev- 
ance obtains at the shop council. 

We are all familiar with this plan, 
which, new as it is, has already been 
put into operation by upwards of 200 
American corporations, which- is said 
to be in effect in a large way in Eng- 
Jand and which has been considered by 
the German Reichstag for Germany. 
It is democracy in industry so far as 
such matters are concerned as relate to 
employment, wages, hours of labor, etc. 
` The merit of this idea is not so 
much technical, for, technically,. the 
plans differ in the various factories 
where they have been put into opera- 
tion; but the merit is in the recogni- 


tion of democracy, the principle of rep- ` 


resentation, the sense of the employee 
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that he is a factor acknowledged and 
permitted to act, to air his ideas 
and to have his grievances considered 
promptly and without prejudice. 
What is it that we want of labor? 
Everybody agrees that it is production. 
We want to get rid of slackerism and 
soldiering on the job. We want the 
worker to work. The country has 
rung with that demand upon labor. 
It is precisely because we want the 


worker to work, to give a full return for 


the wages paid him, that it is vital to 
consider the worker’s psychology and 
to build up in him the desire to work, 
by creating in him the sense of recogni- 
tion and representation as 4 man and 
brother in industry, not as a beast of 
burden. 

There are employers so ignorant ol 
the psychology of their fellowmen in 
any other circumstances than their own 
that they are determined by every 
device conceivable to them, even to the 
enactment of laws, to destroy organiza- 
tion on the part of labor, while com- 
placently accepting organization on the 
part of the employer, the capitalist. 

Does any sane man’ believe the in- 
dustrial problem is ever to be solved by 
rank injustice? Rather, it is to be 
solved by justice, by considering the 
other man, by giving him every right 
and privilege that is claimed for the 
investor or the employer. Industrial 
peace is not to be attained by denials of 
right, or by tricking men out of their 
rights. ‘There was profound human 
philosophy in that utterance of the 
angeljc chorus at the opening of the 
Christian era—‘‘ Peace on earth, good 
will to men.” I understand that 
modern scholarship tfanslates their 
true meaning as “Peace on earth to 
men of good will.” In either case it is 
sound doctrine; for peace cannot come 
by any of the methods of ill will, nor to 
men of ill will, but only by the methods 


of good will and to men of good will. 


f. 


156 THE ANNALS OF THE AMERICAN ACADEMY . 


The employer will say: “Why not 
tell that to the men who threaten to 
strike whenever their demands are not 
granted, to the men who soldier on the 
job and think only of the pay they get, 
not of the work they perform for their 
pay? 33 

The law applies to the carpenter, the 
bricklayer and the plumber, just as to 
the millionaire capitalist. But speak- 
ing as one who is himself an employer of 
a large number of men, I say that the 
employer should first set the example; 
that the employer should translate 
sound doctrine, without which the 


industrial problem cannot be solved, by ` 


consideration of the point of view of 
his men, by paying them a living wage, 
by mingling with them and learning 
from them what their needs are, what 
their just rights should be. This is his 
bounden duty and his self-evident 
interest. The trouble is that neither 
side considers the other to any great 
extent, and what results is precisely 
what should result from all we know of 
human psychology. Those employers 
who have imagined that they can win 
the worker by so-called “welfare” serv- 
ice, administered from above, live in 
a fool’s paradise. 


” 


PRODUCTION THE INTEREST OF LABOR 
AND CAPITAL 


It is necessary that industry should 
be regarded for what it is—a codpera- 
tive, mutual enterprise for the common 


-good. The end of industry is pro- 


duction, not wages or profits. These 
are both incidental to the mair end. 
Both capital and labor are servants of 
the consumer., Greater production is 
the consumer’s interest; what else is 
the intérest of labor or of capital? The 
greater the product the larger the wage 
fund and the fund out of which divi- 
dends may be paid. 

I come back to what I stated at the 
beginning. Economic laws cannot be 


changed. Let us ascertain what they 
are, then let us adjust ourselves to 
these laws and use them for the com- 
mon good. If economic and social laws 
are in perfect harmony, as I believe 
they are, then we should take advantage 
of them for our own interest. If the 
laws of human psychology are in 
harmony with economic laws, as I have 
no doubt they are, then the manager of 
industry cannot overlook human psy- 
chology and have the economic re- 
sults he desires. . 


PROFITEERING AND Its RESULTS 


While we were at war we had a splen- 
did example of what can be accom- 
plished by coöperation, when all work 
together for the common good. Many 
hoped that the world would, as a con- 
sequence of and in some sense as a 
compensation for the awful sacrifices 
and-costs of humanity’s deadliest war, 
turn its thoughts and its efforts with a 
new spirit towards a more unselfish, a 
more tolerant order. 

Yet the war was no more than inter- 
rupted by the armistice when selfish- 
ness leaped into the saddle again and 
with its arrogant profiteering, its ugly 
demand “Pay me.” Business de- 
mands a profit that will lap up all its 
sacrifices and put its boasted patriotism, 
its love of the common good to shame. 
There is nothing beautiful in the fact 
that business presents nothing hopeful. 
It has lapsed into sheer selfishness'and 
dragged down the spirit of the nation. 
It is as if the war spirit, after all, were 
merely a temporary hysteria, abnormal, 
instead of a proof that society is capa- 
ble of working* together in harmony 
and unity of purpose, intolerance and 
mutual good will. . ’ 

Profiteering in its arrogance and its 
crude, raw selfishness, its want of con- 
sideration for the common good has be- 
come a stench in the nostrils of the 
people. I say to capitalism and to busi- 
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ness that-it cannot be master in this. 


country; itis servant. It cannot dom- 
ineer and order the faithful, loyal 
American people to be “100 per cent 
American” but it must look to its 
own doorstep, clean its own house 
and learn what 100 per cent Amer- 
icanism realy signifies, before it under- 


takes to set up standards of Ameri- 


canism for others. 

We are all servants and none masters 
of the country. There are none to give 
orders and to. set up standards based 
on their own selfish interest. If organ- 
ized labor is thinking of nothing but the 
interest of organized labor, then it is 
not 100 per cent American. . Neither 
the capitalistic profiteer nor organized 
labor can be master, but each must 
consider the rights of the other. 

Where is the new spirit that was to 
come out of the great war? How are 
we profiting by the lessons that we 
thought we had learned from the mate- 
rialism of German Prussianism? The 
spirit of the most criminal organization 
in the world was in no sense different 
from the narrow, arrogant, domineering 
spirit of self-interest that is abroad in 
our own country today in profiteering 
and in the class war of capital and or- 
ganized labor. 

We can exercise this spirit only by 
mutual concessions, and these are im- 
possible without first thinking, and 
thinking hard of the mutuality of our 
interest. As I see class war succeeding 
to national unity, as we had it during 
the great liberty loan and welfare 
drives of but two and three years ago, 
that phrase of the Master keeps ringing 
in my ears, as true today, as needful an 
admonition as in any period of human 
history, yes, more so, the pregnant 
command to every selfish interest, “Ye 
must be born again.” There can be no 
masters, we are allservants. Arrogant 
demands for rights and special priv- 
ileges and advantages must give way 


to the sense of service and the common 
good. 

It is a saying of business that “com- 
petition is the life of trade.” This is 
true. I am not talking for less energy 
in business or less competition, which 
spells progress and improvement, but 
for competition in serving the common 
welfare by honest work, honest goods 
and honest prices. The president of 
the greatest woolen manufacturing 
corporation, probably in the world, the 
other day felt constrained to issue, 
after the annual statement of the busi- 
ness, an apology for its ungodly profits. 
It was only so much on a suit of clothes, 
but it was a colossal and indefensible 
net profit on the total business. 

These men profess to work, for their 
stockholders turn out the maximum of 
product. They are not doing it; they 
are working for their stockholders to 
turn out the maximum of profit. The 
maximum product is what we all are 
demanding of labor and capital alike, 
but the maximum product can be as- 
sured in only one way, and that is by 
considering the consumer’s ability to 
buy, by fair profits, which imply rea- 
sonable prices, which in turn stimulate 


` work and effort in the hope of consump- 


tion, the fullest satisfaction of needs 
and desires. Profiteering is not good 
economics, for it destroys the market, 
puts too many people out of business, 
in effect, by placing goods beyond their 
reach. Itis not in the interest of max- 
imum production, and maximum gen- 
eral prosperity. Its moral and spir- 
itual effect is to incite class war 
and recrimination and an ugly feeling 
that is as. far removed as possible 
from promoting maximum work and 
production. 

I believe that if industry were, or if 
it ever shall be, conducted strictly for 
the common good, rather than with 
regard primarily, as now, to profit to 
the individual, the results would be 


astonishing to the average man; that 


production would be the objective then 


of both employer and employee; that 
the output would be so large that labor 
would not be overworked and yet 
would obtain a much greater income in 
actual goods than ever before; and that 
for the same reason the returns to the 
investor would be, if not any greater 
than now, or in many instances not so 
great, yet much steadier and more cer- 
tain. I amnot speaking of industry con- 


- ducted by the state, for which I do not 


have the slightest sympathy, hut indus- 


„try conducted as private enterprise, 


with the viewpoint of the greatest pos- 
sible product at the least cost. 


AGRICULTURE THE Basic [INDUSTRY 


I believe that the basic industry of 
all is agriculture, producing things that 
are elemental to life, the food by which 
we live. Should not all other industries 
consider that of food? The farmer 
until recent years has not had the 
power to express himself. He has 
lacked the facilities to act in combina- 
tion. Other industries are in advance 
of him in this respect, while he remains 
and to a degree must be an individual- 
ist. So he is likely to fall behind in the 
race, and has fallen behind. It is-not 
enough to pat him on the back and say 
he is a good fellow and adjure him to 
go on producing and working 12 or 15 
hours a day; and it is not enough to 
provide him with agricultural schools 
where his boys can become trained in 
the higher agriculture, the study of 
soils and the chemistry of plant, life. 
What is the use of all this education 
for thousands of farm boys, tens of 
thousands, evefy year, if when he goes 


out, trained to till the soil, he finds no ` 


land upon which he can set to work? 

The nation, as a whole, must con- 
sider the needs of agriculture and 
among these needs is the provision of 
land for the trained young men to till, 


r 
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We have ee this problem: We 
have drifted without thought, letting 
economic laws work their effects, and 
permitting privilege and injustice to 
hold the wealth which God himself 
provided, the land, out of use, for 
speculative returns. 

We are by no means helpless in this 
matter, for we have the power of taxa- 
tion and we have not availed ourselves 


of it to check land speculation, letting 


matters drift, until land has advanced 
to such prices that young. men cannot . 
obtain it. 


NEED ror A CONSTRUCTIVE PROGRAM 
FOR ÅGRICULTURAL INTEREST 


We have done nothing either to 
assist trained young men to get on the 
land through credit advanced by the 
community.: There is no basis of 
credit equal to land. This we have 
known but never have had such a re- 
markable proof of it as during the great 
war. In the five years of the conflict 
in Europe, German imperial bonds de- 
preciated 22 percent. Butin the same 
period German land bank mortgage 


~ bonds depreciated only 2 per cent, or 


less than our own liberty bonds. Here 
is a striking proof of the supremacy of 
the land as the basis of credit. 

A great New York banker, not many 
years ago, testified before a committee 
of Congress that in making a loan he 
considered first of all the character of 
the applicant. He would loan to a 
man of little property but of trust- 
worthy character when he would not 
to a man with large security but unre- 
hable character. In the graduates of 
our agricultural golleges we have young 
men of character, who have proven 
that they possess energy and industry . 
and ambition. We can give these 
young men credit based upon their 
training, their cHaracter and the land 
they till. 

Today, the farmer is organized, 


~ 
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There are'a dozen great national farm 
organizations and through them the 
farmer is expressing himself and is be- 
ing heard. Let us listen to what this 
important interest has to say of its 
problems and its needs. The platforms 
and resolutions adopted by the Na- 
tional Farmers’ Congress, the Grange, 


the Societies of Equity, the Farm’ 


Unions, the Federated Farm Bureaus, 
the Farmers’ National Council, the 
National Board of Farm Organizations 
and many bodies representing more 
particularly certam branches of agri- 
culture, as dairying and livestock, 
speak the farmer’s mind, and it is 
surprising how largely they are in 
agreement. The nation must give 
more heed to these utterances from the 
producers of food as to the rights and 
interest of agriculture. 

The farmers are asking no special 
favors; indeed they are very much op- 
posed to special privileges to any class. 
But if there is anything more funda- 
mental than getting enough food for 
the people, I have never heard of it. 
Moreover, unless we do some real think- 
ing along this line there will be people 
who will be hungry one of these days. 
It is essential that a constructive pro- 
gram be adopted at once, which will 
give the agricultural interests of this 
country a fair chance—that will enable 
farmers to develop their business, edu- 
cate their children and werk into the 
most efficient production of food. 

The first thing is to curb the profi- 
teers and supply agricultural essentials, 
such as lumber, agricultural imple- 
ments, clothing, shoes, and the like, at 
an honest price. i 

We must also encourage legislation 
curbing manipulation of the market 
and gambling by the grain, provision, 
and stock exchange sharks, who seek to 
control unjustly the stypply and the 
prices of foodstuffs, cotton, and other 


. necessities of life. We should also 


have federal supervision of the packing 
industry. 

A further extension in coöperation is 
needed in both country and city—it is 
essential in building up the agricul- 
tural interests. There should be legis- 
lation to remove all artificial restric- 
tions on the sale of farm products 
clearly establishing the rights of farm- 
ers to collectively market their own 
products without legal or other inter- 
ference. We must work out a better 
system of distribution and marketing, 
and supply food at a lower cost,while 
making more than the cost of produc- 
tion itself. 

Let’s try to stop this landslide from 
the country into the cities. Let’s get 
a vision of what this great nation can 
be, with its industrial and business life 
working in harmony and perfect coöp- 
eration with the agricultural interests, 
and with plenty of food for every one, 
at prices which the workers can afford 
to pay and yet which will supply 
modern country homes and other és- 
sentials for farmers. Better schools, 
modern homes, social advantages and a 
greater opportunity to get the brighter 
things of life are essential. 


A’ PROGRAM FOR THE FUTURE 


These are topsy-turvy times, but 
there never was a time when being 
unselfish was such enlightened selfish- 
ness as now. I believe we should all 
sit tight, stay by our jobs and stand 
by our country. Many things are 
badly mixed here at home, but they 
are not going to remain mixed. To. 
restore normal conditions it will re- 
quire the unselfish coöperation of 
patriotic Americans of all walks of life. 
Of course, we have tremendous prob- 
lems but we have only to keep our 
heads and be really and truly thankful 
that we are American citizens, to come 
through our difficulties. 


We must all unite to win the right 
conditions in peace times, just as we 
united to win the war. Then this 
great national readjustment will be 
accomplished without hardship, and 
the nation will not feel the strain which 
otherwise will be heavy, possibly to the 
breaking point. 

We must apply the principle of the 
Golden Rule as never before. We 
need more of the spirit of fair play be- 
tween manand man. Itisa poor time 
for strikes and for strife. Greater 
industry, harder work, more rigid 
economy in public and private expendi- 
tures, doing without all luxuries, and, 
above everything else, mcreased pro- 
duction are today as solemn a duty 
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upon all alike as they were during the 
crisis of the war. 
common sense and steadfast patience 
of the American people, the common 
sense and the patience that was typi- 
fied and deified in Lincoln. a 

It is a time especially when partisan- 
ship. must be put aside and every man 
must codperate’ to the utmost of his 
ability. American initiative, Ameri- 
can pluck, American inventive genius, 
a thorough-going American policy, and 
the real American spirit must be backed 
up as never before with true American 
statesmanship. J have the utmost 
confidence that we shall meet these 
great problems in a way that befits 
America and her destiny. 


I have faith in the - 
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